
THINK EQUITIES ARE  
VOLATILE? CONSIDER 
CONVERTIBLES!

DISAPPOINTMENT HAS BEEN THE PREVALENT NOTE OVER THE FIRST 
9 MONTHS OF THE YEAR. 
However, we believe that the window of opportunity may be short-lived if equity markets bounce 
back in the short/medium term. Corrections, sometimes overdone, have driven sharp adjustments 
in some convertibles’ prices and have recently contributed to some interesting technical effects:  

1 .  T H E  Y I E L D  T O  M A T U R I T Y  C O M P O N E N T  O N  T H E  A S S E T  C L A S S  A P P E A R S  T O  B E  C O M I N G 
B A C K  I N T O  P L A Y  but this may not last long if we get an equity market bounce in the short/
medium term. The equity market correction and, particularly, the severe underperformance by 
many underlying securities since the start of the year has boosted the average yield to maturity 
on convertibles.

2 .  C O N V E R T I B L E  B O N D S  T E N D  T O  B E  L E S S  S E N S I T I V E  T O  I N T E R E S T  R A T E S  T H A N  S I M I L A R LY 
R A T E D  D E B T  O F  T H E  S A M E  M A T U R I T Y .  This is because the embedded option correlates positively 
to rates, reducing the instrument's overall sensitivity.
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 US Rate Change 5Y 1.78% 0.84% 1.21% 0.85% 0.50% 0.94% 0.65% 0.61% 1.00% 1.09% 1.20% 1.81% 0.61% 0.74% 1.15%

 US Corporate Bonds (IG + HY) -4.43% -0.71% -1.81% 0.01% -0.18% -2.31% -1.50% 1.57% -0.32% -3.68% 1.98% 0.22% -3.50% -0.89% -0.64%

 US Convertible Bonds -7.98% -3.99% -4.85% -1.34% 1.51% 2.39% 13.80% 4.92% 1.84% -4.98% 5.27% 6.74% 1.27% 4.24% 10.77%

 US Equities (S&P 500) -5.62% -3.57% -3.19% 0.38% 4.37% -2.20% 1.83% 8.46% 3.85% -5.15% 2.85% 7.98% 3.23% 6.60% 14.55%
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3 .  C O N V E R T I B L E S  M A Y  P R O T E C T  A G A I N S T  A N Y  F A L L  I N  T H E  U N D E R LY I N G  E Q U I T Y  thanks to the 
rise in volatility and the bond floor in an environment where convexity is back. Multiple current 
entry points on some profiles, generally equities at the start of the year offering instantaneous 
or 1-year convexity higher than 5 points on the underlying securities with the prospect of strong 
upside (above 20%).

4 .  C U R R E N T  P R I C E S  M A Y  O F F E R  G O O D  E N T R Y  P O I N T S  for investors looking to diversify their 
portfolios outside traditional assets: the spread between implied and historical volatility has 
actually turned negative in some regions, due to the lack of conviction among investors in 
emerging markets or weak expected yields in Japan. Significantly discounted convertibles once 
again make up a good portion of the universe, particularly among mid-caps and unrated issuers. 
For these reasons, we see valuation as a greater source of alpha than medium-term risk for the 
asset class. If equity markets rebound over the next few months, many convertibles could see 
their prices catch up, all the more so if the asset class attracts buying inflows.
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Source: Nomura; CB Market cap weighted Avg. valuation for Tier 1 & 2 CBs only.  
Valuation: CB Price as a % premium / discount to Nomura Fair Value.

Convertible Bond Rich / (Cheap) valuation chart by region
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Important information
This document contains information or may incorporate by reference data concerning certain collective investment schemes (hereinafter "funds") which 
are only available for distribution in the countries where they have been registered. This document is for the exclusive use of the individual to whom it 
has been given and may not be either copied or transferred to third parties. In addition, this document is not intended for any person who is a citizen or 
resident of any jurisdiction where the publication, distribution or use of the information contained herein would be subject to any restrictions or limitations.
The contents of this document are illustrative only and shall not be construed as an offer or a recommendation to subscribe for, retain or 
dispose of fund units, shares, investment strategies or courses of dealing. 
Before investing in any fund or pursuing any strategy mentioned in this document, potential investors should consult the latest versions of the legal 
documents pertaining to such funds or underlying financial instruments or indices and in particular the Prospectus and Key Investor Information Document 
(KIID) which describe in greater detail the specific risks related to the funds. Moreover potential investors are recommended to seek professional legal and 
tax advice. The sources of the information contained in this document are deemed reliable by the issuer. However, the accuracy or completeness of the 
information contained in this document cannot be guaranteed, and some figures are only estimates.
Past performance is not indicative or a guarantee of future returns. Fund values can fall as well as rise, and investors may lose the amount 
of their original investment. Performance figures do not take into account subscription and redemption fees and costs. Any values or 
holdings quoted are relevant only on the day they are issued and investment values and strategies may be revised without notice. Returns 
may increase or decrease as a result of currency fluctuations. This communication may only be circulated to Eligible Counterparties and 
Professional Investors and should not be circulated to Retail Investors for whom it is not suitable.
“Mirabaud” and “Mirabaud Asset Management” © are trading styles of Mirabaud Asset Management Limited and associated Mirabaud Group companies. 
Issued by Mirabaud Asset Management Limited which is authorised and regulated by the Financial Conduct Authority under firm reference number 122140.

5 .  T H E  P R I M A R Y  M A R K E T  I S  H I G H LY  D Y N A M I C  in the USA, helped by rising Treasury yields and 
US corporate tax reforms, the dwindling opportunities for quick finance in some fixed-income 
segments has revived companies’ interest in issuing convertible bonds. Intensifying equity market 
volatility may prompt borrowers to raise funds by issuing convertibles as it may increase the value 
of the embedded options.

6 .  A  R I S E  I N  M & A  I S  P O S I T I V E  F O R  T H E  A S S E T  C L A S S ,  as a result of the large share of convertibles 
that have mixed bond profiles, which tend to outperform the underlying equity in the event of 
a change of control (due to ratchet clauses).

With returns on euro zone sovereign debt at historical lows, convertibles, in our view, may help 
strengthen a portfolio's strategic allocation.
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S E N I O R  P O R T F O L I O 
M A N A G E R
Joined Mirabaud Asset 
Management in 2013;  
industry experience since 2000.

0

10

20

30

40

50

60

70

80

90

100

03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18

Bn
 $

 

US EMEA Japan Asia

Source: Mirabaud Asset Management, Deutsche Bank, as of 1st of  September 2018

Global issuance by region ($bn)

F O R  P R O F E S S I O N A L  I N V E S T O R S  O N L Y 


