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The health crisis that has disrupted the financial markets is 

certainly not over, but we can nevertheless make an update 

of the situation. As said Voltaire, “one person ś misfortune is 

another person ś fortune”, but we are led to wonder whether 

some credit segments will come out real winners or losers.

Like in all crises, there are lessons to be learned from the 

behaviour of credit markets observed in recent months, and 

information to be taken into account for the future. It is not 

about revolutionising credit management, but shifting it and 

adapting to a changing world.

This crisis, unique in its kind, highlighted the weaknesses 

of certain management approaches by revealing forgotten 

or neglected characteristics of certain asset classes, such 

as volatility or “max drawdown”*. It has thus modified the 

profiles of several credit segments. 

As always, investors are looking at YTD performances in 

2020, but as crises do not acknowledge the 1st of January, 

we observe spectacular declines for some markets at the 

end of March, and it is as important to look at the equally 

extraordinary rallies that have taken place from the second 

quarter. In these periods of high volatility, flexibility is a key 

advantage.

Furthermore, managers’ views on their respective segments, 

within the same asset class, make all the difference in creating 

value. Everyone is focusing on their own indicators while 

going through the same crisis. 

Hence, although it is too early to compare the pre- and post-

crisis worlds, it is undeniable that crises accelerate change, 

modify correlations, lead to a more marked differentiation of 

the credit markets, but also represent an inexhaustible source 

of opportunities on many segments. 

Enjoy reading.

ALAIN KRIEF
Head of Fixed Income

EDITORIAL

ON ROAD 
TO THE POST-CRISIS

*“Maximum drawdown” is a risk 
management indicator that measures 

the maximum loss recorded by a 
portfolio over a given period. 
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The credit markets have experienced unprecedented turbulence, right since the an-
nouncements of the lockdowns. Spring 2020 and the following months will forever 
remain engraved in investors´ memories as a period that overturned all certainties. 
This unprecedented cycle offers a historical opportunity to rise up to the many 
pre-crisis challenges. 

The Covid-19 epidemic has undeniably reshuffled the cards on the bond markets, 
but it has also reinforced existing convictions and demonstrated the advantages of 
active management. The bond managers at Edmond de Rothschild Asset Manage-
ment share their vision of the impacts of the crisis, the behaviours adopted, as well 
as the themes to favour in the new world. 

 

COVID-19, 
A VALUE-CREATING FORCE 
OF DESTRUCTION? 

WHAT STIGMAS 
HAVE THE 
LOCKDOWN PERIOD 
LEFT BEHIND? 

Alexis Foret: The market has normalised since 

the high stress point in March. Companies 

are able to find financing and investors have 

not deserted the asset class. Valuations have 

returned to levels that enable the market to 

function. They are more attractive than they 

were at 15 January in our view. On the high 

yield1 market, the main stigma relates to the 

sudden dry-up in liquidity. This risk had been 

particularly high in March, and the impact on 

bond prices has not been forgotten. 

Raphaël Chemla: The Covid-19 crisis has 
also resulted in a differentiation among 
sectors. During the peak of the epidemic, we 
witnessed a broadscale increase in spreads2, 
which are set to narrow in the coming mon-
ths, while all sectors recorded significant 
drops. In the recovery phase, some issuers, 
such as airline companies, remain impacted 
by Covid-19. They are running on life support 
and obliged to turn to government and bank 
loans. In the event of a second wave and/or 
new lockdowns, they could suffer even more 
than they did in the spring, and for several 
years to come. Default rates3 were also im-
pacted by the crisis and are set to increase 
to around 4-5% for 20204, vs. 3% expected 
previously, but far from the levels observed 
in 2009.

Benjamine Nicklaus: Regarding the subordi-
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nated financials market5, spreads have nor-

malised but remain historically wide on the 

Additional Tier 1 (AT1) segment6. At the peak 

of the crisis, we did not witness a total dry-up 

in liquidity (less, but still there). We knew that 

the asset class was among the most liquid of 

the credit market, a feature that was confir-

med in the spring. The level of liquidity has 

nevertheless deteriorated compared to the 

start of the year, leading to higher volatility.

