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Coronavirus has hit all of us hard since the end of last year and the early part of 2020. For 
nearly six months, companies have looked at different ways to raise capital to shore up their 
balance sheets, and convertible issuance has surged as a result. With this as the background, 
David Keetley and Steve McCormick, fund managers in the Polar Capital Global Convertible 
team, recently hosted a webcast to discuss how convertibles have performed during this time 
as well as giving their outlook from here.

David Keetley: There has certainly been a surge of issuance which, as far as we can 
determine, looks set to continue, but new issuance is only part of the story. Convertibles as 
an asset class is currently trading at one of the most attractive levels seen in years. Valuations 
fell in March and while they recovered partially in April and May, they still remain at attractive 
levels but issuance and cheap valuations are still only part of the story. What is interesting 
is that as equity prices fell, convertibles, that were until recently deep in the money, also 
fell, taking them closer to their bond floors. Consequently, today they present a much more 
balanced profile. In other words, they represent true hybrids rather than just being bonds with 
very high equity sensitivities and what’s more, the asset class is growing, presenting a broad 
and attractive opportunity set which we believe will be the case for some time yet as we will 
discuss.  

Before we discuss current opportunities, let’s first talk about the global convertible market 
composition. Today the market has a market cap of about $350bn but it’s worthwhile noting 
it used to be about $450-500bn. Given the refinancing needs we now see, we anticipate the 
market can get back to that size over the next 18-24 months, as it’s quite feasible to anticipate 
this asset class growing 30-40% over that time. We think it is also worth noting that the US, 
being some 60% of the global convertible market, represents an overweight position and 
therefore, if you are going to invest in the convertible market, I’d suggest you want to be 
looking at a fund that has feet on the ground in the US as we have. In terms of sectors, the 
market is also well diversified in all four regions as can be seen from the slide.

Looking at the US, you can see that technology and healthcare represent a large proportion of 
that market and have been a source of great opportunity in issuance for us over the past few 
years.  However, what is interesting over the recent surge  is the amount of issuance away from 
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those sectors and we think that’s particularly important as we anticipate that will continue and 
therefore the opportunity set will broaden going forward.

Now, I’m going to talk about the performance of the asset class year to date. This slide is 
probably my favourite slide in the entire deck but first let me make the obvious point that the 
slide illustrates – convertibles have been a clear outperformer.

Why have convertibles outperformed? And why did convertibles also outperform during the 
last substantial market fall in 2008-09? We also discuss this in an article published on the Polar 
Capital website in early March entitled, Are Convertibles Doing Their Job?.  As we noted there, 
global convertibles have substantially outperformed global equities year to date, protecting 
76% of capital as they participated in only 24% of the market slowdown. But how is that 
possible? What characteristics of a convertible enable that to happen? Well, it’s the bond floor 
and it’s the strength of the bond floor that protects capital on the way down. If you lose less in 
market selloffs, it means you can compound returns from a higher base than equity markets 
and so recover more quickly as the market recovers – we think this slide illustrates that point 
very well.

There’s also another point as to why the convertible market outperformed this time just as it 
did also in 2008-09, and it’s this: the fact that the convertible primary market remained opened 
during the COVID-19 crisis, where other primary markets closed. In other words, for companies 
that were keen or indeed desperate to refinance themselves in the public markets, there was 
really only one opportunity to do so and that was through the convertible primary markets. It 
was the convertible market that was in the driving seat and the convertible investments that 
had the pricing power that forced companies to issue paper cheaply, enabling convertibles 
to outperform in the recovery. I’ll now hand over to Steve to drill down on the convertible 
primary markets in a bit more depth.

Steve McCormick: Thank you, David. I’m going to walk you through what’s going on in the 
convertible primary market, giving you some detail into who is issuing so many convertibles 
and why. The chart below basically tells the whole story, with total issuance probably passing 
$150bn.

Source: Polar Capital & Bloomberg, 29 May 2020. The following indices all show year-to-date price return perfor-
mance in the indices base currencies. Prior to 21 February 2020 the Fund’s benchmark name was Thomson Reuters 
Global Focus Convertible Bond Index. This is a name change only due to a rebranding of company. Past performance 
is not a guide to or indicative of future results. It should not be assumed that recommendations made in the future will 
be profitable or will equal the performance of securities in this document. A list of all recommendations made within 
the immediately preceding 12 months is available upon request.   
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Much of the activity is in the US where May saw the largest issuance ever, well over $20bn. 
In the first six or seven trading days of June we are at $7bn, so we’re on pace to keep up or 
surpass May. The activity seems relentless and I’m going to go through what’s going on and 
why.  

