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Convertibles: Why Now? 

Understanding Recent Convertible Market Performance 

Historically, U.S. convertible securities have offered an 

attractive risk/return profile. From 1988 through 2021, the ICE 

BofA U.S. Convertible Index captured about 80% of the upside 

and 60% of the downside of the average rolling 12-month 

returns of the S&P 500, NASDAQ Composite, and Russell 2000 

indices.1 Even when the S&P 500 exceeded or declined by 

more than 10% in any given quarter, convertibles continued to 

exhibit asymmetric returns relative to equities (Figure 1).  

Recent relative performance has been weaker. In 2021, the 

three equity indices rose 28.7%, 22.2%, and 14.8%, 

respectively, for a 21.9% average return; the convertible index 

returned 6.3%, or 29% of the equity indices’ average. Year-to-

date through April 2022 downturn, the average return for 

these three equity indices was (16.9)%, while convertibles 

returned (12.1)%, participating in about 72% of the decline. 

Convertibles had particularly poor performance relative to the 

S&P 500 for several reasons (Figure 2). The best-performing 

FIGURE 1: ASYMMETRIC RETURNS FOR CONVERTIBLES 1988-20212 

Source: Bloomberg, ICE Data. Indices are ICE BofA Fixed Rate Preferred Securities 
Index, ICE BofA U.S. High Yield Index, ICE BofA U.S. Convertible Index.

 
1. Based on internal calculations comparing the rolling 12-month returns of the ICE BofA U.S. Convertible Index with the equal weighted average of the S&P 

500, NASDAQ Composite, and Russell 2000 indices between 1988-2021.  
2. Percentage capture determined based on average quarterly returns. Average quarterly returns calculated based on the relevant asset class’ performance in 
each calendar quarter where the S&P exceeded +10% or declined more than (10)%.  
It is not possible to invest directly in an index. Please see disclosures at the end of this document for important benchmark information, including disclosures 
related to comparisons to an index and index descriptions. Past performance is not indicative of future results. 

 Average Quarterly Returns 

 Preferred High Yield Convertible S&P 500 

S&P 500 > 10% 

% of Capture 
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(4.7)% 

32% 

(8.6)% 

58% 

(14.8)% 

 

FIGURE 2: CONVERTIBLES UNDERPERFORMED IN 2021  

Convertible Bonds Underlying Equity Returns Minus S&P 500 Monthly Returns from 2012-2021 

 
Source: MacKay Shields, Bloomberg, ICE Data.  
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At 2% of the US investment-grade market and 15% of the US high yield market, US convertibles are often 

overlooked by investors. But recent asset class growth and structural dynamics suggest that investors should 

consider US convertibles, especially in rising rate and inflationary environments. 

Recent poor performance versus equity and high yield asset classes suggest that now may be an attractive entry 

point for investors. Many recently issued convertible bonds are trading below 90, in some cases very close to their 

theoretical bond floors, with yields-to-maturity of 2% to 7%. Investors can choose either a broad market allocation 

or a low-delta allocation, depending on their risk preference. 
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sectors in the S&P 500, such as Energy and Materials, have a 

very low representation in the convertible benchmark. In 

addition, the mega-cap companies that performed 

exceptionally well in 2021, such as Apple, Microsoft, and 

Alphabet, have no representation at all in the convertible 

market. 

Convertibles Look Attractive vs. Other Debt Instruments 

We think investors should view convertibles as an alternative 

slice of their bond allocation. Unlike straight bonds. 

convertibles historically have a negative correlation to interest 

rates, because convertible bond performance is largely driven 

by the performance of the issuer’s equity. In periods when 

interest rates and inflation rise, equities tend to advance in 

tandem with corporate profits. Also, convertibles do not 

necessarily mature at their nominal $1,000 par value. If the 

underlying equity rises above the bond’s conversion price, the 

bond can be converted into cash or common stock worth more 

than the bond’s par value. Owning a fixed-income security with 

performance relatively independent of interest rates and with 

capital appreciation potential may be an advantage in the 

current market environment (Figure 3 below and Figure 4 on 

the following page). 

The sharp selloff in the stocks of many companies in 2021 that 

had recently issued convertible bonds has created an 

attractive opportunity for convertible investors, in our view. 

