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Figure 1. Convertibles performed decently 

 
Source: Bank of America Merrill Lynch Global Research,  

31 January 2018. Global government bonds proxy is ICE 

BofAML Global Government Index; Global investment grade 

proxy is Global Links Corp (U.S.); Global high yield proxy is ICE 

BofAML Global High Yield Index; Convertibles bonds proxy is 

ICE BofAML 300 Convertible Bond Index, Global equity proxy is 

MSCI AC World Index.  

Please note, past performance is not a guide to future 

performance. 
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Sustained stockmarket rallies have been reflected in the convertibles market, which seems well placed to benefit 

from current market conditions, such as rising interest rates and higher volatility. However, persistent weakness in 

the US dollar has been acting as a significant headwind to investors outside the US. The M&G Global Convertibles 

Fund has experienced some disappointing stock selection outcomes in recent months, which have weighed on 

performance. Nonetheless, the M&G convertibles team remains optimistic that its unconstrained stockpicking 

approach will be able to generate healthy returns once again. 

Risk assets have rallied 

Risk assets, particularly equities, had a tremendous 2017, with 

investor sentiment improving through the year, followed by a 

very strong start to 2018. Better economic data and robust 

corporate earnings appear to have encouraged investors to 

accept that synchronised global economic growth is taking 

place. As a result, many stockmarkets recently hit all-time 

highs, while others reached their highest levels for many 

years. Volatility has, of course, returned in recent weeks. 

With inflation remaining surprisingly benign, most bond 

markets were stable, with the risk-on environment helping 

high yield and corporate bonds to outperform government 

bonds. In 2018, however, US bonds, already under pressure 

as the US Federal Reserve raised interest rates three times 

in 2017, suffered as investors became concerned that 

accelerating economic activity could prompt the return of 

inflation and higher interest rates.  

This environment proved supportive for global convertibles, 

which experienced healthy performance, in local currency 

terms, reflecting higher equity and corporate bond prices. 

Overall, convertibles performed better than bonds but 

lagged equities, as shown on Figure 1. 

Investors should be aware that convertibles are subject to 

the risks associated with both bonds and equities, and to 

risks specific to the asset class. Their value may change 

significantly depending on economic and interest rate 

conditions, the creditworthiness of the issuer, the 

performance of the underlying company shares and general 

financial market conditions. In addition, issuers of 

convertibles may fail to meet payment obligations and their 

credit ratings may be downgraded. Convertibles may also 

be less liquid than the underlying company shares.  

Currency moves, a major headwind 

For non-US dollar investors, sharp weakness in the 

greenback acted as a significant headwind to performance 

over the period if they were invested in the convertibles 

market. The US dollar declined by more than 13% relative to 

the euro in the 12 months to 31 January 2018, which 

reduced the returns from US convertibles to investors in 

Europe. Since US convertibles account for the majority of 

the convertibles market, this had a major effect on returns. 

The impact of foreign currency movements can be seen 

clearly by comparing the returns of the hedged and 

unhedged returns of convertible indices (see table below).  

M&G Global Convertible Fund vs comparable index*: 

single-year performance, 5 years ending 31 January 2018 

 From 

To 

1.2.17 

31.1.18 

1.2.16 

31.1.17 

1.2.15 

31.1.16 

1.2.14 

31.1.15 

1.2.13 

31.1.14 

 

 Fund 

(EUR) 
-6.0% 10.6% -1.6% 19.4% 11.1% 

 

 Index* -3.4% 7.3% 0.4% 17.5% 10.9%  

 Fund 

(EUR 

H) 

2.3% 8.5% -4.0% 5.9% 10.6% 
 

 Index** 

(H) 

5.5% 5.8% -2.0% 5.9% 11.1%  

Source: Morningstar, Inc., as at 31 January 2018. Euro A and 

Euro A (hedged) class shares, income reinvested, bid-to-bid 

basis. *Thomson Reuters Global Focus Convertible Index, 

**Thomson  Reuters Global Focus Convertible (Hedged) 

Index 

Past performance is not a guide to future performance.  
 



  

Figure 2. M&G Global Convertibles Fund  

vs Thomson Reuters Global Focus 

Convertible Index 

 

Source: Morningstar Inc, Pan European Database, as at 31 

January 2018, Euro A share class, price-to-price basis, gross 

income reinvested, based in euros 

Past performance is not a guide to future performance 
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For example, during the 12 months to the end of January 

2018, the Thomson Reuters Global Focus Convertible Index 

declined 3.4% in euro terms (unhedged) but rose 5.5% 

when currency movements were hedged. Similarly, for the 

M&G Global Convertibles Fund over the same period, 

unhedged euro returns were negative over the past 12 

months, while euro hedged returns were positive. The fund 

also suffered by having more exposure to the US dollar than 

the index. This does not imply a positive view of the US 

currency but simply that our bottom-up selection process 

has identified more attractive US dollar-based opportunities. 

