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The Case for Convertibles
In the midst of the ongoing market uncertainty, Convertible bonds can be a good way to
maintain exposure to stocks without having to endure their full downside. The
diversification and embedded optionality that Convertible bonds provide are becoming
increasingly valuable as volatility increases, offering investors protection from the bond
floor in case the underlying stock loses value.

The Intrinsic Defensiveness of Convertibles
Downside protection is a distinctive characteristic of Convertibles resulting from their
bond floor – or the minimum value that they have as a straight bond; this means that
they should always trade at or above this value, regardless of how low the underlying
stock drops. This, which assumes that the issuer’s credit remains robust even when its
equity price weakens, produces an asymmetric return profile: Convertible bonds
provide greater upside than downside potential.
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Convertible bonds demonstrated the benefit of downside protection in 2020, when they
outperformed equities and high yield bonds during the outbreak of Covid-19 and over
the course of the year, with less volatility.
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Source: CQS, Bloomberg and LCD as at 29 May 2020. All indices hedged to USD and rebased to 100 as at 31
December 2019. MSCI World: WHANWIHD Index. NA Loans: S&P/LSTA US Leveraged Loan Index. Global
High Yield: HYDM (Hedged USD). Past performance is no guarantee to future results.
The value of securities may go down as well us up, depending on the performance of companies and general market conditions. The value at which securities in certain companies can be liquidated may
differ, sometimes significantly, from the interim valuations. Investment in securities of certain companies may be less liquid, more volatile and subject to greater risks than securities of other companies.
Investment in emerging markets may increase the volatility of the Fund’s Net Asset Value, and accordingly, an investment in the Fund’s Shares may be worth more or less on redemption than their original
purchase value. As the Fund may invest in derivatives, such as swaps, it may lose more than the amount invested in such derivatives. Investors in shares denominated in a currency other than the base
currency of the Fund may be affected by changes in currency movements. For full details of the relevant risks reference should be made to the risk factors sections of the Prospectus and Supplement.
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Sound Entry Point with Attractive Valuations
In the present uncertain environment, Convertible valuations, in particular in Europe
and Asia, are more attractive, offering investors an attractive entry point.
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Convertibles Perform Well in Periods of Rising Interest Rates
The shorter duration of the asset class can also help investors mitigate interest rate
risk. Convertible bonds have demonstrated strong performance relative to other asset
classes in prior rate-rising periods, as shown in the graphs below.
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the end of the Disclaimer for a full description of the indices. Global Convertibles: ICE BofAML Global 300.
Convertible Index (VG00). MSCI World: MSCI World Equity Index. Global Corporates: ICE BofAML Global
Corporate Index (G0BC). Global Governments: ICE BofAML Global Government Index (W0G1).

Additionally, we believe that Convertible bonds are less negatively exposed to rising
inflation when compared to other asset classes. Convertible bond returns have shown
strength during periods of moderately rising inflation as well as during the
corresponding periods of rising interest rates that typically accompany inflation.
The value of securities may go down as well us up, depending on the performance of companies and general market conditions. The value at which securities in certain companies can be liquidated
may differ, sometimes significantly, from the interim valuations. Investment in securities of certain companies may be less liquid, more volatile and subject to greater risks than securities of other
companies. Investment in emerging markets may increase the volatility of the Fund’s Net Asset Value, and accordingly, an investment in the Fund’s Shares may be worth more or less on redemption
than their original purchase value. As the Fund may invest in derivatives, such as swaps, it may lose more than the amount invested in such derivatives. Investors in shares denominated in a currency
other than the base currency of the Fund may be affected by changes in currency movements. For full details of the relevant risks reference should be made to the risk factors sections of the
Prospectus and Supplement.
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Good Alpha Opportunities from Security Selection
We believe Convertibles may generate alpha, as their return drivers generally differ
from traditional asset classes. Record new primary issuance during recent years has
led to a rich universe of Convertible bonds from a broad range of sectors and
geographies. This provides Convertible bond managers with more opportunity to be
selective and actively shift exposure to the areas that offer the best alpha opportunities.
Skilled security selection will be a key to success this year.

A Source of Diversification
Convertibles have delivered attractive risk-adjusted returns through a blend of upside
participation in rising markets and downside protection when stocks sell off. As shown
below, they have produced the same annualised return as equities since 1996 – with
lower volatility.

