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How much upside

for convertible bonds in 2019?

Since the beginning of the year, convertible bonds have been
driven up by the equity market rally while retaining their
defensive feature; an important characteristic if the economy
worsens any further. Kristell Agaesse, Head of Convertible Bond,
gives an update on the current situation.

Is the environment so far in 2019
favourable for convertible bonds?

Kristell Agaesse: The environment should be more
favourable to convertible bonds (CB) in 2019

for several reasons. Valuations are attractive

after the market downturn late last year and the
market’s liquidity is still quite decent. Furthermore,
convertibles have tapped into the market rally

so far this year, while continuing to offer downside
protection. So, 2019 is a good time for both issuers
and investors to look into convertibles. We are still
convinced they are assets to own within a global
allocation, especially as there are fewer and fewer
alternatives for investors at this advanced point

in the economic cycle and at current valuation levels.
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How are you navigating through
this environment?

K. A.: Due to a challenging macroeconomic
environment, we are sticking to our convictions

with a pragmatic approach. We remain diversified
and our sector choices are based on a medium-
term vision. Convertible bonds’ equity sensitivity

is rising gradually, and positioning is key for

riding the market rally while continuing to hedge
against downside risk. We therefore select CBs

on a discretionary basis and recommend being
selective in the wake of the shocks experienced last
year. Because we remain in a cyclically advanced
position, we are on a more defensive stance

and are placing close attention to risk management
based on high standards of fundamental analysis.



Why is it worthwhile for investors to hold
convertible bonds in their portfolios?

K. A.: Convertible bonds are worth having

in a portfolio for their potential for diversification,
notably in terms of sectors. The convertible bond
universe is unique: its bond component includes a
large proportion of investment grade and non-rated
bonds and its equity component offers a mix

of blue chips and midcaps. Convertible bonds can
therefore boost a bond portfolio but also optimise
the risk-reward of an equity portfolio. Their hybrid
character and medium-term investment horizon
help resolve the difficult issue of the investment
timing in an uncertain market environment.

What do convertible bonds have to offer
over a diversified-allocation fund?

K. A.: It would not be fair to compare convertibles,
an asset class in their own right, to diversified-
allocation funds. A convertible is not a combination
of an equity and a bond. It has its own intrinsic
features. For example, when equities fall by 50%,
the equity manager takes the full hit, whereas in
the case of convertibles, a decline in the underlying
stock mainly affects its probability of conversion.
Likewise, a convertible bond is less sensitive

to interest-rate shifts than a “plain vanilla” bond.

Investors may convert the bond or redeem it if ever
the underlying stock does not perform well enough
before its maturity. So, it is like a stock with a safety
cushion. This special feature creates medium-term
convexity and is even more attractive as the cycle
approaches its end and with the U-turn in monetary
policy.

A dedicated team
and specific investment solutions

The convertible bond management team

is supported by the equity and fixed-income
analysts of Rothschild & Co Asset Management
Europe and is composed of two senior

fund managers - Kristell Agaesse

and Florence de Roux - in charge

of selecting CBs and constructing portfolios.
This collective work is optimum for covering
the investment universe and facililitate the
sharing of investment ideas and newsflow.
Rothschild & Co Asset Management Europe’s
range offers an international open-ended
convertible fund and dedicated mandates.

R-co Conviction Convertibles Europe

This fund covers the entire European
convertible bond universe. The management
team combines top-down and bottom-up
research to seize market inefficiencies

and opportunities. The fund aims to reduce
idiosyncratic risk through diversification

of issuers and by seeking out asymmetric
investments featuring attractive risk-reward
profiles. Convexity is a key objective of the
investment process. Portfolio construction

is based mainly on rigorous selection

of convertible bonds, while options strategies
help optimise portfolio diversification

by sector and/or issuers.
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Why do you invest only
on the European markets?

K. A.: We exclusively invest in Europe, as that

is where we possess in-depth knowledge

and long-standing experience in managing

this type of funds. Conviction-based management
is a full-time job. Analysts and fund managers
must be able to keep up with the markets

in real time, to keep track of new issues,

and to devote special attention to non-rated CBs
with regards to both their financial and
extra-financial data.

We are active managers and pay close attention

to CB-issuing companies, particularly their earnings
but also their environmental, social and governance
performances, their carbon trajectories, and,

of course, the technical components of their CBs.

“The hybrid character and the investment
horizon of the convertible bonds help resolve
the difficult issue of the investment timing...”

Performance 2019 2018 2017 2016

All of this is a challeging task to accomplish

if you are not physically present on a market, and,
correspondingly, no efficient conviction-based
strategies would be possible. Finally, from a more
macroeconomic viewpoint, European convertibles
are an excellent diversification brick within a global
allocation.

What advantages does
conviction-based management have
over index management?

K. A.: Being a conviction-based manager adds
true value in medium-term CB-picking. An index
does not make any choice and cannot look in-depth
into interest-rate trends, shifts in volatility,

or the many macroeconomic factors involved.
Indices don’t think; they don’t anticipate;

and they don't take into account an issuer’s
potential or market inefficiencies. They merely
aggregate CBs based on a number of criteria,
with no flexibility and none of the responsiveness
that is the hallmark of active management.
Lastly, index management do not allow investors
to control their portfolio biases, something

that is completely at odds with our philosophy.
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R-co Conviction

Convertibles Europe | EUR 4.86% -1.72% 418%  -0.47% 8.83% 1.27% 7.31% 4.91% 4.70%
Exane Europe Convertibles 5.93% -4.89% 3.53% -0.41% 7.60% 4.44% 8.47% 13.99% 4.77%
Source: Rothschild & Co Asset Management Europe, 29/03/2019
Recommended investment period: 3 years
This fund is rated in category 4 (volatility =~ The Fund is not guaranteed capital.