Currency is always an important element in the performance 

of this fund since the majority of the convertibles investment 

universe (and of the fund) is in currencies other than the euro. 

The fund is not run to take currency views. Instead, we 

focus on the bottom-up identification of suitable 

opportunities with the desired risk/reward characteristics. 

The currency breakdown of the fund is a by-product of 

individual stock selection decisions. In our opinion, the 

spread of currencies tends to provide valuable diversity. 

However, the fund’s currency-hedged share classes are 

designed for investors who would prefer to focus their 

exposure on the areas being actively managed, including 

equity and credit risk, rather than unintended currency risk. 

We are making no predictions as to the future direction of 

movement in the US dollar relative to the euro, but it should 

be noted that, if the US dollar strengthens against the euro, 

holders of the euro hedged share class would benefit less 

than holders of the unhedged euro share class.  

Hedged share classes aim to mirror the performance of 

another share class. We cannot guarantee that the hedging 

objective will be achieved.  

Fund performance behind Index 

We have to acknowledge that the recent performance of the 

fund has been disappointing, with returns lagging a 

comparative index, the Thomson Reuters Global Focus 

Convertible Index, as shown in Figure 2. Performance 

suffered due to some unsuccessful stock selection, but 

primarily through having exposure to two issuers, Teva 

Pharmaceuticals and Steinhoff, which detracted materially 

from performance. Investors are reminded that the value of 

investments and the income from them will rise and fall. This 

will cause the fund price, as well as any income paid by the 

fund, to fall as well as rise, and you may not get back the 

amount you originally invested 

What went wrong with Teva, Steinhoff? 

Two convertibles from Teva Pharmaceuticals, a generic 

drugs manufacturer headquartered in Israel but whose 

shares mainly trade as US-listed American depositary 

receipts (ADRs), proved costly to the fund. Shares in the 

company fell sharply in August when the group released 

earnings that were below expectations, along with reduced 

revenue guidance due to the US Food & Drug 

Administration’s (FDA) plan to lower drug prices by 

approving more generics. The group’s shares and 

convertibles declined substantially. Although we feel Teva 

should be able to service its debt obligations, we reduced 

our exposure, having become concerned that the group’s 

need to sell assets and cut costs could weigh on its credit 

rating. Our exposure to Teva detracted from performance in 

both an absolute manner and relative to the TR Global 

Focus Convertible Index since the fund had a greater 

weighting than the index at the time of the fall in the price 

(3.1% in the fund, 0.4% in the index, at 31 July 2017). 

Steinhoff is a global retailer based in South Africa, to which 

we had avoided having exposure until 2015 when the group 

received approval from regulators and auditors to list in 

Germany, suggesting the governance of the company met 

international standards. This proved not to be the case and 

the prices of Steinhoff shares and convertibles fell abruptly in 

December when the group announced that the chief 

executive had resigned and that accounting irregularities were 

to be investigated. Given the ongoing uncertainty about the 

situation, we took advantage of a rebound in the prices of the 

convertibles to sell the three convertibles held in the fund.  

Effect on the fund 

Over the 12 months to the end of January 2018, the 

exposure to convertibles from Teva and Steinhoff had a 

significant effect, as shown in the table below. 

Contribution to absolute and relative* fund 

performance, January 2017-January 2018 

 
Stock 

Absolute 

return (%) 
Absolute 

contrib. 

Relative* 

contrib. 

 Teva 0.25% -26.4 -0.54% -0.49% 

 Teva 7% -33.9 -0.29% -0.32% 

 Steinhoff 4% ‘21 -55.4 -0.70% -0.50% 

 Steinhoff 1.25% ‘22 -54.6 -0.78% -0.47% 

 Steinhoff 1.25% ‘23 -55.1 -0.28% +0.16% 

Source: Xamin, returns gross of fees, calculated in sterling (the 

fund’s base currency), as at 31 January 2018, preliminary data.  

*Performance contribution relative to Thomson Reuters Global 

Focus Convertible Index. 
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Figure 3. Unconstrained stockpicking approach 

Performance attribution: relative to Thomson Reuters 

Global Focus Convertible Index 

 

Source: Xamin, 31 December 2017, returns gross of fees 

relative to the Thomson Reuters Global Focus Convertible 

Index, calculated in sterling (base currency of the fund).  

*1 Jan 2009 to 31 Dec 2017. 

Past performance is not a guide to future performance 

Our exposure to Teva detracted from performance in both 

an absolute manner and relative to the TR Global Focus 

Convertible Index since the fund had a greater weighting 

than the index (3.1% in the fund, 0.4% in the index at 31 

July 2017, most recent data prior to the fall in price). 

