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Market comment

Despite many markets participants’ expectations of higher volatility as a
new US President was sworn in on January 20, the high yield market stuck
to  the  relatively  smooth  upward  trend  initiated  a  month  earlier.  The
Barclays Euro High Yield, 3%-capped, ex-financials, Index gained 69 basis
points  (bp)  in  January,  building  on the strong December  performance,
albeit at a slower pace. Spreads tightened by 26 bp, which left the yield-to-
worst of the Index at 3.69%.

The interest rate backdrop was less benign, though, with 10-year bund
yields jumping by almost 30 bp over the month. Peripheral spreads also
climbed in January, with in particular Italy trading at its highest spread in 12
months vs. Germany. France is also seemingly losing some of its appeal to
investors due to the upcoming elections.

So far, the high yield market has been quite well sheltered from the spike in
rates given its low duration (roughly four years for the benchmark) and still
has  a  relatively  healthy  carry.  Most  of  the  positive  performance  was
achieved during the first couple of weeks of the month. After that, the
market was somewhat stuck. The lower quality part of the credit spectrum
outperformed significantly.

Top performing sectors were supermarkets and pharmaceuticals, whereas
the gaming sector was somewhat under pressure.

The primary market was open, with EUR5.4 billion deals priced over the
month. Performance in the aftermarket was not always positive, with for
instance  Talk  Talk  Telecom  (new  issue  in  GBP)  and  Sixt  Leasing
underperforming the broader market and trading below their issue price.
Having an internal analysis capability remains paramount in the high yield
market to separate the chaff from the wheat.

Companies’ fundamentals remain on the right track as well. According to a
recent Morgan Stanley study, net leverage is down 0.3 times, mainly thanks
to growing cash balances.

Performance

The fund (F share) gained 0.15% in January. Contributors to performance
were Anglo American and Fiat. The latter was under pressure in the first
half of the month, as the US Environmental Protection Agency (EPA) alleged
that automaker had violated the Clean Air Act. The bonds recovered quickly
however after a very strong 2016 earnings announcement and pledges by
the new US President that he would significantly reduce the EPA’s scope
and  authority.  Hertz  and  Smurfit  Kappa  were  more  of  a  drag  on
performance during the month.

Last month’s strategy

The fund continued to invest  in  names with good visibility  in  terms of
liquidity and cash flows. Fresh inflows were mainly invested in the larger
and more liquid names over the month.

Outlook & strategy going forward

Valuation-wise, the European high yield market is not inexpensive: spreads
totalled 337 bp and its yield-to-worst reached an all-time low of 3.69% at
the end of January 2017. Where do we go from here?

Our default expectations remains at around 2% for 2017. The number of
bonds  priced  at  below  80%  is  hovering  around  3%  in  the  benchmark,
indicating that stress in the market is relatively limited. Current spreads
imply a 5-year cumulative default rate of 23.9%, more than sufficiently
covering the current default projections but, not any unexpected spike.

The  primary  market  is  open,  but  is  mainly  used  for  refinancing.  The
upcoming maturity wall  for 2017 is  relatively limited at roughly EUR12
billion,  but  if  one  includes  the  bonds  that  trade  to  call,  the  potential
refinancing pipeline jumps to EUR53 billion. Indeed, many companies are
using low interest rates to refinance existing bonds when they approach
their call dates.

Furthermore, issuers are increasingly looking at the (leveraged) loan market
to refinance existing bonds and/or credit lines given the flexibility of the
product.  We  saw  issuers  like  Xella  and  also  Ineos  calling  bonds  and
refinancing them in the loan market.

On the demand side, investors are still starved for yield and despite the
recent rise in government bond yields, inflows in the high yield market
remain healthy. And coupons need to be reinvested as well.

All in all, we believe that the technical supply/demand picture looks quite
supportive for European high yield for the foreseeable future.

The most obvious threats for the time being continue to be the uncertainty
with regard to US politics, the recent widening in peripheral spreads and a
potential contagion effect from idiosyncratic situations like Agrokor.

With  default  rates  remaining  low,  companies  finding  easy  and  cheap
financing and the macro-economic environment also supportive in Europe,
we are still  maintaining a positive bias towards the European high yield
market. Yet, the return potential has obviously diminished after the recent
rally.
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OVERVIEW

Asset Class Bonds
Category High-Yield
Strategy Active Strategy
Fund Of DPAM L
Legal Structure SICAV
Domicile Luxembourg
Reference Currency EUR
Liquidity Daily
Sub-fund launch 30.06.2010
First NAV date 30.06.2010
Countries notified for public sale

AT, BE, CH, DE, ES, FR, IT, LU, NL
ISIN LU0517221833
Entry Fee Maximum 2 % 
Exit Fee 0.00%
Management Fee 0.60%
TER (31.12.2016) 0.99%
Minimum investment 0.001 share
NAV (Distribution) 113.77
Last gross dividend (18.04.2016) EUR 3.00
Assets (all classes) mn EUR 666.92
Number of positions 74