Cristina Jarrin: For my part, I am not seeing 

any stigma on the convertible bond markets7. 

In a crisis environment, they have proven 

their convexity8 and made the podium of the 

best-performing assets in H1. 

Romain Bordenave: The almost instant shut-

down of most of the world economies was of 

a rare intensity and there is an obvious risk 

that the consequences of the lockdowns will 

continue to be reflected in macroeconomic 

figures for a long time. In my view, oil was 

the asset that suffered the most in this crisis, 

if indeed it is over. Oil prices had sunk into 

deep negative territory, with oil market parti-

cipants ready to pay to have barrels taken off 

their hands because of the lack of available 

storage, due to the extent of the steep drop in 

consumption by both households and indus-

try. The oil price is currently at around $45 a 

barrel, with a partial shutdown of economies 

hanging over it like a sword of Damocles. 

Oil is not the only asset to bear the stigma 

of the lockdowns. The poorest countries 

are currently in a difficult situation. A large 

number of countries still have ´distressed´ 

spreads, i.e. above 1,000 basis points, such 

as Surinam and Angola. However, the very 

significant support of the international 

agencies such as the IMF or World Bank and 

the members of the G20 should enable most 

emerging countries to avoid defaults in the 

short term. However, not all have had this 

luck and the crisis has already has its first vic-
tims such as Ecuador and Belize, which have 
recently entered into default. Furthermore, 
the liquidity of our market, sovereign credit, 
has normalised at present.

Lisa Turk: In emerging countries, credit 
spreads have already narrowed since their 
highs, so I do not think we can really talk 
about stigma. The good fundamentals and 
low debt of emerging companies are being 
increasingly acknowledged, and spreads 
should thus continue to narrow, also under 
the effect of the different monetary policies 
conducted in developing and emerging 
countries. Regarding oil, if demand returns to 
its pre-crisis levels in a year or two, oil prices 
could slowly recover.

Regarding company defaults, they have 
reached just 2.3% in emerging countries (in 
nominal amount) since the start of the year, 
and JP Morgan ś forecasts are 4.5% for 
20209, corresponding to low default rates, 
far lower than those of 2008-2009 and those 
notably expected in the US.

Conversely, one of the after-effects of the cri-
sis could be related to the drop in investment 
by companies in machinery, equipment and 
R&D. They have reduced their spending dras-
tically in this area, and the abrupt drop in in-
vestment will have important consequences, 
notably on companies´ productivity and 
growth, and this could last for several years.

Marc Lacraz: Within the investment grade10 
universe, we are entering a cycle of rating 
downgrades. Merrill Lynch indicates that in 
the United States alone, a trillion dollars in 
debt was placed on negative watch by the 
rating agencies (i.e. 1/8th of the market11). Gi-
ven that the rating upgrade and downgrade 
cycles are fairly long, we expect a more risky 
credit market on average than before the 
crisis, and durably so. 
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HAVE THE CENTRAL 
BANKS´ RESPONSES 
MEASURED UP TO 
THE CHALLENGES? 

RC: The central banks fumbled a bit in the 
beginning, but once decided they became 
heavily involved in providing support to the 
markets and financing to the economy. The 
different tools implemented were key in pre-
venting a deeper recession and bigger crisis 
on a global level. We did not think that the 
Fed would position itself on the high yield 
segment, and this was a very good surprise 
for investors. The ECB also continued to pro-
vide massive support to the credit market. 

RB: The results of their actions are not yet 
where they are meant to be. Inflation figures 
are struggling to pick up, which argues in 
favour of a low interest rate environment for 
several years. Therefore, this low interest rate 
environment and sentiment of having a buyer 
of last resort should, in the current search for 
returns, continue to buoy risk assets such as 
emerging debt in the same way as in 2019.