The value of convertible
bonds

Asset Class

Annualised Return

Annualised Volatility

Sharpe Ratio

Global Convertibles

7.8

9.4

0.6

MSCI World

7.8

14.4

0.4

Global Corporates

5.6

4.1

0.8

Global Governments

4.7

3.1

0.8

All total return, USD hedged from 31 December 1996 to 31 December 2021. Source: CQS and ICE BofA Merrill
Lynch as at 31 December 2021. N.B. 31 December 1996 is the inception date of BoAML G0BC Index. Global
Convertibles: ICE BofAML Global 300 Convertible Index (VG00). MSCI World: MSCI World Equity Index. Global
Corporates: ICE BofAML Global Corporate Index (G0BC). Global Governments: ICE BofAML Global
Government Index (W0G1).

We believe that Convertibles can provide diversification for different levels of risk
tolerance when included as a core component in a portfolio. The below chart shows a
modelled efficient frontier based on the risk and return profile of the indices used. As
shown, investors can achieve better returns with lower volatility by adding exposure to
the asset class.
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The value of securities may go down as well us up, depending on the performance of companies and general market conditions. The value at which securities in certain companies can be liquidated
may differ, sometimes significantly, from the interim valuations. Investment in securities of certain companies may be less liquid, more volatile and subject to greater risks than securities of other
companies. Investment in emerging markets may increase the volatility of the Fund’s Net Asset Value, and accordingly, an investment in the Fund’s Shares may be worth more or less on
redemption than their original purchase value. As the Fund may invest in derivatives, such as swaps, it may lose more than the amount invested in such derivatives. Investors in shares denominated
in a currency other than the base currency of the Fund may be affected by changes in currency movements. For full details of the relevant risks reference should be made to the risk factors sections
of the Prospectus and Supplement.
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Responsible Investing
Responsible Investing within Convertibles
The record level of Convertible issuance in 2020 and 2021 has generated renewed
interest in the asset class. Consequently, issuance of green Convertible bonds is also
on the rise, as Responsible Investing continues to be an increasingly key consideration
for investors. Prior to 2020, there were only two green Convertible bond issues,
however between May and December 2020, nine companies issued green Convertible
bonds including EDF (Électricité de France) and Voltalia (1).
In 2021, approximately 5% of global Convertible primary issuance has been labelled as
green. Examples include Enphase Energy, MP Materials, POSCO and Edenred.
Another issuer, Schneider Electric, launched the first sustainability-linked Convertible
bond in November 2020. Although not technically a ‘green bond’, it links the
performance of three Key Point Indicators (KPIs) to the coupon paid to investors (the
three KPIs are CO2 emissions, gender diversity and the number of underprivileged
people trained in energy management).
(1) Source: Responsible Investing Expands Further with Green Convertible Bonds, Crehalet, Kung and de Fay,
11 December 2020.

Article 8
Within the Convertible asset class, CQS has a number of mandates that are classified
as Article 8 under the Sustainable Finance Disclosure Regulation (SFDR), which
reflects the binding commitments the Funds and mandates are making. There is no
change to the Funds’ investment approach, the assets in which they invest or the risk
and return profile we seek to deliver to investors in the Funds.
As a Firm, we are a signatory to the PRI and have pledged to join the Net Zero Asset
Managers Initiative. We support the Task Force on Climate-Related Financial
Disclosures and actively engage and collaborate with CDP and are a participant of
Climate Action 100+.
Our Investment Team continues to focus on and invest in companies that demonstrate
strong ESG characteristics, as well as adaptability and resilience in the transition to a
low carbon economy, building a portfolio that considers risk, return and the outcomes of
its investment decisions.
Alongside ESG exclusions (such as Thermal Coal, Gambling, Adult Entertainment,
Payday Lending, Tobacco and failures of UN Global Compact), the update to the
relevant Funds’ Investment Policy includes commitments to achieve better ESG ratings
and to maintain a lower weighted average carbon intensity than the Refinitiv Global
Focus Index, together with achieving a net zero aligned portfolio by 2050 or sooner.

