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An environment conducive to convex assets 

 

From their highs at the end of 2017, financial markets have 

been on a rollercoaster ride. The relative slowing of global 

activity, combined with central banks’ back-and-forth and 

political tensions, have led to large moves in financial 

markets. 

Looking ahead, we believe positives remain. Resilient global 

growth and the US Fed’s dovish U-turn could fuel additional 

upside in global equities. However, lingering uncertainties 

(such as the outcome of the US–China trade negotiations 

and developments in “Brexit”) call for some caution. 

Against this market backdrop, traditional asset allocations 

are being put to the test.  

After “V-shape” moves in stock markets, and considering 

valuations that have already largely recovered from their de-

rating at the end of 2018, it may be hard for some investors 

to remain heavily invested in pure equities. On the other 

hand, straight bonds still offer an only limited alternative to 

stocks in terms of yield – especially in Europe. In this 

context, convex strategies constitute a solid alternative for 

investors, and make the case for convertible bonds as part of 

a global portfolio allocation. 

The long-term benefits of convertible bonds 

 

Introducing convertible bonds 

Convertible bonds are debt instruments. Unlike straight 

bonds however, they can be either redeemed at par upon 

maturity, or exchanged for a defined number of shares of the 

issuing company during the life of the instrument. That 

choice belongs to the holder.  

The combination of bond-like and equity-like features is at 

the root of convertible bonds’ asymmetric payoff profile: their 

“convexity”. The bond component grants them defensive 

qualities of straight bonds (e.g. a bond-floor and a regular 

income) while the embedded “call” option allows an 

asymmetric exposure to developments in the underlying 

stock’s price.  

All other things being equal, for an equivalent up or down 

movement in their underlying stock, convertible bonds tend 

to capture more of the upside than of the downside (see 

Chart 1).  

 

Chart 1: Convertible bonds’ asymmetric payoff 

 

Source: UBP. For illustrative purposes only. 

 

 

Convexity matters  

Historically, the convex nature of convertible bonds has 

provided investors with long-term benefits, both versus 

equities and bonds. 

Relative to equities, convertible bonds have demonstrated 

their capacity to deliver similar to higher returns, with half the 

volatility (Chart 2) and reduced drawdowns (Chart 3), over a 

complete market cycle. 

 
 
 
 
 
 

Key points 

 The economic slowdown, political tensions and central 
banks’ policy shifts have led to large moves in 
financial markets. Looking ahead, lingering 
uncertainties call for some caution but positives 
remain and justify maintaining an exposure to equity 
markets. 

 Against such a market backdrop, convex strategies 
constitute a solid alternative for investors, and make 
the case for convertible bonds in a portfolio allocation. 

 The convex nature of convertibles has provided 
investors with long-term benefits, such as equity-like 
returns with reduced volatility and drawdowns, over a 
full market cycle. History has shown that convertible 
bonds can also act as a strong booster in a fixed-
income portfolio. 

 Convexity is back in the asset class after two years 
(2016 - 2017) in which it was quite subdued due to 
low equity volatility. 2018 and 2019 (ytd) are clear 
examples of convexity’s strong benefits over shorter 
periods of time as well. 

 At a time when investors are faced with uncertainties 
over global activity, convertible bonds give investors 
access to companies with strong growth prospects, in 
industries exposed to favourable secular trends. 

 Thanks to a management style combining sound 
fundamental stock picking and attentive credit 
selection, UBP’s global convertible flagship has 
enhanced the convex potential of the global convertible 
bond market since its inception. 
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Chart 2: The long-term benefits of global convertible 
bonds vs. global equities (two full market cycles) 

 

 

Sources: UBP, Bloomberg Finance LP, from 31.12.2001 to 30.04.2019. 
Convertible bond index: Thomson Reuters Convertible Global Hedged EUR. 
Equity index: MSCI World Net TR Hedged EUR. Past performance is not a 
guide for current or future results.  

 

In the past twenty years, global convertible bonds have, on 

average, suffered only 53% of equity markets’ downside. 

This compares attractively with a +65% upside capture in 

positive equity months (based on monthly figures). 

