
  

VALUE BONDS 

Quarterly report 

Q1 2017 

Rates are on the up
The first quarter of 2017 was a very strong quarter for credit 

investors.  As seen in the table below, all our credit products 

performed well and so did Emerging Market Debt. With the 

exception of market weakness in March, which again turned 

out to be a dip to buy, markets were strong.  Our global strat-

egies were flat to slightly ahead of their benchmarks and our 

emerging market strategies lagged their benchmarks.  For 

more details, please see our monthly commentary on the 

specific funds. 

  

Q1 2017 Performance  
- gross, quarterly, main funds only 

Strategy Danish 

Fund 

UCITS 

Fund 

Benchmark Comments 

Global High Yield 2.5% 2.7% 2.5% UCITS is ethical 

Global Investment Grade 1.1% 0.9% 0.9% Danish fund has a 

target duration of 
3.0 

Emerging Market  

Corporates 

2.3% 2.2% 2.6%  

Emerging Market Debt  

Hard Currency 

2.9%  3.4%  

 

 

Rising rates on the menu 
Global trade, Trump’s policies and interest rates have been 

the main macro headlines driving our markets in Q1 2017. 

The Dutch election and French election expectations have 

eased markets fear of a collapse of the European Union. After 

years of falling rates and negative rates, we are now in an 

environment where the talk is of the timing and steepness of 

rising rates. Even in Europe, we have had hints of a potential 

rate increase before ECB quantitative easing (QE) rolls off. 

 Global trade, Trump’s policies and 
interest rates have been the main macro 

headlines driving our markets 

On that note, we have looked at the performance of High 

Yield in periods where interest rates rose over the last 30 

years. In order to capture more data points we have focused 

on US High Yield and periods where 10-year treasuries have 

increased by more than 1%.  On top of that we have plotted 

the excess performance of High Yield over treasuries.  High 

Yield gave investors positive returns in all but two of these 

13 periods and it suggests that High Yield is not the worst 

place to be if you are concerned over rate increases. 

Source: Bloomberg, Merrill Lynch, Sparinvest, March 2017 
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The outperformance to treasuries can be explained by lower 

duration and spreads compressing as they benefit from pos-

itive economic environment that is associated with rising 

rates.  Despite spreads being at historically tight levels, we 

have already seen such behavior with each “taper tantrum” 

correction in rates, where we saw long dated corporate 

bonds outperform government bonds. 

 

Defaults remain benign further supporting the case for staying 

with High Yield.  The recent spike in 2016 defaults seen is 

due defaults across Energy issuers. 

Defaults remain benign further 
supporting the case for staying with 

High Yield   

 

 

 
Source: Merrill Lynch, March 2017 

 

So the question is what are the risks for High Yield investors 

in this environment? As with all risk asset classes, QE and 

resulting grab for yield has compressed spreads so perfor-

mance will be coming primarily from coupons as opposed to 

further spread compression.  Further, High Yield is a relatively 

illiquid asset class with high trading costs. With the rise of 

ETFs in the High Yield space their flows have increasing im-

pact on market liquidity.   Simply put, trading on the opposite 

side of such flows allows us to reduce trading costs. This is 

not always possible but we now have our own tools follow-

ing these closely. 

High Yield is a relatively illiquid asset 
class with high trading costs 

In response to the continued discussions surrounding rate 

increases, in June we are launching our Short Dated High 

Yield fund in Luxembourg, which will focus on bonds shorter 

than 5 years to maturity and with limited exposure to perpet-

uals and lower rated bonds. A similar fund for Danish inves-

tors will follow.  These new vehicles will be an attractive 

proposition also for our existing maturity fund investors which 

have been performing extremely well over the first quarter of 

2017. 

In June, we are launching our Short 
Dated High Yield fund in Luxembourg 

In this quarterly report we have focused on High Yield, but for 

those interested, please reach out to your sales representa-

tive to receive a copy of presentation which includes perfor-

mance of investment grade and emerging market product at 

times of rising rates. 

 

Published April 28 2017 

 

 

Sparinvest is a signatory of UN PRI and member of Eurosif and Dansif. 

UN PRI is an international investor initiative sponsored by the UN and based 

on six principles for responsible investments. The aim is to help investors 

actively to incorporate environmental, social and governance issues into 

their investments. 

The mentioned sub-fund is part of Sparinvest SICAV, a Luxembourg-based, open-ended investment company. For further information we refer to the prospectus, the key investor 

information document and the current annual / semi-annual report of Sparinvest SICAV which can be obtained free of charge at the offices of Sparinvest or of appointed distributors 

together with the initial statutes of the funds and any subsequent changes to such statutes. Investments are only made on the basis of these documents. Past performance is no 

guarantee for future returns. Investors may not get back the full amount invested. Investments may be subject to foreign exchange risks. The investor bears a higher risk for invest-

ments into emerging markets. The indicated performance is calculated Net Asset Value to Net Asset Value in the fund’s base currency, without consideration of subscription fees. 

For investors in Switzerland the funds’ representative and paying agent is Société Générale Zurich Branch, Talacker 50, P.O. Box 5070, CH-8021 Zurich. Published by Sparinvest S.A., 

28, Boulevard Royal, L-2449 Luxembourg. 
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