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Performance
The US convertible securities market gained slightly last month, further extending its positive absolute
return for the year, up 0.37% (13.04% YTD). Non-In vestment grade convertibles took the lead, rising
0.76%, f ollowed by investment grade, up 0.26% and non-r ated, up 0.22%. 1 (See Asset Class
Performance table).
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Small cap convertibles were a noticeable outlier, posting negative performance for the month, down
0.54%. T he remaining segments of the market were higher, led by Large Cap convertibles, up 0.95%
and Mid Cap, up 0.04%. 1
There was a healthy distribution of returns throughout the various sectors of the market last month.
The Consumer Cyclical sector led the asset class higher, up 2.73%, f ollowed by Technology, up 2.19%.
The Energy sector had the weakest performance, down 4.5%, f ollowed by Consumer Non-Cyclical,
down 2.66%.
Equity component
Equity sensitivity in the market remained elevated last month (67% op tion delta2). With equity
sensitivity at that level, equities underlying convertible securities should be the largest driver of total
return. The S&P 500 Index and Russell 1000 were both higher by 0.31% on a t otal return basis.3
Equities underlying convertibles underperformed these broader equity markets, falling 1.00%.
Therefore, the asset class’s high equity sensitivity was a damper on performance last month.1
Fixed income component
The fixed income component made up for the negative performance impact of underlying convertible
equities. Ten year US government interest rates fell sharply, approximately 18 basis points, ending at
2.12%. T his had a meaningful impact on asset class performance because of its interest rate duration.
Corporate credit spreads were flat and did not have a material impact on performance.
New issues
The new issue market remained strong in terms of number of issues with 12 deals, raising a total of $3
billion in proceeds. The YTD total stands at $27.6 billion from 72 different new deals.1
Outlook
The equity sensitivity of the asset class is high and therefore underlying equity performance should be
the larger driver of the asset class over the foreseeable future. As was experienced last month, the
fixed income component is very important and can play a critical role in overall performance. The
fixed income component can provide downside protection in times of equity market weakness.

Equity sensitivity

Equity sensitivity of the US convertible market was slightly lower due to the drop in equities of
convertible issuers.
US convertible equity deltas
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Source: Bloomberg Barclays as of August 31, 2017. The U.S. convertible composite encompasses the full universe of convertible
securities. Delta is the amount of change in the price of an option for every one-point increase in the underlying asset, or the
percentage of the change in the price of the underlying asset that is reflected in the price of an option.

Richness/Cheapness of the convertible asset class

The convertible asset class is still rich to theoretical value, but the severity dropped last month.
US convertible richness/cheapness
• US convertibles: Composite
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Source: Bloomberg Barclays as of August 31, 2017. Richness/cheapness measures the market value of the convertible market in
relation to its theoretical value (fair value). Theoretical value is the value produced by a model which indicates where the market
should be based upon a number of inputs, such as stock price, strike price, implied volatility, interest rates and yield curve shape.

Convertible implied volatility

Implied volatility in the broader convertible market was flat last month.
US convertible implied volatility
• US convertibles: Composite
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Source: Bloomberg Barclays as of August 31, 2017. Volatility is calculated using standard deviation and measures an investment’s range of total returns and identifies the spread of an investment’s short-term fluctuations.

Asset class performance
Asset class
Bloomberg Barclays US All Convertible Index

August 2017 (%)

August 2017 (%)

0.37

13.04

Bloomberg Barclays US Convertible Underlying Equities Index

–1.00

12.65

Bloomberg Barclays US Investment Grade Convertibles Index

0.26

15.44

Bloomberg Barclays US High Yield Convertibles Index

0.76

10.53

S&P 500 Index

0.31

11.93

Russell 1000 Index

0.31

11.78

Source: Bloomberg Barclays as of August 31, 2017, total returns in USD. Past performance does not guarantee future results.

Important information
It is not intended for and should not be distributed to, or relied upon, by the public.
The opinions expressed are those of the author, are based upon current market conditions and are subject to change without notice. This document does not
form part of any prospectus.
This document contains general information only and does not take into account individual objectives, taxation position or financial needs. Nor does this constitute
a recommendation of the suitability of any investment strategy for a particular investor. While great care has been taken to ensure that the information contained
herein is accurate, no responsibility can be accepted for any errors, mistakes or omissions or for any action taken in reliance thereon. Opinions and forecasts are
subject to change without notice.
The value of investments and any income will fluctuate (this may partly be the result of exchange rate fluctuations) and investors may not get back the full
amount invested. Neither Invesco Ltd. nor any of its member companies guarantee the return of capital, distribution of income or the performance of any fund or
strategy. Past performance is not a guide to future returns.
This document is not an invitation to subscribe for shares in a fund nor is it to be construed as an offer to buy or sell any financial instruments. As with all
investments, there are associated inherent risks. This document is by way of information only.
This document has been prepared only for those persons to whom Invesco has provided it. It should not be relied upon by anyone else and you may only
reproduce, circulate and use this document (or any part of it) with the consent of Invesco. Asset management services are provided by Invesco in accordance
with appropriate local legislation and regulations.
This document has been prepared only for those persons to whom Invesco has provided it for informational purposes only. This document is not an offering of a
financial product and is not intended for and should not be distributed to retail clients who are resident in jurisdiction where its distribution is not authorized or is
unlawful. Circulation, disclosure, or dissemination of all or any part of this document to any person without the consent of Invesco is prohibited.
This document may contain statements that are not purely historical in nature but are "forward-looking statements", which are based on certain assumptions of
future events. Forward-looking statements are based on information available on the date hereof, and Invesco does not assume any duty to update any forwardlooking statement. Actual events may differ from those assumed. There can be no assurance that forward-looking statements, including any projected returns,
will materialize or that actual market conditions and/or performance results will not be materially different or worse than those presented.
The information in this document has been prepared without taking into account any investor’s investment objectives, financial situation or particular needs.
Before acting on the information the investor should consider its appropriateness having regard to their investment objectives, financial situation and needs. You
should note that this information:
•
•
•
•

may contain references to amounts which are not in local currencies;
may contain financial information which is not prepared in accordance with the laws or practices of your country of residence;
may not address risks associated with investment in foreign currency denominated investments; and
does not address local tax issues.

All material presented is compiled from sources believed to be reliable and current, but accuracy cannot be guaranteed. Investment involves risk. Please review all
financial material carefully before investing. The opinions expressed are based on current market conditions and are subject to change without notice. These
opinions may differ from those of other Invesco investment professionals.
The distribution and offering of this document in certain jurisdictions may be restricted by law. Persons into whose possession this marketing material may come
are required to inform themselves about and to comply with any relevant restrictions. This does not constitute an offer or solicitation by anyone in any jurisdiction
in which such an offer is not authorised or to any person to whom it is unlawful to make such an offer or solicitation.