The positions in Steinhoff cost value in absolute terms but 

had less relative impact as the convertibles were well-

represented in the index (total exposure 3.1% in the fund, 

2.2% in the index at 30 November 2017, most recent data 

prior to the December fall in price). Where we were 

overweight relative to the index, in the ’21 and ’22 bonds, 

the loss was more, although the fund benefited from an 

underweight position in the ’23 issue. 

Stock selection usually adds value 

While unexpected adverse developments on individual 

holdings are always challenging, the possibility of such 

events are inherent in a bottom-up stockpicking approach, 

such as ours. We will not be changing our investment 

approach, which has generated positive returns over many 

years. As shown in Figure 3, stock selection has been 

responsible for the lion’s share of the returns generated 

since 2009. 

Other news is good 

We maintain the belief that our rigorous analysis will enable 

us to identify attractively valued convertibles and help the 

fund’s performance to recover over the coming months. 

Indeed, during the past 12 months, several convertibles 

performed well. Among the more successful investments 

that our process helped discover was a convertible from 

Altaba (previously Yahoo) in the US, which delivered the 

largest positive contribution over the past year. Solid 

earnings, plus the sale of the group’s internet operations to 

Verizon and continued strength in the share price of 

Alibaba, in which it holds a big stake, led to a sustained 

share price rally. This was reflected in the group’s 

convertible and a call option we held to increase the 

sensitivity of the bond to share price movements.  

The fund also benefited from owning several convertibles 

issued by US technology companies, including ON 

Semiconductor, Red Hat and Citrix Systems, as well as 

convertibles into German chemical producers Covestro and 

Evonik. 

Outlook remains positive 

We believe that the current investment scenario should be 

positive for both the convertibles market and the fund. In our 

opinion, demand should stay high for convertibles against a 

background of uncertainty about the future direction of 

equity markets. 

Although equities look better placed than government bonds 

in an environment of improving economic growth, many 

stockmarkets had reached record levels recently and were 

seen as highly valued. Given the possibility of many factors 

that could unsettle investors, such as the pace of interest 

rate increases in the US and elsewhere, as well as 

geopolitical concerns, the recent stockmarket wobbles 

should not have been completely unexpected.  

In addition, central banks, while generally supportive, have 

signalled a return to more normal conditions. It remains to 

be seen what effect this will have on government bond 

markets, which have benefited from quantitative easing 

policies. Any increase in caution about the future direction of 

markets should be beneficial for convertibles, which have 

the potential to participate in share price rises while also 

providing an element of protection against share price falls. 

Given the signals emanating from the US Federal Reserve 

and other central banks, it is worth remembering that 

convertibles tend to perform well against a background of 

rising interest rates. When interest rates are increased for 

the ‘right reasons’, that is, because economic growth is 

expanding, the convertibles market have the potential to 

deliver good returns as rising share prices more than offset 

any weakness in bond prices. Additionally, convertibles 

have less sensitivity to rising interest rates than other types 

of corporate bonds since they generally have less time until 

they are repaid. 

It is also worth noting that, should volatility in the equity 

markets increase from the very low levels experienced until 

recently, this will act as a boost to the technical valuation of 

convertibles. The embedded option in a convertible is worth 

more when the underlying shares are volatile. 

To us, the convertibles market offers genuine diversification 

potential across markets and sectors and contains many 

interesting investment opportunities. Overall, the market 

looks reasonably valued relative to other asset classes and, 

in our view, is likely to be able to generate asymmetric 

returns, that is, to share more in upward share price moves 

than in falls.  

  



  

While we must acknowledge that the recent short-term 

performance of the fund has been disappointing, longer 

term returns remain positive. We believe there are 

compelling opportunities for stockpicking in the convertibles 

universe, enabling us to gain exposure to under-researched 

companies in a wide variety of countries and sectors. (As 

we have mentioned above, investors should be mindful that 

changes in currency exchange rates will affect the value of 

their investment.) We will continue to search for those 

convertibles that offer the best balance of risk and reward by 

focusing on the basic characteristics of the issuing 

companies and by developing a deep understanding of the 

underlying business. We also rigorously analyse the 

technical qualities of each potential investment. We shall 

also continue to work closely with M&G’s credit research 

and risk management teams. We believe this approach has 

the potential to deliver healthy returns to investors over time. 