Many of these bonds are now trading below 90, in some cases 

very close to their theoretical bond floors, and many offer yields 

to maturity of 2% to 7%. These bonds are not “busted,” (their 

imbedded call options are not worthless), so there exists the  

capital appreciation potential if the underling share price 

recovers. For example, the convertible bonds of a game 

developer were trading near 90 recently. When the issuer 

announced it was being acquired, the bonds rose to 102.  

Convertible bonds trading close to their theoretical bond floors 

pose relatively little downside risk, unless the company 

becomes financially distressed or interest rates rise 

significantly. Since most of these convertible securities are 

notes that mature in two to five years, their interest rate risk is 

relatively low. One downside, however, is that most of these 

instruments were issued with minimal cash coupons and their 

current cash yields are generally very low or nonexistent, even 

if their yields-to-maturity are attractive.

FIGURE 3: CONVERTIBLES BONDS HISTORICALLY RESILIENT TO INFLATION (TOTAL RETURNS: 1973-2021)  

 Average CPI Peak CPI Aggregate Convertibles S&P 500 

JAN 73 - DEC 77 7.7% 12.3% 7.0% 6.8% 0.2% 

JAN 78 - DEC 82 9.8% 14.8% 8.4% 16.5% 14.1% 

JAN 87 - DEC 91 4.4% 6.3% 9.9% 8.7% 15.4% 

FEB 98 – JAN 01 2.4% 3.8% 6.7% 12.3% 10.9% 

JUN 05 – SEP 08 3.5% 5.6% 3.6% 0.2% 1.3% 

MAY 20 – DEC 21 3.4% 7.0% 0.2% 30.4% 34.7% 

Source: Bureau of Labor Statistics, Advent Capital Management (Convertibles for Jan 73-Dec 77, Jan 78-Dec 82, Jan 87-Dec 91 (used with permission), 

Bloomberg, ICE Data. Aggregate = Bloomberg U.S. Aggregate Index and Convertibles = ICE BofA U.S. Convertible Index. 

It is not possible to invest directly in an index. Please see disclosures at the end of this document for important benchmark information, including disclosures 

related to comparisons to an index and index descriptions. Past performance is not indicative of future results.
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FIGURE 4: ASSET CLASS PERFORMANCE IN RISING INTEREST RATE ENVIRONMENTS 

Periods Where 10Yr Treasury Yield Increased by 1% or Greater 

Period 

Change in 

10Yr Yield Aggregate 

Investment 

Grade Preferreds High Yield Convertible S&P 500 

JUL-89 APR-90 1.2 1.0% 0.3% (3.9)% (5.0)% (3.5)% (2.0)% 

SEP-93 NOV-94 2.5 (3.5)% (4.3)% (5.9)% 1.4% (4.8)% 2.2% 

DEC-95 AUG-96 1.4 (1.1)% (2.2)% 3.1% 4.8% 8.2% 7.5% 

SEP-98 JAN-00 2.3 (0.8)% (1.3)% (0.5)% 4.9% 62.0% 39.4% 

OCT-01 MAR-02 1.2 (1.9)% (2.0)% 1.2% 4.5% 4.9% 8.9% 

MAY-03 JUN-06 1.8 6.1% 6.4% 9.3% 31.2% 25.7% 39.3% 

DEC-08 DEC-09 1.6 5.9% 19.8% 20.1% 57.5% 47.2% 26.5% 

AUG-10 MAR-11 1.0 (0.8)% 0.0% 5.2% 10.3% 19.5% 27.8% 

JULY-12 DEC-13 1.6 (1.6)% 0.9% (1.5)% 13.8% 33.0% 38.3% 

JULY-16 OCT-18 1.7 (2.1)% (0.2)% 4.6% 13.6% 26.7% 30.5% 

Average 1.6 0.1% 1.7% 3.2% 13.7% 21.9% 21.8% 

Source: Bloomberg, ICE Data. Aggregate = Bloomberg U.S. Aggregate Index, Investment Grade = ICE BofA US Corporate Index, Preferreds = ICE BofA Fixed Rate 

Preferred Securities Index, High Yield = ICE BofA U.S. High Yield Index, and Convertible = ICE BofA U.S. Convertibles Index. 

It is not possible to invest directly in an index. Please see disclosures at the end of this document for important benchmark information, including disclosures 

related to comparisons to an index and index descriptions. Past performance is not indicative of future results. 