 

Chart 3: Convertible bonds’ average participation in 

positive vs. negative equity months 

 

Sources: UBP, Bloomberg Finance LP, 30.04.2019. The chart represents the 
average participation of convertible bonds in positive (resp. negative) equity 
months, computed based on monthly returns since 31/12/2001. Convertible 
index: Thomson Reuters Convertibles Global Hedged EUR. Equity index: 
MSCI World Net TR Hedged EUR. Past performance is not a guide for current 
of future results. 

 

In addition to allowing investors to optimise the risk-return of 

their equity investment over time, convertible bonds can also 

act as a booster in a fixed-income portfolio. 

 

In exchange for a few additional points of volatility, 

convertible bonds have demonstrated their capacity to 

enhance the return profile of a pure fixed-income investment 

in the long run (see chart 4).  

 

Chart 4: Historical excess return of global convertible 

bonds vs. global straight bonds 

 

 

Sources: UBP, Bloomberg Finance LP, from 31.12.2001 to 30.04.2019. 
Convertible bond index: Thomson Reuters Convertible Global Hedged EUR. 
Straight bond index: Bloomberg Barclays Global Agg. Corporate TR Hedged 
EUR. Past performance is not a guide for current or future results.  

 

Aside from the long-term picture, recent quarters have 

shown convertible bonds’ capacity to live up to their historic 

convex benefits over shorter periods of time as well. 

 

Convexity benefits in the shorter term 

 

After two years (2016 and 2017) where it was quite subdued 

due to the low equity volatility environment, convexity is back 

in the asset class. 

In 2018, amid a highly challenging environment for risk 

assets, convertible bonds demonstrated strong resilience, 

suffering only 35% and 52% of global equities’ sharp 

drawdowns in Q1 and Q4 (see chart 5).  

Looking at the entire year, global convertible bonds delivered 

a performance of -4.4% with a volatility of 8% and a 

maximum drawdown of 10%, when global equities were 

down -9.4% over the year, with volatility of 13% and a 

maximum drawdown of 18%. This leads to only 47% equity 

downside capture in 2018. 

In addition to these strong downside mitigation benefits, 

global convertible bonds posted a solid performance during 

the early-year rally. Year-to-date, as at 30 April, the 

Thomson Reuters Convertibles Global index (hedged EUR) 

is up +9.7%, versus +16.1% for the MSCI World (Net TR 

hedged EUR). That is a +60% upside capture. 
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Such asymmetric behaviour (a downside capture of 47% in 

2018 versus a +60% upside participation in 2019 year to 

date) is precisely what convertible bonds are about. 

 
Chart 5: Global convertible bonds vs. global equities in 
the shorter term 

 

Sources: UBP, Bloomberg Finance LP. Analysis from 29.12.2017 (rebased at 
100) to 30.04.2019. Convertible bond index: Thomson Reuters Global 
Convertibles Hedged EUR. Equity index: MSCI World TR Hedged EUR. Past 
performance is not a guide for current or future results. 

 

The competitive behaviour of convertible bonds in the shorter 

term was also demonstrated against bonds.  

As in the longer term, the hybrid nature of convertible bonds 

– the combination of the bond-floor and an equity option – 

enabled the asset class to deliver a bond-like defensive 

performance in 2018 (-4.4% over the year for the global 

convertible index vs. -3.8% for the bond index) and more 

than double the performance versus straight bonds year-to-

date (+9.7% for the convertible index vs. +4.3% for the bond 

index) (Chart 6). 

 

Chart 6: Global convertible bonds vs. global straight 

bonds in the shorter term 

 

 

Sources: UBP, Bloomberg Finance LP. Analysis from 29.12.2017 (rebased at 
100) to 30.04.2019. Convertible index: Thomson Reuters Global Convertibles 
Hedged EUR. Bond index: Bloomberg Barclays Global Agg. Corp. TR Hedged 
EUR.  Past performance is not a guide for current or future results. 

 

 

 

 

The diversification benefits of convertible bonds 

 

In the current advanced phase of the economic cycle, the 

global convertible bond market offers exposure to highly 

sought-after companies, whose business is linked to 

favourable secular trends that are less correlated to the 

overall softening economy. Among these trends, we 

particularly find value in the digitalisation of the economy, 

accelerating middle-class consumption in Asia and the 

ageing population (Chart 7). 

 

Chart 7: Sector breakdown comparison Global Equity vs. 