Traditionally, where there’s a spike in issuance, it tends to be liquidity driven, with companies 
selling convertibles opportunistically. This is not opportunistic financing; it’s just the opposite. 
This is needs-based for growth, for rescue, strategic M&A and also some refinancing. By who? 
It’s a wide breadth of sectors; consumer discretionary is the rescue sector with its airlines, 
cruise liners, retailers and restaurants, in addition to the energy sector with oil dropping from 
$70 down to $20. The energy sector has to get its balance sheets in order. Tech, healthcare and 
industrials all played a part in the issuance in the past two months and it is interesting to note 
technology was only the third largest behind consumer discretionary and healthcare in this 
issuance trend. Again, there is a wide range of sectors involved but there’s also a wide range 
of credit quality that talks to the opportunity set we have. We have credits from A- all the way 
down to CCC to explore and try to find interesting opportunities.  

Why is the market so strong and why are corporations using convertibles? There are plenty 
of advantages – two interesting ones are speed and efficiency as we can efficiently tailor a 
convertible to the needs of the corporation. Their coupons are much more affordable than 
high yield; there’s a premium pricing to equities so they’re able to sell their common stock 
at higher levels; and, there’s a volatility the company gets monetised which is embedded 
in the convertible so the higher volatility, the higher the premium they get for their equity. 
Corporations also like to issue convertibles because it broadens the breadth of their investor 
base among high yield players, growth and income, growth and dedicated convertibles. There 
is a renaissance that’s taking place in convertibles so I will drill down into the different sectors 
that we see as the most exciting.

Let’s start by drilling down into the rescue financing deals. As you see from these logos, from 
casinos to cruise liners, to airlines, to retailers, that were not needs-based – this was rescue 
financing. Taking Carnival as an example, it’s a poster child as the first company to come out 
and tap the capital markets with convertibles being involved. They raised $7bn to essentially 
negate the uncertainty of when they were going to start up again. Of this, $1.7bn was a 
convertible yielding 5¾%, and the balance was a straight bond yielding 11½%, so it shows 
you the dynamic of yield per straight bond versus a convertible and then they did some 
common issuance as well. This financing cleared the market at a very advantageous level for 
the investing community, and it put Carnival on the right track to survive for 12-14 months 
without any revenue. So, with that knowledge, the investing community took that as a green 
light and then the stock performed extremely well, with the convertible trading as high as 174. 
That’s the case for many of these rescue financings, but I think the more interesting slide is the 
next one, which are the COVID-19 beneficiaries.

Source: Polar Capital. All opinions and estimates constitute the best judgment of Polar Capital as of the date hereof, 
but are subject to change without notice, and do not necessarily represent the views of Polar Capital. It should not 
be assumed that recommendations made in the future will be profitable or will equal the performance of securities 
in this document. A list of all recommendations made within the immediately preceding 12 months is available up on 
request. 
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Here, we’re not talking about healthcare companies discovering vaccines or care for COVID-19 
patients. We are talking mainly about technology companies involved in trends that have been 
accelerated due to the COVID-19 situation. Teladoc, for example, offers a healthcare consultation 
by telephone; Slack provides workplace collaboration; Rapid7 is a data security business and 
working from home has increased the need for the security by leaps and bounds. 2U provides 
online learning that universities are looking at setting up for the fall, hopefully. The interesting 
point is it’s a business model I did not think worked in February and now they’re getting 
incoming calls for companies, for universities trying to set themselves up to be able to open in 
the fall. It’s interesting to note they did a $750m offering and they’re going to need that money 
for growth with a 2¼% coupon and a 27% premium.

The next chart  talks about why we think this opportunity set is durable, why we think it’s going 
to continue.  

We think pricing is attractive and is going to continue to be so. It’s at its cheapest level in years – 
the average yield right now is 2½% with the average premium 30%, and with the volatility in the 
marketplace, the volatility in credit spreads, we think attractive pricing is here to stay. We see the 
tailwinds of increased volatility in the marketplace on needs-based financing. There’s nothing 
really opportunistic going on and the wall of high yield debt supports ongoing convertible 
issuance, especially given their flexibility in this environment.