 

Adding convertible bonds to a traditional fixed income portfolio 

also offers the benefit of exposure to sectors, such as 

Information Technology and Healthcare, with large weightings 

in the convertible universe but little or no weight in most fixed-

income benchmarks.  

While convertible bonds are usually the most volatile of fixed 

income securities, recent market dynamics may give investors 

an opportunity to capture potential favorable returns relative 

to other debt instruments.  

MacKay’s Approach to US Convertibles 

Since it’s inception, MacKay’s Convertible team has sought 

long-term fundamental value in actively managed portfolios. 

We largely own securities that we believe offer a measure of 

downside protection, issued by companies with strong 

business models whose underlying equities trade at 

reasonable valuations based on prospective free cash flow. 

The strategy generally has not fared well in speculative 

environments, when momentum and hype drove convertible 

performance. Fortunately, such markets are infrequent and 

generally short-lived: They have prevailed at least twice in the 

last quarter century, in the late 1990’s and in 2020. Our 

strategy’s relative performance was poor in both periods, and 

rebounded when the market corrected.  

In 2000, the MacKay Convertibles strategy returned 3.8% after 

fees and 4.3% gross, while the convertible index returned 

(10)%. In 2021, the MacKay Convertibles strategy 

outperformed in each quarter, generating an annual return of 

9.7% after fees and 10.3% gross, while the Convertible Index 

returned 6.3%.3 Relative to peers, the strategy was top quartile 

for one-year returns.4   

We don’t expect a correction ahead comparable to 2000, but 

we do think the market is likely to continue to favor securities 

with sound fundamentals and reasonable valuations when 

interest rates are no longer kept near zero and crowds of online 

speculators no longer divorce a company’s share price from its 

earnings prospects. We believe our strategy’s strong results in 

2021 demonstrate the soundness of our investment approach 

in a market where valuations once again matter.  

 
3. Please see the GIPS-compliant composite performance page in this document for additional performance information and disclosures. 

4. Based on eVestment’s US Convertible Bond Universe. 
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Composite Returns (%) | Period Ending December 31, 2021 

 

Composite Disclosures 

 

1. ICE BofA All Convertibles Index 

The Convertible Composite includes all discretionary convertible accounts managed with similar objectives for a full month, including those accounts no longer 

with the firm. This strategy primarily consists of convertible securities such as bonds, debentures, corporate notes, and preferred stocks or other securities that 

are convertible into common stock or the cash value of a stock or a basket or index of equity securities. The strategy may invest in debt securities that are rated 

investment grade and below investment grade or, if unrated, that we determine to be of equivalent quality. Gross-of-fees composite performance reflects 

reinvestment of income and dividends and is a market-weighted average of the time-weighted return, before advisory fees and related expenses, of each account 

for the period since inception. Net-of-fees composite performance is derived by reducing the quarterly gross-of-fees composite returns by 0.125%, our highest 

quarterly fee. Policies for valuing investments, calculating performance, and preparing GIPS reports are available upon request. GIPS® is a registered trademark 

of CFA Institute. CFA Institute does not endorse or promote this organization, nor does it warrant the accuracy or quality of the content contained herein. 

Performance is expressed in US Dollars. The composite inception date is 1/1/90. The composite creation date is 1/1/01. All portfolios in the composite are fee-

paying portfolios. There can be no assurance that the rate of return for any account within a composite will be the same as that of the composite presented. Past 

performance is not indicative of future results. 

MacKay Shields LLC, an SEC-registered investment adviser, claims compliance with the Global Investment Performance Standards (GIPS®) and has prepared and 

presented this report in compliance with the GIPS standards. The firm has been independently verified from January 1, 1988 through December 31, 2020. The 

verification report is available upon request. A firm that claims compliance with the GIPS standards must establish policies and procedures for complying with all 

the applicable requirements of the GIPS standards.  Verification provides assurance on whether the firm's policies and procedures related to composite and 

pooled fund maintenance, as well as the calculation, presentation, and distribution of performance, have been designed in compliance with the GIPS standards 

and have been implemented on a firm-wide basis.  Verification does not provide assurance on the accuracy of any specific performance report.  A list including 

composite descriptions, pooled fund descriptions for limited distribution pooled funds, and broad distribution funds is available upon request. The primary 

benchmark for this composite is the ICE BofA All Convertibles Index. The CS First Boston Convertible Index was the primary benchmark for this product until 