Conclusion
▪

We view Convertible bonds as well positioned to navigate the dual headwinds of
higher inflation and rising rates in 2022

▪

We believe that an allocation to Convertibles will prove a useful source of
diversification in a portfolio

▪

Record high issuance over the last two years has created opportunities and
attractive valuations

▪

We believe that levels of green Convertible bonds will remain high in the coming
months and years, offering opportunity to sustainability-minded investors

The value of securities may go down as well us up, depending on the performance of companies and general market conditions. The value at which securities in certain companies can be liquidated
may differ, sometimes significantly, from the interim valuations. Investment in securities of certain companies may be less liquid, more volatile and subject to greater risks than securities of other
companies. Investment in emerging markets may increase the volatility of the Fund’s Net Asset Value, and accordingly, an investment in the Fund’s Shares may be worth more or less on redemption
than their original purchase value. As the Fund may invest in derivatives, such as swaps, it may lose more than the amount invested in such derivatives. Investors in shares denominated in a currency
other than the base currency of the Fund may be affected by changes in currency movements. For full details of the relevant risks reference should be made to the risk factors sections of the
Prospectus and Supplement.
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Important Information
This document has been issued by CQS (UK) LLP which is authorised and
regulated by the UK Financial Conduct Authority, CQS (US), LLC which is a
registered investment adviser with the US Securities and Exchange
Commission, and/or CQS (Hong Kong) Limited, which is authorised and
regulated by the Hong Kong Securities and Futures Commission. The term
“CQS” as used herein may include one or more of CQS (UK) LLP, CQS (US),
LLC, and CQS (Hong Kong) Limited or any other affiliated entity. The
information is intended solely for sophisticated investors who are (a)
professional investors as defined in Article 4 of the European Directive
2011/61/EU or (b) accredited investors (within the meaning given to such term
in Regulation D under the U.S. Securities Act of 1933, as amended) and
qualified purchasers (within the meaning given to such term in Section 2(a)(51)
of the U.S Investment Company Act 1940, as amended). This document is not
intended for distribution to, or use by, the public or any person or entity in any
jurisdiction where such use is prohibited by law or regulation.
This document is a marketing communication prepared for general information
purposes only and has not been delivered for registration in any jurisdiction nor
has its content been reviewed by any regulatory authority in any jurisdiction.
The information contained herein does not constitute: (i) a binding legal
agreement; (ii) legal, regulatory, tax, accounting or other advice; (iii) an offer,
recommendation or solicitation to buy or sell shares or interests in any fund or
investment vehicle managed or advised by CQS (a “CQS Fund”) or any other
security, commodity, financial instrument, or derivative; or (iv) an offer to enter
into any other transaction whatsoever (each a “Transaction”). Any decision to
enter into a Transaction should be based on your own independent
investigation of the Transaction and appraisal of the risks, benefits and
appropriateness of such Transaction in light of your circumstances. Any
decision to enter into any Transaction should be based on the terms described
in the relevant offering memorandum, prospectus or similar offering document,
subscription document, key investor information document (where applicable),
and constitutional documents and/or any other relevant document as
appropriate (together, the “Offering Documents”). Any Transaction will be
subject to the terms set out in the Offering Documents and all applicable laws
and regulations. The Offering Documents supersede this document and any
information contained herein. The Offering Documents for CQS UCITS range
of funds is available here (www.cqs.com/what-we-do/ucits#global-convertibles)
in English (US persons will not be eligible to invest in CQS managed UCITS
funds save to the extent set out in the relevant Offering Document). A copy of
CQS’ Complaints Policy, which sets out a summary of investors’ rights, is
available here (www.cqs.com/site-services/regulatory-disclosures) in English.
CQS may terminate the arrangements for marketing or distribution of any CQS
Fund at any time.
Nothing contained herein shall give rise to a partnership, joint venture or any
fiduciary or equitable duties. The information contained herein is provided on a
non-reliance basis, not warranted as to completeness or accuracy, and is
subject to change without notice. Any information contained herein relating to
any non-affiliated third party is the sole responsibility of such third party and
has not been independently verified by CQS. The accuracy of data from third
party vendors is not guaranteed. If such information is not accurate, some of
the conclusions reached or statements made may be adversely affected. CQS
is not liable for any decisions made or action taken by you or others based on
the contents of this document and neither CQS nor any of its directors, officers,
employees or representatives accept any liability whatsoever for any errors or
omissions or any loss howsoever arising from the use of this document.
Information contained in this document should not be viewed as
indicative of future results as past performance of any Transaction is not
indicative of future results. Any investment in a CQS Fund or any of its
affiliates involves a high degree of risk, including the risk of loss of the
entire amount invested. The value of investments can go down as well as
up. Future performance is subject to taxation which depends on the
personal situation of each investor and which may change in the future.
Investments may lead to a financial loss if no guarantee on the capital is
in place. An investment in any CQS Fund will involve a number of
material risks which include, without limitation, risks associated with
adverse market developments, currency and exchange rate risks, risk of
counterparty or issuer default, and risk of illiquidity.