Don’t take any
unnecessary risks.

Higher risk

between 5% and 10%) reflecting prima-
rily its positionning on european conver-
tible bond markets. Historical data used
to calculate the synthetic risk and reward
indicator may not be a reliable indication
of the future risk profile of the fund; the
risk category of this fund is not a gua-
rantee and may go down as well as up.
The lowest category does not mean risk free.
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Other important risk factors, not adequa-
tely taken into account by the indicator:
credit risk, liquidity risk, counterparty risk,
impact of techniques such as derivatives.
The occurrence of one of these risks may
result in a decrease in the Fund net asset
value. More detailed information about risk
profile may be found under the “Fees and
Expenses” heading in the prospectus.



Disclaimer

The comments and analyses in this document are provided purely for information purposes and do not constitute any investment recommendation or advice. Rothschild & Co Asset
Management Europe cannot be held responsible for any decisions taken on the basis of the elements contained in this document or inspired by them (total or partial reproduction is
prohibited without prior agreement of Rothschild & Co Asset Management Europe). Insofar that external data is used to establish terms of this document, these data are from reliable
sources but whose accuracy or completeness is not guaranteed. Rothschild & Co Asset Management Europe has not independently verified the information contained in this document
and cannot be held responsible for any errors, omissions or interpretations of the information contained in this document. This analysis is only valid at the time of writing of this report.

Due to the subjective nature of these analysis and opinions, these data, projections, forecasts, anticipations, hypotheses and/or opinions are not necessarily used or followed by Ro-
thschild & Co Asset Management Europe management teams who may act based on their own opinions and as independent departments within the Company. Some forward-looking
statements are based on certain assumptions that may be likely differ partially or fully from reality. Any hypothetical estimate is inherently speculative and it is conceivable that some, if
not all, assumptions about these hypothetical illustrations do not materialise or differ significantly from the current determinations. Rothschild & Co Asset Management Europe cannot be
held liable for the information contained in this document and in particular for any decision taken on the basis of this information.

The Undertaking(s) for Collective Investment (UCI) presented above is (are) organised according to French law and regulated by the French financial markets authority (AMF). As the UCIs
may be registered abroad for their active marketing, it is up to each investor to ensure the jurisdictions in which the UCls are actually registered. For each jurisdiction concerned, investors
are urged to refer to the characteristics specific to each country, indicated in the “administrative characteristics” section. The issuer of this document is Rothschild & Co Asset Manage-
ment Europe, which is an investment management company authorised and regulated by the French Financial Markets Authority (www.amf-france.org) under number GP-17000014. The
presented information is not intended to be disseminated and does not in any case constitute an invitation for US persons or their agents. The units or shares of the UCIs presented in
this document are not and will not be registered in the United States pursuant to the US Securities Act of 1933, as amended (hereinafter the “Securities Act”), or admitted under any law
of the United States. The units or shares of the said UCIs must not be offered or sold in or transferred to the United States, including its territories and possessions, or directly or indirectly
benefit a “US Person”, within the meaning of Regulation S of the Securities Act, and equivalent persons, as referred to in the US “HIRE” Act of 18 March 2010 and in the FATCA provisions.
The information contained in this document does not constitute investment advice, an investment recommendation, or tax advice. The information does not presume the suitability of
the presented UClIs for the needs, profile, and experience of each individual investor. In case of doubts as to the presented information or the suitability of the UCls as to the personal
needs, and before any decision to invest, we recommend that you contact your financial or tax advisor. Investment in units or shares of any UCI is not risk-free. Before any subscription in
an UCI, please read the prospectus carefully, especially its section relating to risks, and the key investor information document (KIID). The net asset value (NAV)/net inventory value (NIV)
is available at www.am.eu.rothschildandco.com.

Please note that the past performance of UCIs presented in this document is not a guarantee of future performance and may be misleading. Performance is not constant over time.
The value of the investments and the income derived therefrom may vary up or down and is not guaranteed. It is therefore possible that you will not recover the amount originally invested.
Variations in exchange rates may increase or decrease the value of the investments and the income derived therefrom, if the reference currency of the UCI is different from the currency
of your country of residence. UCls whose investment policy especially targets specialised markets or sectors (like emerging markets) are generally more volatile than more general and
balanced funds. For a volatile UCI, the fluctuations can be particularly significant, and the value of the investment may therefore drop sharply and significantly. The presented performance
figures do not take into account any fees and commissions collected during the subscription and redemption of the units or shares of the UCIs concerned. The presented portfolios,
products, or securities are subject to market fluctuations, and no guarantee can be given as to their future performance. The tax treatment depends on the individual situation of each
investor and may be subject to changes.

About Rothschild & Co Asset Management Europe

Rothschild & Co Asset Management Europe, a division of the Rothschild & Co group, is an independent asset manager delivering bespoke investment solutions and advisory services
to institutional clients, financial intermediaries and third party distributors. We aim to develop complementary expertise in active high-conviction management and open architecture
investment solutions. Based in Paris with offices in 10 European countries, Asset Management Europe has around 170 employees and over 21 billion euros under management.
For more information: www.am.eu.rothschildandco.com
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