1/1/05. It was removed because CS First Boston ceased publication of this index. Indices do not incur management fees, transaction costs or other operating 

expenses. Investments cannot be made directly into an index. The ICE BofA All Convertibles Index is referred to for comparative purposes only and is not intended 

to parallel the risk or investment style of the portfolios in the MacKay Shields Composite. Internal dispersion is calculated using the equal-weighted standard 

deviation of annual gross returns of those portfolios that were included in the composite for the entire year. The three-year annualized standard deviation measures 

the variability of the composite gross returns and the index returns over the preceding 36-month period. 
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IMPORTANT DISCLOSURE 

Convertible securities are subject to a risk of loss. Convertible securities may be subordinate to other securities. The total return for a convertible security depends, 

in part, upon the performance of the underlying stock into which it can be converted. Additionally, an issuer may encounter financial difficulties which could affect 

its ability to make interest and principal payments. If an issuer stops making interest and/or principal payments, an investor could lose its entire investment. 

There can be no assurance that investment objectives will be met and there is no guarantee against loss. 

Availability of this document and products and services provided by MacKay Shields LLC may be limited by applicable laws and regulations in certain jurisdictions 

and this document is provided only for persons to whom this document and the products and services of MacKay Shields LLC may otherwise lawfully be issued or 

made available. None of the products and services provided by MacKay Shields LLC are offered to any person in any jurisdiction where such offering would be 

contrary to local law or regulation. This document is provided for information purposes only. It does not constitute investment advice and should not be construed 

as an offer to buy securities. The contents of this document have not been reviewed by any regulatory authority in any jurisdiction.  

This material contains the opinions of the Convertibles team but not necessarily those of MacKay Shields LLC. The opinions expressed herein are subject to 

change without notice. This material is distributed for informational purposes only. Forecasts, estimates, and opinions contained herein should not be considered 

as investment advice or a recommendation of any particular security, strategy or investment product. Information contained herein has been obtained from 

sources believed to be reliable, but not guaranteed. Any forward-looking statements speak only as of the date they are made, and MacKay Shields assumes no 

duty and does not undertake to update forward-looking statements. No part of this document may be reproduced in any form, or referred to in any other publication, 

without express written permission of MacKay Shields LLC. ©2022, MacKay Shields LLC. All Rights Reserved.  

Past performance is not indicative of future results. 

COMPARISONS TO AN INDEX:  

Comparisons to a financial index are provided for illustrative purposes only. Comparisons to the index are subject to limitations because portfolio holdings, volatility 

and other portfolio characteristics may differ materially from the index. Unlike the index, portfolios within the composite are actively managed and may also include 

derivatives. There is no guarantee that any of the securities in the index are contained in the portfolio. The performance of the index assumes reinvestment of 

dividends but does not reflect the impact of fees, applicable taxes or trading costs which, unlike the index, may reduce the returns of the portfolio. Investors 

cannot invest in an index. Because of these differences, the performance of the index should not be relied upon as an accurate measure of comparison. 

INDEX DEFINITIONS 

The ICE BofA All U.S. Convertibles Index is an unmanaged index that consists of convertible bonds traded in the U.S. dollar denominated investment grade and 
non-investment grade convertible securities sold into the U.S. market and publicly traded in the United States. The Index constituents are market value weighted 
based on the convertible securities prices and outstanding shares, and the underlying index is rebalanced daily. 

The NASDAQ Index is an unmanaged market-capitalization weighted index of the more than 3,000 common equities listed on Nasdaq stock exchange. 

The S&P 500 Index is an unmanaged index that is widely regarded as the standard for measuring large-cap U.S. stock market performance. 

The Russell 3000 Index is an unmanaged and market capitalization weighted equity index maintained by the Russell Investment Group that seeks to be a 
benchmark of the entire U.S. stock market. More specifically, this index encompasses the 3,000 largest U.S.-traded stocks, in which the underlying companies 
are all incorporated in the U.S. 

The ICE BofA U.S. High Yield Index tracks the performance of U.S. dollar-denominated below investment-grade corporate debt publicly issued in the U.S. domestic 
market. 

The ICE BofA Fixed Rate Preferred Securities Index The ICE BofA Fixed Rate Preferred Securities Index tracks the performance of fixed rate, U.S. dollar 

denominated, investment-grade preferred securities in the U.S. domestic market. 