LT: In emerging countries, the central banks 
have implemented unprecedented accom-
modative monetary policies. Several of them 
have drastically cut their key interest rates, to 
historically low levels, such as Brazil, where 
the key rate was lowered to 2.25% in June. 
This had not been the case in the previous 
crises (when some central banks had even 
raised their policy rates) as the inflation rates 
of the different emerging countries had been 
much higher. Some emerging central banks 
have also used new monetary tools, notably 
to better manage the liquidity on the markets. 
Several of them, among which Chile, South 
Africa, and Indonesia, have even announced 
quantitative easing (QE12), which is totally 

new for them. All of these actions have built 
the liquidity back up on the markets following 
the drop in March. The measures have been 
implemented with great caution, and we do 
not anticipate inflation getting out of control 
in the short term. 

DO WE NEED TO 
WORRY ABOUT 
COMPANY DEBT 
VOLUMES?

ML: We have witnessed record issue volumes 
on both sides of the Atlantic, i.e. $1,200 billion 
since the start of the year in the United States 
and half of this amount in Europe (including 
corporates and financials)13. This trend does 
not worry us particularly in the short and 
medium terms. This capital was built preven-
tively, to be able to contend with a lasting 
crisis, and has not necessarily been spent by 
the companies. Thus, the net amount of issues 
and the increase in deposits by companies 
at European banks almost correspond to the 
same amount, which suggests that companies 
have borrowed in order to place the money in 
banks pending the outcome of the situation. 
Since May, we have also seen an increase in 
the number of debt redemptions by compa-
nies14. If this trend continues, the net amount 
of issued bond debt could drop sharply in H2. 

From a technical point of view, refinancing 
conditions are attractive, despite higher 
spreads than before the crisis, thanks to the 
various programmes set up by the central 
banks. 

LT: In emerging countries, it is a bit early to 
assess the precise amount of company debt, 
but in general it is set to increase. For the 
time being we have not seen a significant rise 
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in new bond issues. Volumes are equivalent 
to those at end-June of last year, i.e. close 
to $250 billion. Conversely, companies have 
especially called on banks to increase their 
debt. In emerging countries, like in developed 
ones, banks have made it easier for small and 
medium-sized companies to borrow, and 
have granted grace periods. Regulators have 
been more flexible and large corporations 
have used their credit lines. 

Overall, debt is thus set to grow. Estimates 
of the average rise in the debt ratio15 are 
around 0.4x to 0.8x16. However, in emerging 
countries, excluding Asia, the increase in cor-
porate debt does not worry us in particular 
in either the short or long terms, as this debt 
is very low compared to that of developed 
countries. Non-financial debt as a percentage 
of GDP has reached 14% in Argentina, 44% 
in Brazil, 34% in Colombia, 45% in Russia, 
and 39% in South Africa, while the eurozone 
average is 108%17. 

CJ: In the first quarter, we witnessed a new 
record level of issues, at $92 billion com-
pared to the previous record of $82 billion 
in 2007 (a +142% increase on Q1 2019)18. The 
United States represents more than 70% of 
these new issues, with the best first half ever 
recorded.

Conditions are more favourable than in other 
alternative primary markets19. Financing 
through convertible bonds represents a more 
flexible and less costly way for companies to 
refinance, as convertibles offer an affordable 
coupon20 and a way to monetise the volatility, 
which is higher than before the crisis. The 
peak of volatility logically coincided with the 
peak of convertible bond issues. 

From the point of view of investors, conver-
tible bonds are attractive in our view as they 
enable them to obtain part of the returns 
on the stocks while maintaining the security 
provided by the bonds. The increase in vo-

lumes on the market has proven positive for 
the asset class and the trend has generated 
opportunities. 