Global Convertible 

 

Sources: UBP, Bloomberg Finance LP, MSCI, as of 31.12.2018. Convertible 
index: Thomson Reuters Global Convertibles Hedged EUR. Equity index: 
MSCI World All Countries.  Past performance is not a guide for current or 
future results. 

 

For growth-focussed companies, convertible bonds offer 

attractive financing terms through reduced interest payments 

in exchange for the conversion option.  

For investors, convertible bonds constitute an attractive 

way to access these sectors whilst containing their 

portfolio’s overall volatility. We believe this stands out as 

a true edge, considering the high volatility commonly 

evidenced by these stocks, which can be a drag for many 

investors (Chart 8, illustration for the tech sector).  
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Chart 8: Russell 1000 Tech index vs. Russell 1000 index 

(2 year rolling)  

 

 
 
Sources: UBP, Bloomberg Finance LP. Analysis from 30.04.2017 (rebased at 
100) to 30.04.2019. Past performance is not a guide for current or future 
results. 
 
 

Active and discretionary management to enhance global 
convertibles’ convexity 

 

UBP’s global convertible bond strategy was designed to 

leverage on the richness and huge diversity offered by the 

asset class. It aims to provide investors with access to the 

most attractive convex opportunities across the main 

convertible markets (US, Europe, Asia) through a bottom-up 

and fundamental investment process. 

Our management approach is twofold. It is first centred on 

the analysis of the credit, to filter out convertible bonds with 

lower quality credit. It then focuses on the underlying stock, 

in order to isolate companies from our universe that offer, 

based on our bottom-up assessment, higher potential for 

share appreciation in the mid-to-long term.  

A global allocation, combined with a discretionary 

management approach, allows us to focus the portfolio on 

companies that are well exposed to benefit from the positive 

secular trends we see in the market today. It additionally 

enables us to adapt the portfolio’s sensitivities to the rapidly 

evolving market environment, with greater flexibility and 

reactivity. 

Since inception at the end of 2012, with an average equity 

sensitivity of 50% and an investment-grade bias, our global 

convertible strategy has succeeded in capturing, on average, 

60% of global equities’ upside, while suffering only 54% of 

their downside. A solid convexity profile which compares 

attractively to that offered by the global convertible universe 

over the same period (Chart 9). 

 

Chart 9: Optimised convex returns versus the universe 

 
 
Sources: UBP, Bloomberg Finance LP, as of 30.04.2019. The charts represent 
the average participation of our flagship global convertible fund (gross of fees, 
rhs) and of the Thomson Reuters Convertibles Global (middle) & Global Focus 
(lhs) Hedged EUR indices in positive (resp. negative) equity months (based on 
the MSCI World Net TR Hedged EUR), computed based on monthly returns 
since 31.12.2012. Past performance is not a guide for current or future results. 
The product presents a risk of loss of capital. 

 

 

UBP has been active in the management of convertible bond 

strategies since 1999. Today, we offer a complete range of 

investment solutions, both in the global and European 

spaces, designed to leverage on the richness and singular 

diversity offered by the asset class. 

Convertible bonds’ timeless qualities are highly beneficial in 

the context of portfolio construction. We look forward to 

having the opportunity to discuss them with you further. 

 
 
Scarlett CLAVERIE-BULTÉ 

Convertible Bond Investment Specialist 
 

 
Nicolas DELRUE 

Head of Investment Specialists 
& Convertible Bond Investment Specialist 
 

 
UBP Asset Management (France) 
Union Bancaire Gestion Institutionnelle (France) SAS 
116, Avenue des Champs-Élysées | 75008, Paris | France 
T. + 33 1 75 77 80 83  
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Disclaimer 
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whom it was delivered. This document may not be reproduced (in whole or in part) or delivered, given, sent or in anyotherway made accessible, to any other person without the prior 
written approval of Union Bancaire Gestion Institutionnelle (France) SAS or any entity of the UBP Group (collectively “(“UBP Asset Management (France)”). This document reflects 
the opinion of UBP Asset Management (France) as of the date of issue. 

This document is for distribution only to persons who are Qualified Investors in Switzerland or Professional Clients, Eligible Counterparties or equivalent category of investors as 
defined by the relevant laws (all such persons together being referred to as “relevant persons”).This document is directed only at relevant persons and must not be acted on or relied 
on by persons who are not relevant persons. It is not intended for distribution, publication, or use, in whole or in part, in any jurisdiction where such distribution, publication, or use 
would be unlawful, nor is it directed to any person or entity to which it would be unlawful to direct such a document. In particular, this document may not be distributed in the United 
States of America and/or to US Persons (including US citizens residing outside the United States of America). 