Any assumptions, assessments, targets (including target returns and volatility
targets), statements or other such views expressed herein (collectively
“Statements”) regarding future events and circumstances or that are forward
looking in nature constitute CQS’ subjective views or beliefs and involve
inherent risk and uncertainties beyond CQS’ control. Any indices included in
this document are for illustrative purposes only and are not representative of
CQS Funds in terms of either composition or risk (including volatility and other
risk related factors). Unless stated to the contrary CQS Funds are not managed
to a specific index.
The information contained herein is confidential and may be legally privileged
and is intended for the exclusive use of the intended recipient(s) to which the
document has been provided. In accepting receipt of the information
transmitted you agree that you and/or your affiliates, partners, directors,
officers and employees, as applicable, will keep all information strictly
confidential. Any review, retransmission, dissemination or other use of, or
taking of any action in reliance upon, this information is prohibited. Any
distribution or reproduction of this document is not authorized and prohibited
without the express written consent of CQS, or any of its affiliates. Unless
otherwise stated to the contrary herein, CQS owns all intellectual property
rights in this document.
CQS is a founder of the Standards Board for Alternative Investments (“SBAI”)
which was formed to act as custodian of the alternative investment managers’
industry best practice standards (the “Standards”). By applying the Standards,
managers commit to adopt the “comply or explain” approach described in the
Standards. CQS is a signatory of the UN Principles for Responsible Investment
and a supporter and participant of certain other responsible investment related
industry associations.
PRI Note: PRI is an investor initiative in partnership with UNEP Finance
and the UN Global Compact. GMv9.
Distribution in the European Economic Area and the UK: In relation to each
member state of the EEA and the UK (each a “Relevant State”) which has
implemented the Alternative Investment Fund Managers Directive (Directive
(2011/61/EU) (the “AIFMD”)/as AIFMD forms part of local law of the Relevant
State, this document may only be distributed and Shares may only be offered
or placed in a Relevant State to the extent that: (1) the Fund is permitted to be
marketed to professional investors in the Relevant State in accordance with
AIFMD (as implemented into the local law/regulation / as it forms part of local
law of the Relevant State); or (2) this document may otherwise be lawfully
distributed and the Shares may otherwise be lawfully offered or placed in that
Relevant State (including at the initiative of the investor).
Information required, to the extent applicable, for Distribution of Foreign
Collective Investment Schemes to Qualified Investors in Switzerland:
The representative in Switzerland is ARM Swiss Representatives SA, Route de
Cité Ouest 2, 1196 Gland, Switzerland. The distribution of Shares of the
relevant CQS Fund in Switzerland will be exclusively made to, and directed at,
qualified investors (the “Qualified Investors”), as defined in the Swiss Collective
Investment Schemes Act of 23 June 2006, as amended (“CISA”) and its
implementing ordinance (the “Swiss Distribution Rules”). Accordingly, the
relevant CQS Fund has not been and will not be registered with the Swiss
Financial Market Supervisory Authority ("FINMA"). The paying agent in
Switzerland is Banque Cantonale de Genève, 17, quai de l’Ile, 1204 Geneva,
Switzerland. The relevant Offering Document and all other documents used for
marketing purposes, including the annual and semi-annual report, if any, can
be obtained free of charge from the representative in Switzerland. The place of
performance and jurisdiction is the registered office of the representative in
Switzerland with regards to the Shares distributed in and from Switzerland.
CQS (UK) LLP (as the distributor in Switzerland) and its agents do not pay any
retrocessions to third parties in relation to the distribution of the Shares of the
relevant CQS Fund in or from Switzerland. CQS (UK) LLP (as the distributor in
Switzerland) and its agents do not pay any rebates aiming at reducing fees and
expenses paid by the relevant CQS Fund and incurred by the investors.
GMNAv2
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