The convertible bond market is known to be 
the last to close and the first market to open 
– for companies that are struggling and are 
desperately seeking liquidity (airlines, cruise 
lines, clothing manufacturers, etc.), and 
this has once again proven to be the case. 
Companies that have been hard hit have 
been able to find refuge in convertibles. At 
the same time, investors have been able to 
benefit from the most attractive transaction 
conditions seen in years, with the possibility 
to profit from the rebound of equities. In 
addition to the issuers in distress, the usual 
issuers have come to the convertible bond 
market with an opportunistic perspective. 
These are high-growth issuers in the techno-
logy or biotechnology sector, for example. 

RB: Regarding sovereign debt, before the Co-
vid-19 crisis the trend was already on the up. 
A good number of so-called “frontier” coun-
tries were recording substantial debt levels. 
It is interesting to note that countries rated 
investment grade were the ones that, thanks 
to their fundamentals, had the possibility to 
return to the markets and borrow at very 
reasonable rates. 2020 already represents an 
excellent year in terms of new issues, with a 
record month of April, during which invest-
ment-grade countries issued more than $50 
billion21, with Middle Eastern countries taking 
the lead: Qatar, Saudi Arabia and the United 
Arab Emirates. Conversely, the countries with 
lower ratings tended to limit their arrival on 
the market given the sharp rise in yields due 
to the crisis. Only the most solid countries 
in the high yield segment were able to carry 
out issues, such as South Africa or Brazil. The 
current situation prevents certain countries, 
mainly frontier countries such as Angola or 
Sri Lanka, from accessing the financial mar-
kets and makes them subject to the support 
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FOCUS

Should we be 
concerned about 
the rise in the 
number of fallen 
angels?
AF: We are not particularly concerned 
about this subject. The current ratings 
transition is more a source of opportuni-
ties. Part of the investment grade segment 
has been downgraded to high yield and a 
part of the high yield universe downgraded 
to CCC or distressed. We therefore count 
around €50 billion in debt linked to fallen 
angels23 since the start of the year, while 
€10 billion in debt relating to companies 
rated B now have a rating of CCC. 

Certain large-size fallen angels attract our 
interest. Our objective is to identify the 
companies that will, when the cycle nor-
malises, be able to return to the investment 
grade universe. Many of these companies 
operate in cyclical sectors such as automo-
tive and tourism. Ford, Pemex, ZF, Renault, 
or Carnival are among the names that we 
are looking at. 

RB: Most fallen angels have already been 
identified and the market has priced in this 
risk of downgrade. Moreover, the move 
into the high yield segment often opens 
the door to a broader range of investors. 
In our view, more than a source of major 
concern, this system of communicating 
vessels offers attractive opportunities. We 
note a few of the future candidates, such 
as Morocco, which only S&P and Fitch 
have maintained in the investment grade 
universe, or Colombia.

plans of the IMF, the World Bank, 
or China and the G20 countries. 
The level of debt of emerging 
countries has continued to grow, 
although it remains well below 
that of developed countries.

WHAT RISKS 
NEED TO BE 
MONITORED 
IN H2? 

AF: The Q2 results reporting sea-
son, which took place between 
end-July and the beginning of 
August, was particularly re-
flective of the situation that the 
companies went through in the 
spring. Overall, sales were not 
as bad as feared, both in Europe 
and the United States. The ques-
tion now is whether they will be 
able to contend with a level of 
activity that has not yet returned 
to normal, without an extension 
of the massive support plans. 

RC: We will be keeping a close 
eye on macroeconomic numbers 
(unemployment in the US, infla-
tion, PMIs22, etc.) over the coming 
weeks. They are currently coming 
in above expectations, but we 
are not safe from bad surprises, 
depending on the development 
of the coronavirus epidemic and 
new lockdown measures. 

BN: We will definitely be atten-
tive to the momentum of the 
recovery. For the banks, the 
macroeconomic scenario is cru-
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cial as it determines their provisioning. 
In addition, a €750 billion plan to boost 
the European economy was adopted 
on 21 July by the 27 EU Member States. 
This historical agreement has two parts: 
€390 billion in grants distributed to the 
Member States and €360 billion in loans. 
However, several steps still need to be 
completed before it is implemented, 
probably not before several months. 