This document has not been produced by UBP Asset Management (France)’s financial analysts and is not to be considered as financial research. It is not subject to any guidelines 
on financial research and independence of financial analysis. 

Reasonable efforts have been made to ensure that the content of this document is based on information and data obtained from reliable sources. However, UBP Asset 
Management (France) has not verified the information from third sources in this document and does not guarantee its accuracy or completeness. UBP Asset Management (France) 
accepts no liability whatsoever and makes no representation, warranty or undertaking, express or implied, for any information, projections or any of the opinions contained herein or 
for any errors, omissions or misstatements. The information contained herein is subject to change without prior notice. UBP Asset Management (France) gives no undertaking to 
update this document or to correct any inaccuracies in it which may become apparent. 

This document may refer to the past performance of investment interests. Past performance is not a guide to current or future results. The value of investment interests can fall as 
well as rise. Any capital invested may be at risk and you may not get back some or all of your original capital. In addition, any performance data included in this document does not 
take into account fees and expenses charged on issuance and redemption of securities nor any taxes that may be levied. Changes in exchange rates may cause increases or 
decreases in your return. 

All statements other than statements of historical fact in this document are “forward-looking statements”. Forward-looking statements are not guarantees of future performance. The 
financial projections included in this document do not represent forecasts or budgets, but are purely illustrative examples based on a series of current expectations and assumptions 
which may not eventuate. The actual performance, results, financial condition and prospects of an investment interest may differ materially from those expressed or implied by the 
forward-looking statements in this document as the projected or targeted returns are inherently subject to significant economic, market and other uncertainties that may adversely 
affect performance. UBP Asset Management (France) disclaims any obligation to update any forward-looking statement, as a result of new information, future events or otherwise. 

It should not be construed as advice or any form of recommendation to purchase or sell any security or funds. It does not replace a prospectus or any other legal documents that 
can be obtained free of charge from the registered office of a fund or from UBP Asset Management (France). The opinions herein do not take into account individual investors’ 
circumstances, objectives, or needs. Each investor must make his/her own independent decision regarding any securities or financial instruments mentioned herein and should 
independently determine the merits or suitability of any investment. In addition, the tax treatment of any investment in the fund(s) mentioned herein depends on each individual 
investor’s circumstances. Investors are invited to read carefully the risk warnings and the regulations set out in the prospectus or other legal documents and are advised to seek 
professional advice from their financial, legal and tax advisors. 

The tax treatment of any investment in the Fund depends on your individual circumstances and may be subject to change in the future.  

The document neither constitutes an offer nor a solicitation to buy, subscribe for or sell any currency, funds, product or financial instrument, make any investment, or participate in 
any particular trading strategy in any jurisdiction where such an offer or solicitation would not be authorised, or to any person to whom it would be unlawful to make such an offer or 
invitation. 

Any subscriptions not based on the funds’ latest prospectuses, KIID, annual or semi-annual reports or other relevant legal document shall not be acceptable.  

The latest prospectus, articles of association, KIID and annual and semi-annual reports of the funds presented herein (the “Funds’ Legal Documents”) may be obtained free of 
charge from the Swiss representative and paying agent, Union Bancaire Privée, UBP SA, 96-98, rue du Rhône, P.O. Box 1320, 1211 Geneva 1 (“UBP”) as well as from UBP Asset 
Management (Europe) S.A., 287-289 route d'Arlon, 1150 Luxembourg, Grand Duchy of Luxembourg and from Union Bancaire Gestion Institutionnelle (France) SAS, 116, avenue 
des Champs-Elysées, 75008 Paris, France. 

UBP is authorised and regulated in Switzerland by the Swiss Financial Market Supervisory Authority and is authorised in the United Kingdom by the Prudential Regulation Authority. 
UBP is subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority 

UBP Asset Management (France) is the commercial name of Union Bancaire Gestion Institutionnelle (France) SAS a management company authorized and regulated in France by 
the Autorité des des Marchés Financiers - AMF under n°GP98041. 
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