Lastly, the profile of a convertible has never looked better and I’ve been doing this for 34 years. 
We’ve had a lot of names that were deep in the money prior to March that have come back to 
a level where they look more like convertibles closer to their floor with a decent premium. The 
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investor base has clearly embraced the new convertible profile, as have the corporates and the 
breadth of sector and breadth of quality is refreshing for us as investors because it enhances 
the number of opportunities we have to make money every day. We believe that the entire 
opportunity set has been reshaped for the asset class.

DK: Many thanks Steve. So, how do investors take advantage of the opportunities we’ve talked 
about and continue to see in the asset class? I’m going to talk about our two funds; firstly, 
the Polar Capital Global Convertible Fund. To recap the Fund’s objectives, it provides capital 
growth and capital protection along with what we believe to be a very attractive 4% income 
yield. In many ways, it’s a straightforward convertible fund, albeit we have feet on the ground 
in the US which many of our international peers don’t have. But it’s also differentiated by the 
depth of fundamental credit analysis we undertake on each of our positions, which is also why 
we believe we can protect capital well at the time of a market selloff. It’s also differentiated by 
its 4% income target – a target we are very confident in meeting – and being able to pay out 
about 1% a quarter. Indeed, through this latest market selloff, one of our objectives was to 
pick up attractive investment grade convertible bonds trading at distressed levels to further 
enhance this yield. 

By way of update to our existing investors, I’d like to briefly comment on some of our most 
notable portfolio changes as you see on the chart below.

We sold our positions in property, specifically in Derwent in the UK, Country Garden in Hong 
Kong and China, given the lack of utility of offices, shopping areas and malls going forward.  
We’ve also sold our position in Alibaba, as commentary developed about a possible delisting 
of Hong Kong or Chinese companies in the US. We have taken profits in our very profitable 
Cellnex position and still own a reduced position size. In Europe, we have taken profits in Viva 
Biotech, a Hong Kong-listed biotech company, and reduced some very attractive profits we’ve 
made in some of our US internet names, Chegg and Slack.

I have to apologise as well, as we too, along with the US, have been able to take advantage 
of some needs-based financing. Specifically, we have bought a convertible from issued by 
Amadeus, who make the software for most airlines, a bond that’s been extremely profitable for 
us, and indeed we may top slice it shortly. We’ve also participated in a mandatory convertible 
for Arcelor with an attractive coupon, purchased a position in Bharti Airtel in India and, as 
Steve has already talked about, 2U Inc, the college facility provider, and Slack.

Source: Polar Capital. 1. As at 29 May 2020. Please note June monthly return performance and year 
to date performance highlighted in red, as at 5 June 2020. Performance figures are quoted net of fees 
and in US Dollars (Class I US$ Acc). Daily return data since Fund launch, 30 August 2013. 2. Upside/
downside participation ratio analysis since Fund Inception, two day rolling basis. The benchmark name 
changed on 21 February 2020 to Refinitiv Global Focus Convertible Bond Index. Prior to 21 February 
2020 the Fund’s benchmark name was Thomson Reuters Global Focus Convertible Bond Index. This is 
a name change only due to a rebranding of company. It should not be assumed that recommendations 
made in the future will be profitable or will equal the performance of securities in this document. A list 
of all recommendations made within the immediately preceding 12 months is available up on request. 
Eurohedge Absolute UCITS Awards 2018. FE Crown Fund Ratings do not constitute investment advice 
offered by FE and should not be used as the sole basis for making any investment decision. All rights 
reserved.
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By way of summary, the Fund has participated in less downside and more upside than its 
benchmark, while still consistently delivering and distributing a peer-beating 1% per quarter 
income, and we don’t see any reason why either this outperformance or yield distribution can’t 
continue going forward.

The Polar Capital Global Absolute Return Fund is a fund we launched at the beginning of last 
year and have been running quietly since, but we now feel the time is right to bang the drum 
a little harder. It is an absolute return fund, seeking to deliver good returns by typically being 
long the convertible and short the underlying equity. Being long/short means we can see 
positive returns regardless of market direction, a characteristic we hope will prove timely to 
investors in these challenged times. This also means we can extract the current cheapness in 
the secondary and primary markets efficiently, while maintaining limited equity exposures. 