CJ: We identify two major risks, which 
are the US elections and the resurgence 
of the Covid-19 epidemic. In the United 
States the White House candidates 
are slowly unveiling the details of their 
programmes, some of which could have 
an impact on several sectors, such as 
healthcare, consumer discretionary, or 
technology. In this respect, the ability to 
manage volatility will be key in H2. 

In our opinion, it is necessary to maintain 
an exposure to risk assets, so as not to 
miss the opportunity of a profitable mar-
ket. The strong rebound that followed 
the drop due to the Covid-19 epidemic 
highlighted the importance of staying 
invested in the equity markets. In this 
respect, convertible bonds are especially 
suited to the current environment as they 
enable investors to be exposed to the 
equity markets while limiting the down-
side risk. 

LT: In emerging countries, the develop-
ment of the pandemic will be the number 
1 risk to watch as it will determine oil and 
commodities prices, hence the health 
and activity of numerous companies. 
We are also closely monitoring the trend 
of the dollar, which could be a risk if it 
appreciates too much. At the moment, all 
of these variables are pointing in favour 
of emerging companies, most of which 
are doing well. 

FOCUS

What role 
have the banks 
played in 
managing the 
exit from the 
crisis? 
BN: In 2020, the banks are at the 
heart of the solution to the crisis. In 
2008, they were the source of the 
crisis. In 12 years, they have signi-
ficantly increased their solvency, 
providing them with the ability to 
contribute to managing the crisis 
by providing liquidity. The go-
vernments, money authorities, and 
regulators have given banks full 
leeway to be able to fill this role, 
so that they do not find themselves 
in a situation in which they tighten 
credit conditions and supply, in 
fear of losses and solvency pro-
blems. The central banks have set 
up a TLTRO  324 with exceptional 
conditions (that can go up to a rate 
of -1%), for an amount of €1,300 
billion, including €550 billion in 
new loans. Banks are thereby en-
couraged to lend to the economy 
and the ones that fully fulfil this 
role will obtain the best rates. 

The ECB has reinforced its arsenal, 
with the objective being that banks 
continue to lend to companies in 
difficulty. For example, bonds that 
have been downgraded to specula-
tive grade will be able to continue 
to be used as collateral25 in ECB 
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ML: Central banks have favoured money 
creation and liquidity abundance over the 
past months. If the recovery is stronger 
than expected, an interest rate risk would 
materialise. A sudden rise in inflation 
expectations, leading to a rise in nominal 
rates - which is not our scenario - could 
negatively impact the portfolios. Good 
management of the duration28 risk will be 
crucial in the second quarter. 

RB: Three risks need to be monitored. 
The first is of course the development of 
the health crisis. Politicians have realised 
the economic impact of the lockdowns, 
which when imposed again will be more 
localised. The second risk concerns the 
macroeconomic data and notably unem-
ployment figures. Lastly, the political risk 
must not be ignored. For example, the 
US elections could generate geopolitical 
tensions such as the trade war with Chi-
na, possible sanctions against Russia or 
Turkey.

WHAT POST 
COVID-19 THEMES 
SHOULD BE 
FAVOURED?

CJ: Covid-19 was an accelerator of deep 
change and the convertibles market 
offers privileged access to companies 
linked to structural growth trends that 
can come out of the crisis stronger (ope-
rating in the sectors of e-commerce and 
delivery, payment systems, benefiting 
from the themes of remote working, such 
as cybersecurity or software, or staying 
at home, such as streaming, video games, 
telemedicine, social networks, online 
learning). The convertible bond market is 

operations up until September 
2021. 