The Bloomberg U.S. Aggregate Index is a broad-based benchmark that measures the investment grade, U.S. dollar-denominated, fixed-rate taxable bond market. 

The index includes Treasuries, government-related and corporate securities, MBS (agency fixed-rate and hybrid ARM pass-through), ABS and CMBS (agency and 

non-agency). 
Source: ICE BofA, used with permission. ICE BofA is licensing the ICE BofA indices and related data "as is," makes no warranties regarding same, does not 
guarantee the suitability, quality, accuracy, timeliness, and/or completeness of the ICE BofA indices or data included in, related to, or derived therefrom, assumes 
no liability in connection with their use, and does not sponsor, endorse, or recommend MacKay Shields LLC, or any of its products or services. 

SOURCE INFORMATION 

“Bloomberg®”, “Bloomberg Indices®”, Bloomberg Fixed Income Indices, Bloomberg Equity Indices and all other Bloomberg indices referenced herein are service 
marks of Bloomberg Finance L.P. and its affiliates, including Bloomberg Index Services Limited (“BISL”), the administrator of the indices (collectively, “Bloomberg”) 
and have been licensed for use for certain purposes by MacKay Shields LLC (“MacKay Shields”). Bloomberg is not affiliated with MacKay Shields, and Bloomberg 
does not approve, endorse, review, or recommend MacKay Shields or any products, funds or services described herein. Bloomberg does not guarantee the 
timeliness, accurateness, or completeness of any data or information relating to MacKay Shields or any products, funds or services described herein. 

ICE Data Indices, LLC (“ICE Data”), is used with permission. ICE® is a registered trademark of ICE Data or its affiliates, and BofA® is a registered trademark of Bank 
of America corporation licensed by Bank of America Corporation and its affiliates (“BofA”) and may not be used without BofA’s prior written approval. ICE Data, its 
affiliates and their respective third-party suppliers disclaim any and all warranties and representations, express and/or implied, including any warranties of 
merchantability or fitness for a particular purpose or use, including the indices, index data and any data included in, related to, or derived therefrom. Neither ice 
data, its affiliates nor their respective third-party suppliers shall be subject to any damages or liability with respect to the adequacy, accuracy, timeliness or 
completeness of the indices or the index data or any component thereof, and the indices and index data and all components thereof are provided on an “as is” 
basis and your use is at your own risk. ICE Data, its affiliates and their respective third-party suppliers do not sponsor, endorse, or recommend MacKay Shields 
LLC, or any of its products or services. 

No representation is made as to the accuracy and completeness of information contained in this presentation that has been obtained from third parties. 

NOTE TO EUROPEAN INVESTORS 

This document is intended for the use of professional and qualifying investors (as defined in the Alternative Investment Fund Manager’s Directive) only. Where 
applicable, this document has been issued by MacKay Shields UK LLP, 200 Aldersgate Street, 13th Floor, London EC1A 4HD, which is authorized and regulated 
by the UK Financial Conduct Authority (FRN594166) and/or MacKay Shields Europe Investment Management Limited, Hamilton House, 28 Fitzwilliam Place, 
Dublin 2 Ireland, which is authorized and regulated by the Central Bank of Ireland. 
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当資料は、一般的な情報提供のみを目的としています。 

当資料は、投資助言の提供、有価証券その他の金融商品の売買の勧誘、または取引戦略への参加の提案を意図するものではありません。 

また、当資料は、金融商品取引法、投資信託及び投資法人に関する法律または東京証券取引所が規定する上場に関する規則等に基づく開示書類または運用報告書で

はありません。New York Life Investment Management Asia Limitedおよびその関係会社は、当資料に記載された情報について正確であることを表明または保証するもので

はありません。 

当資料は、その配布または使用が認められていない国・地域にて提供することを意図したものではありません。 

当資料は、機密情報を含み、お客様のみに提供する目的で作成されています。New York Life Investment Management Asia Limitedによる事前の許可がない限り、当資

料を配布、複製、転用することはできません。 

New York Life Investment Management Asia Limited 

金融商品取引業者 登録番号 関東財務局長（金商）第2964 号 

一般社団法人日本投資顧問業協会会員 

一般社団法人第二種金融商品取引業協会会員 

 