Typically, our equity exposure is less than 20% and for the majority of time since the Fund’s 
inception, it’s been around 10%, as it is now. A further advantage of being long convertible/
short equity, is the use of the equity short to hedge the long credit exposure embedded within 
the convertible. This can make for a very effective and relatively cheap credit hedge. We believe 
this Fund is unique in its universe and while it does draw upon some elements of convertible 
arbitrage, it also draws upon the credit fundamental analysis approach used to great effect by 
our global convertible fund.

Finally, while this Fund is clearly seeing good prices generating some good returns, we 
believe those opportunities will be available for some time yet. Indeed, we believe this Fund is 
extremely well placed to take advantage of the renaissance in the convertible market in both 
the attractiveness and cheapness of the primary and secondary markets.

SM: Which brings us to our conclusion. We hope we articulated the change in landscape in the 
convertible market and the opportunity set that its diversification and growth have provided. 
We also want to make sure you take away the durability of this change that we think is 
ongoing. Our product range includes a Global Convertible Fund yielding 4% that has delivered 
more upside and participated in less downside than its benchmark since inception while our 
latest fund is well positioned to take advantage of this new fertile environment.  

Source: Polar Capital. 1. As at 29 May 2020. Please note June monthly return performance and year to date perfor-
mance highlighted in red, as at 5 June 2020. Performance figures are quoted net of fees and in US Dollars (Class I 
US$ Acc). Daily return data since Fund launch, 31 December 2018. 2. Polar Capital Risk Team, 29 May 2020. 3. Actual 
returns are not indicative or a guarantee of future returns.
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This document is provided for the sole use of the intended recipient and it shall not and does not constitute an offer or solicitation of an offer to make an investment into any 
fund managed by Polar Capital. It may not be reproduced in any form without the express permission of Polar Capital and is not intended for private investors. This document 
is only made available to professional clients and eligible counterparties. The law restricts distribution of this document in certain jurisdictions; therefore, persons into whose 
possession this document comes should inform themselves about and observe any such restrictions. It is the responsibility of any person or persons in possession of this 
document to inform themselves of, and to observe, all applicable laws and regulations of any relevant jurisdiction. The information contained in this document is not a financial 
promotion.  It is not designed to contain information material to an investor’s decision to invest in Polar Capital Funds Plc – Global Convertible Fund. SUCH INFORMATION, 
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law by articles D. 533-11 and D.533-13 of the French Code monétaire et financier. This document is not destined for non-professional clients who do not have the experience, 
knowledge or competence needed to take their own investment decisions and correctly evaluate the risks involved. Shares in the Fund should only be purchased by professional 
investors. Any other person who receives this presentation should not rely upon it. The law restricts distribution of this document in certain jurisdictions, therefore, persons into 
whose possession this document comes should inform themselves about and observe any such restrictions.  It is the responsibility of any person or persons in possession of this 
document to inform themselves of, and to observe, all applicable laws and regulations of any relevant jurisdiction. This document does not provide all information material to 
an investor’s decision to invest in the Fund. Before any subscription, it is recommended that you read carefully the most recent prospectus and review the latest financial reports 
published by the Fund. The Key Investor Information Document, full prospectus, articles and latest annual report are freely available upon request from BNP Paribas Securities 
Services, the centralising agent of the Fund in France: BNP Paribas Securities Services, 66, rue de la Victoire, 75009 Paris, France. Contact: Zaher Aridi, Tel: +33(0)1 42 98 50 57.

Please note that the prospectus of Polar Capital Funds plc and the supplement in relation to the Fund are only available in English.

The European Directive on collective investment schemes n° 2009/65/EC dated 13 July 2009 (UCITS) established a set of common rules in order to permit the cross-border 
marketing of collective investment schemes complying with the directive. This common foundation did not prohibit different methods of implementation. This is why a 
European collective investment scheme may be marketed in France even though the activity of such scheme would not respect rules identical to those which are required for the 
approval of this type of product in France. The Fund received an authorisation for marketing in France from the Autorité des Marchés Financiers on 14 January 2014.

Statements/Opinions/Views: All opinions and estimates constitute the best judgment of Polar Capital as of the date hereof, but are subject to change without notice, and do not 
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such information. All sources are Polar Capital unless otherwise stated.
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particular purpose with respect to any data contained herein.  
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may represent only a small percentage of the aggregate portfolio holdings, are subject to change without notice, and may not represent current or future portfolio composition. 
Information on particular holdings may be withheld if it is in the Fund’s best interest to do so. It should not be assumed that recommendations made in future will be profitable 
or will equal performance of the securities in this document. A list of all recommendations made within the immediately preceding 12 months is available upon request. This 
document is not a recommendation to purchase or sell any particular security. It is designed to provide updated information to professional investors to enable them to monitor 
the Fund. 