As for the regulators, they have 
eased a fair number of rules, cor-
responding, based on our calcu-
lations, to more than €250 billion 
in lighter capital requirements, i.e. 
270 basis points less in core equity 
Tier 126, which is equivalent to an 
estimated €3.9 trillion in loans they 
could offer to companies27. This fi-
gure is colossal. The suspension of 
dividends (and not coupons) repre-
sents €30 to €40 billion in freed up 
capital for banks according to our 
estimates. 

Aware of their essential expertise 
in terms of analysis of the risks, 
governments have also done eve-
rything to enable banks to remain 
a powerful vector of the economy. 
In the framework of the govern-
ment-guaranteed lending scheme, 
banks do not fully include the risk 
on their balance sheets, which is 
undeniably an incentive measure.

LT: In emerging countries, banks, 
hand in hand with the governments 
and regulators, have played the 
role of a buffer, by offering gua-
ranteed loans, and more flexible 
conditions for both households 
and businesses for the reimbur-
sement of loans. Moratoriums on 
debt have enabled mass defaults 
to be limited. We will now have to 
follow the development of the eco-
nomic situation and the ability of 
borrowers to reimburse the banks 
in fine. 
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focused on companies that are growing and 
these sectors are very well represented. 

Furthermore, we anticipate an increase in 
public spending and investment in infrastruc-
ture and medical technologies. On this basis, 
we favour utilities companies, especially in 
Europe and specialised in sustainable solu-
tions, the initiatives of which would probably 
be supported by the governments. Biotechs 
also have a choice position within the asset 
class.

We also favour investments in the underlying 
Asian equities in emerging markets. We 
believe Asia is an attractive theme in light of 
the faster-than-expected return of China to 
industrial economic activity, the fiscal sup-
port measures, infrastructure spending in the 
area of telecommunications and information 
technology, as well as the strong domestic 
demand. 

BN: Banks have a major advantage, which is 
the very low and even virtually non-existent 
risk of default in the short term. They cannot 
fail as governments need them to direct 
credit flows to the real economy. The most 
diversified banks (in terms of activity and 
geographical region) and with solid solvency 
levels have succeeded in limiting the impact 
of the crisis and could do well in the future.

LT: For emerging corporate debt, beyond 
maintaining our high yield bias, the theme 
that we favour in 2020 is flexibility. The 
environment remains very uncertain, it is 
therefore necessary to constantly adapt to 
the market. For example, we reincreased our 
allocation to industrials and oil companies 
in May in order to benefit from the rebound 
in oil prices and commodities. We may in-
crease the more defensive sectors such as 
telecoms in the event of renewed fears of a 
second wave of the pandemic. Everything 
will depend on the development of the global 
health situation.

RB: It is obvious that the crisis, like all crises, 
offers opportunities and knowing how to 
seize them is essential. This is what we did 
during the collapse of the oil price in April, 
by reinvesting in the most solid names of the 
universe such as Qatar, Saudi Arabia or An-
gola, which benefit from significant financial 
support. At the time that we speak, the high 
yield segment represents a gold mine. The 
spread levels of the high yield sovereign seg-
ment remain high, above 600 basis points29. It 
is therefore important to closely analyse this 
part of the universe to find the best gems. 
For example, we can mention Egypt, which 
benefits from the unfailing support of the 
IMF, which over the past few years has shown 
its will to bring the country out of its rut by 
developing its local market in order to be in-
cluded in the Government Bond Index (GBI) 
indices. Ukraine, for its part, has the ambition 
to implement a deep reform of the country, 
and is one of the most promising countries 
for the upcoming years. More recently, Brazil 
has become an appealing candidate, offering 
attractive valuations.

ML: The SRI (Socially Responsible Inves-
ting) theme and virtuous companies will be 
the winners coming out of the crisis. The 
recovery plans implemented incite better 
incorporation by economic actors of ESG 
(Environmental, Social and Governance) 
criteria and aid is often granted on the basis 
of more responsible investment. For exa-
mple, the German stimulus plan unveiled in 
June totalled €130 billion, with €35 billion 
earmarked for investments for the climate. 
Fiscal and monetary policies are increasingly 
correlated to issues linked to reinforcing sus-
tainable finance. 