PERFORMANCES (%)

1 month 0.12

YTD 0.12

1 year 5.59

3 years annualised 2.83

5 years annualised 4.28

10 years annualised -

PORTFOLIO CHARACTERISTICS
Maturity (Years) 1.60
Duration (Years) 1.60
Modified Duration (%) 1.59
Yield to Worst (%) 0.12
YTW (ModDur Weighted) (%) 0.92
Number of Issuers 54

INVESTMENT UNIVERSE

The fund mainly invests (without any sectorial or geographical restriction) in bonds and/or other
debt  securities  (including  structured  products),  fixed  or  floating,  denominated  in  euro  (or  if
denominated in another currency, with a currency risk which is minimum 90% hedged), with a high
yield and a residual maturity, upon subscription, of less than 4 years.

BREAKDOWNS (%)

Sectors
Industrials 37.4
Consumer Cyclicals 19.6
Communication 18.2
Consumer Non-Cyclicals 17.3
Gov. & Gov Related 2.3
Utilities 1.9
Financials 1.6
Energy 0.9
Technology 0.2
Other 0.0
Cash 0.7

Credit Ratings (Scale S&P)
BBB 2.6
BB 63.6
B 24.6
C-Category 0.7
Not Rated 7.8
Other 0.0
Cash 0.7

Modified Durations
< 3% 90.8
3 - 5% 8.5
Other 0.0
Cash 0.7

Countries
United Kingdom 17.8
France 16.0
Italy 16.0
Germany 11.1
Luxembourg 7.8
Greece 6.0
Netherlands 3.8
Belgium 3.8
Ireland 3.8
Japan 3.4
Brazil 3.3
Other 6.6
Cash 0.7
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DISTRIBUTION OF MONTHLY RETURNS
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STATISTICS

Volatility % 2.11
Sharpe Ratio 1.99
Downside Deviation % 0.97
Sortino Ratio 4.35
Positive Months % 76.67
Maximum Drawdown % -1.66
Risk-Free Rate 0.06%

  Fund

CUMULATIVE PERFORMANCE

2012 2013 2014 2015 2016 2017

100%

105%

110%

115%

120%

12-MONTH ROLLING RETURNS

2012 2013 2014 2015 2016 2017

0%

2%

4%

6%

8%

MONTHLY RETURNS

2012 2013 2014 2015 2016 2017

-1.0%

-0.5%

0.0%

0.5%

1.0%

1.5%

MONTHLY RETURNS IN %

2013 2014 2015 2016 2017
Fund Fund Fund Fund Fund

January -0.49 0.05 0.33 -0.68 0.12
February 0.70 0.71 0.87 0.53
March 0.60 0.15 -0.10 1.74
April 0.91 0.27 0.14 0.58
May 0.20 0.23 0.13 0.21
June -1.05 0.35 -0.68 -0.17
July 1.10 -0.05 0.50 1.32
August 0.02 0.20 -0.22 0.55
September 0.52 0.12 -1.27 -0.27
October 0.94 0.04 1.69 0.50
November 0.52 0.62 0.40 -0.23
December 0.39 -0.08 -0.71 0.58
Year 4.43 2.63 1.07 4.74 0.12
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IMPORTANT INFORMATION - FOR AUTHORIZED USE ONLY

The information contained in this document and attachments (hereafter the ‘documents’) is provided for pure information
purposes only.

Present documents do not constitute investment advice nor do they form part of an offer or solicitation for the purchase of
shares, bonds or mutual funds, or an invitation to buy or sell the products or instruments referred to herein.

Applications to invest in any fund referred to in these documents can only validly be made on the basis of the Key Investor
Information Document (KIID), the prospectus and the latest available annual and semi-annual reports. These documents can be
obtained  free  of  charge  at  Degroof  Petercam  Asset  Management  sa,  the  financial  service  provider  or  on  the  website
funds.degroofpetercam.com.

All opinions and financial estimates herein reflect a situation at the date of issuance of the documents and are subject to change
without notice. Indeed, past performances are not necessarily a guide to future performances and may not be repeated.

Degroof Petercam Asset Management sa (“DPAM”) whose registered seat is established Rue Guimard, 18, 1040 Brussels and
who is the author of the present document, has made its best efforts in the preparation of this document and is acting in the
best interests of its clients, without carrying any obligation to achieve any result or performance whatsoever. The information is
based on sources which DPAM believes are reliable. However, DPAM does not guarantee that the information is accurate and
complete.

Present documents may not be duplicated, in whole or in part, or distributed to other persons without prior written consent of
DPAM. These documents may not be distributed to private investors and their use is exclusively restricted to institutional
investors.