Benchmarks: The following benchmark indices are used: Refinitiv Global Focus Convertible Bond Index (formerly Thomson Reuters Global Focus Convertible Bond Index). 
These benchmarks are generally considered to be representative of the Global Convertible universe. These benchmarks are broad-based indices which is used for comparative/
illustrative purposes only and have been selected as they are well known and easily recognizable by investors. Please refer to https://www.refinitiv.com/en/financial-data/indices/
convertible-indices for further information on these indices. Comparisons to benchmarks have limitations as benchmarks’ volatility and other material characteristics that may 
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and volatility of the Fund may differ from those of the benchmark. The indices noted in this document are unmanaged, unavailable for direct investment, and are not subject to 
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for all investors. Those in possession of this document must read the Fund’s Prospectus for further information on the use of derivatives. Past performance is not a guide to or 
indicative of future results. Future returns are not guaranteed and a loss of principal may occur. Investments are not insured by the FDIC (or any other state or federal agency), or 
guaranteed by any bank, and may lose value. No investment process or strategy is free of risk and there is no guarantee that the investment process or strategy described herein 
will be profitable. 

Allocations: The strategy allocation percentages set forth in this document are estimates and actual percentages may vary from time-to-time. The types of investments presented 
herein will not always have the same comparable risks and returns. Please see the private placement memorandum for a description of the investment allocations as well as the 
risks associated therewith. Please note that the Fund may elect to invest assets in different investment sectors from those depicted herein, which may entail additional and/or 
different risks. Performance of the Fund is dependent on the Investment Manager’s ability to identify and access appropriate investments, and balance assets to maximize return 
to the Fund while minimizing its risk. The actual investments in the Fund may or may not be the same or in the same proportion as those shown herein.  

Country Specific disclaimers: In the United States the Fund shall only be available to or for the account of U.S. persons (as defined in Regulation S under the United States 
Securities Act of 1933, as amended (the “Securities Act”)) who are “qualified purchasers” (as defined in the United States Investment Company Act of 1940, as amended (the 
“Company Act”)) and “accredited investors” (as defined in Rule 501(a) under the Securities Act). The Fund is not, and will not be, registered under the Securities Act or the 
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securities laws of any of the states of the United States and interests therein may not be offered, sold or delivered directly or indirectly into the United States, or to or for the 
account or benefit of any US person, except pursuant to an exemption from, or in a transaction not subject to, the registration requirements of such securities laws. The securities 
will be subject to restrictions on transferability and resale. The Fund will not be registered under the Company Act.  

Country Specific disclaimers: This document has not been registered as a prospectus with the Monetary Authority of Singapore. Accordingly, this document and any other 
document or material in connection with the offer or sale, or invitation for subscription or purchase, of Shares may not be circulated or distributed, nor may Shares be offered 
or sold, or be made the subject of an invitation for subscription or purchase, whether directly or indirectly, to persons in Singapore other than (i) to an institutional investor 
Pursuant to Section 304 of the Securities and Futures Act, Chapter 289 of Singapore (the “SFA”) or (ii) otherwise pursuant to, and in accordance with the conditions of, any other 
applicable provision of the SFA. The Prospectus and Information Memorandum are available to download at www.polarcapital.co.uk alternatively; you can obtain the latest copy 
from the Polar Capital Investor Relations team. The Fund is a collective investment scheme but is not authorised under Section 104 of the Securities and Futures Ordinance of 
Hong Kong by the Securities and Futures Commission of Hong Kong. Accordingly, the distribution of this document, and the placement of interests in Hong Kong, is restricted. 
This document may only be distributed, circulated or issued to persons who are professional investors under the Securities and Futures Ordinance and any rules made under that 
Ordinance or as otherwise permitted by the Securities and Futures Ordinance

Country Specific disclaimers: Polar Capital LLP (Investment Manager) is exempt from the requirement to hold an Australian financial services licence in respect of the financial 
services it provides to wholesale investors in Australia and is regulated by the Financial Conduct Authority of the UK under UK laws which differ from Australian laws.