AF: This trend can be seen in the high yield 
universe. Many issuers are now communi-
cating on their extra-financial ratings, their 
policy with respect to the incorporation of 
ESG criteria, which are looked at very atten-
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tively by large investors. A proactive attitude 
before the crisis is becoming the post-Covid 
standard.

HAS THE CRISIS LED 
TO AN UPHEAVAL 
OF YOUR ASSET 
CLASS AND 
MANAGEMENT 
APPROACH? 

RB: The crisis has not deeply transformed our 
asset class but on the contrary allowed it to 
show its strengths. Sovereign debt has once 
again demonstrated that in a crisis period 
it maintains a certain level of liquidity. This 
underpins our idea that liquidity must remain 
at the core of our management process but 
also that emerging sovereign debt offers an 
excellent way for an allocator to obtain expo-
sure to a universe offering both opportunities 
and attractive yields while keeping a certain 
degree of liquidity. 

The crisis also revealed the seniority of so-
vereign debt when financial support is pro-
vided. We saw this in an initial stage with the 
central bank actions, and secondly with the 
decisions taken by the IMF, the World Bank, 
the G20 countries, and more recently China, 
offering the possibility to postpone interest 
payments by several months to several years. 
The result should be a lower default rate than 
initially expected within our universe for this 
year. 

This unprecedented environment especially 
provides the opportunity to reveal the full 
potential of total return30 management. The 
high volatility on markets continues to create 
numerous opportunities that will have to be 

seized and underpins our choice to maintain 
a responsive management process that can 
adapt to different environments. For exa-
mple, this enabled us to reinforce one of our 
main convictions early on, which is Ukraine, 
or be able to act opportunistically on the oil 
theme by re-exposing our portfolio through 
Angola, Nigeria or the Middle East at the 
height of the oil crisis. 

LT: Our management approach helped us a 
lot during this crisis, as the portfolio was well 
diversified, both in terms of geographical 
region and sector. The corporate bond selec-
tion demonstrated its relevance, allowing us 
above all to hold companies with low leve-
rage and a lot of cash. Despite a high yield 
bias, these selection criteria have proven to 
be important. 

We have realised that access to companies, 
meaning direct contact with the companies 
we hold in portfolio, was essential for having 
regular updates during the crisis and making 
investment decisions. Some companies were 
proactive and proposed calls, while others 
were happy to answer our questions. Com-
pany contact is a key element in our manage-
ment process.

Our convictions were reinforced, notably 
those linked to the agro-business sector, 
which contrary to the rather risky image it 
was reflecting, was very resilient during the 
crisis. It was even among the most defen-
sive sectors, as consumer staples and basic 
necessities continued to be produced and 
exported. 

CJ: A direct consequence was growth in the 
pool of outstanding convertibles and an in-
crease in sector diversification. The crisis has 
impacted valuations, which hit a low point in 
March. They have rebounded since, especial-
ly in the US, but current prices still represent 
an attractive entry point as they are below 
historical averages and harbour promising 



prospects in terms of future performance. 

The crisis and recovery have had a technical 
impact on convertible bonds. We now consi-
der that the asset class offers an attractive 
way to participate in the rise of the equity 
markets with controlled risk, attractive 
returns and a shorter average duration than 
other bond segments. These characteristics 
constitute real advantages in a period of 
economic uncertainty. The convex behaviour 
of convertible bonds at the peak of the crisis 
attracted attention to the asset class at that 
time, which boosted demand. We therefore 
expect positive flows in the future, providing 
support to valuations. 