Léonard Vinville 

M&G  

February 2018 

 

 

The fund allows for the extensive use of derivatives. 
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Distribution of this document in or from Switzerland is not permissible with the exception of the distribution to Qualified Investors according to the Swiss 

Collective Investment Schemes Act, the Swiss Collective Investment Schemes Ordinance and the respective Circular issued by the Swiss supervisory 

authority ("Qualified Investors"). Supplied for the use by the initial recipient (provided it is a Qualified Investor) only.  In Spain the M&G Investment Funds are 

registered for public distribution under Art. 15 of Act 35/2003 on Collective Investment Schemes as follows: M&G Investment Funds (1) reg. no 390, M&G Investment 

Funds (2) reg. no 601, M&G Investment Funds (3) reg. no 391, M&G Investment Funds (5) reg. no 972, M&G Investment Funds (7) reg. no 541, M&G Investment 

Funds (9) reg. no 930, M&G Investment Funds (12) reg. no 1415, M&G Investment Funds (14) reg. no 1243, M&G Global Dividend Fund reg. no 713, M&G Dynamic 

Allocation Fund reg. no 843, M&G Global Macro Bond Fund reg. no 1056 and M&G Optimal Income Fund  reg. no 522, M&G (Lux) Investment Funds 1 reg. no 1551. 

The collective investment schemes referred to in this document (the "Schemes") are open-ended investment companies with variable capital, incorporated in England 

and Wales in respect of M&G Investment Funds and in Luxembourg in respect of M&G (Lux) Investment Funds. In the Netherlands, all funds referred to, are UCITS 

and registered with the Dutch regulator, the AFM. This information is not an offer or solicitation of an offer for the purchase of investment shares in one of the Funds 

referred to herein. Purchases of a Fund should be based on the current Prospectus. The Instrument of Incorporation, Prospectus, Key Investor Information Document, 

annual or interim Investment Report and Financial Statements, are available free of charge, in paper form, from the ACD: M&G Securities Limited, Laurence Pountney 

Hill, London, EC4R 0HH, GB; or one of the following - M&G International Investments Limited, German branch, mainBuilding, Taunusanlage 19, 60325 Frankfurt am 

Main; the Austrian paying agent:  Société Générale Vienna Branch, Zweigniederlassung Wien Prinz Eugen-Strasse, 8-10/5/Top 11 A-1040 Wien, Austria; the 

Luxembourg paying agent Société Générale Bank & Trust SA, Centre operational 28-32, place de la Gare L-1616 Luxembourg; the Danish paying agent: Nordea Bank 

Danmark A/S Issuer Services, Securities Services, Hermes Hus, Helgeshøj Allé 33, Postbox 850, DK-0900, Copenhagen C, Denmark; Allfunds Bank, Calle Estafeta, 

No 6 Complejo Plaza de la Fuente, La Moraleja, 28109, Alcobendas, Madrid, Spain; M&G International Investments Limited or its French branch; from the French 

centralising agent of the Fund: RBC Investors Services Bank France; or from the Swedish paying agent: Nordea Bank AB (publ), Smålandsgatan 17, 105 71 

Stockholm, Sweden. For Switzerland, please refer to M&G International Investments Switzerland AG, Talstrasse 66, 8001 Zurich or Société Générale, Paris, Zurich 

Branch, Talacker 50, P.O. Box 5070, 8021 Zurich, which acts as the Swiss representative of the Schemes (the "Swiss Representative") and acts as their Swiss paying 

agent. For Italy, they can also be obtained on the website: www.mandgitalia.it. For Ireland, they are available in English language and can also be obtained from the 

Irish facilities agent, Société Générale SA, Dublin Branch, 3rd Floor IFSC House – The IFSC Dublin 1, Ireland. For Germany and Austria, copies of the Instrument of 

incorporation, annual or interim Investment Report, Financial Statements and Prospectus are available in English and the Prospectus and Key Investor Information 

Document/s are available in German. Before subscribing investors should read the Prospectus, which includes investment risks relating to these funds. The 

information contained herein is not a substitute for independent advice. In Switzerland, this financial promotion is issued by M&G International Investments Switzerland 

AG, authorised and regulated by the Swiss Federal Financial Market Supervisory Authority. Elsewhere, it is issued by M&G International Investments Ltd. Registered 

Office: Laurence Pountney Hill, London EC4R 0HH, authorised and regulated by the Financial Conduct Authority in the UK. Registered in England No. 4134655 and 

has a branch located in France, 6 rue Lamennais 34, Paris 75008, registered on the Trade Register of Paris, No. 499 832 400 and a branch in Spain, with corporate 

domicile at Calle Fortuny, 6 – 4º A, 28010, Madrid registered with the Commercial Registry of Madrid under Volume 32.573, sheet 30, page M-586297, inscription 1, 

CIF W8264591B and registered with the CNMV under the number 79.  The Portuguese Securities Market Commission (Comissão do Mercado de Valores Mobiliários, 

the “CMVM”) has received a passporting notification under Directive 2009/65/EC of the European Parliament and of the Council and the Commission Regulation (EU) 

584/2010 enabling the fund to be distributed to the public in Portugal. M&G International Limited is duly passported into Portugal to provide certain investment services 

in such jurisdiction on a cross-border basis and is registered for such purposes with the CMVM and is therefore authorised to conduct the marketing (comercialização) 

of funds in Portugal. 
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