This crisis has not modified our approach or 
our investment process, but reassures us that 
the changes made in 2019 were in the right 
direction. Before the crisis, we had reinforced 
our management process in the aim to maxi-
mise the convexity, build more solid portfolios 
(with a strong focus on sector exposure, the 
credit quality of issuers, and the optimisation 
of the convexity of the portfolio). Our strate-
gy, which favours convertible bonds with a 
convex profile and solid bond floor, was key 
in the outperformance of the asset class at 
the peak of the crisis and in the market re-
bound. At least in the short term, the scale of 
the demand shock should support the trend. 
The low interest rates and rather low nominal 
growth argues in favour of companies with 
defensive growth, and solid balance sheets. 

1. ¨High yield¨ bonds are bonds issued by companies that carry a 
higher default risk than investment grade bonds and offer a higher 
coupon in exchange. 

2. Spreads measure the gap between a bond’s yield-to-maturity and 
that of risk-free debt of the same maturity.

3. Ratio calculating the non-payment of loan installments.

4. This estimate is based on market assumptions made by Edmond 
de Rothschild Asset Management (France) and in no way constitutes 
a promise of change.

5. Issues where the lenders agree to be placed at a disadvantage rel-
ative to other senior creditors in the event of the borrower’s default.

6. Tier 1 subordinated debt security with a repayment priority higher 
than shareholders but lower than all other creditors.

7. A convertible bond is a bond to which is attached a conversion right 
that allows its holder to exchange the bond for shares of the issu-
ing company, according to a pre-determined conversion parity and 
during a predetermined period.

8. Convexity refers to the asymmetry of performance when the share 
price fluctuates: the price of the convertible bond increases more 
when the share price increases than it decreases when the share 
price decreases.

9. Source: « EM Corporate Default Monitor », JP Morgan. Date : 
08.07.2020.

10. “Investment grade” bonds are bonds issued by companies for 
which the default risk varies from very low (almost certain redemp-
tion) to moderate. They correspond to a rating of AAA to BBB- 
(Standard & Poor’s scale).

11. Source: Bloomberg. Data as of 30/06/2020.

12. The term “Quantitative Easing” refers to a type of ´unconven-
tional´ monetary policy that central banks can use in exceptional 
circumstances.

13. Source: Bloomberg. Data as of 31/07/2020.

14. Source: Bank of America. Data as of 12/08/2020.

15. The debt-to-equity ratio compares the debts (short, medium and 
long-term) to the total assets owned by the company.

16. Source: « Mid-year Emerging Markets Outlook and Strategy », JP 
Morgan. Date : 10.06.2020.

17. Source: « Credit to non-financial sector », Bank of International 
Settlements. Date : 03.06.2020.

18. Source: BofA Global Research. Date : 01/07/2020.

19. Market for bonds that are being offered for the first time.

20. The coupon represents the interest paid by the issuer of a bond 
to its holder.

21. Source: Bloomberg.

22. The PMI, for Purchasing Managers´ Index, is an indicator that 
measures the economic health of a sector.

23. Fallen angels are companies whose ratings have been down-
graded to speculative grade by the rating agencies. 

24. Targeted Longer-Term Refinancing Operations, TLTRO III.

25. Collateral is a guarantee. It is an asset that is pledged as collateral 
to secure the credit risk of a financial transaction.

26. Banks’ hard equity capital.

27. Source: Autonomous. Data as of 28/04/2020.

28. Duration corresponds to the average life of a bond discounted for 
all flows (interest and capital).

29. Source: Bloomberg. Data as of 31/08/2020.

30. Total return management allows a portfolio to be generated 
based on a benchmark but with the possibility to deviate significantly 
from it.
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Past performance and past volatility are not reliable indicators for 
future performance and future volatility. Performance may vary 
over time and be independently affected by, inter alia, changes in 
exchange rates. 

« Edmond de Rothschild Asset Management » or « EdRAM » refers to 
the Asset Management division of the Edmond de Rothschild Group. 
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ties of the Edmond de Rothschild Group. 
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A SUSTAINABLE 
FUTURE IS ROOTED
IN BOLDNESS.
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