
We have recently found institutional investors increasingly interested in a new or larger  
allocation to convertible securities. With a blend of bond- and equity-like characteristics,  
convertible securities offer multifaceted positioning potential.  

Overview: Our research has shown that by replacing the lower quality tiers of a high-yield allocation with 
balanced convertible securities, the risk/return profile may improve, the industry diversification may broaden, 
and market drawdowns may decrease.

Opportunities within convertible securities

•“Balanced” convertibles currently represent a potentially 
attractive subset of the convertible securities market, as 
we believe that they are neither too equity sensitive nor 
too bondlike. Typically, these securities trade within a 
range of 40%–80% delta (measure of equity sensitivity)  
to the underlying equity and are priced around par value. 

•Following a prolonged period of high equity sensitivity  
in the convertible universe, we have seen the market’s  
delta come down in early 2022 due to increased market 
volatility. As a result, there is a sizeable portion of balanced 
convertibles. Furthermore, a significant portion of new 
issues from the 2020–2021 period has been trading at steep 
discounts to par, potentially creating more opportunities in 
the balanced space. We believe balanced convertibles can 
provide investors a way to capture the upside of an equity 
rally on a risk-adjusted basis and a way to cushion the 
impact when their underlying equities lose value.

•Convertibles may provide diversification in sector,  
style, and market capitalization, particularly relative  
to high yield. 

Opportunities within high yield

•The upper quality tiers of the high-yield market have  
tripled in dollar value since 2002, creating new investment 
opportunities within the space. Additionally, BB-rated  
securities represent an inefficient corridor between  
investment grade and high yield, in our view, potentially 
creating mispriced opportunities within the corporate 
bond market. Historical data shows that BB-rated corpo-
rate bonds may offer a compelling risk/return profile.

•However, the lower-quality tiers of the high-yield market, 
specifically CCC and split-rated CCCs, typically have a higher 
default rate, comprise more of the high-beta sectors like  
energy and retail, and have lower risk-adjusted returns.
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Risk/return statistics (Nov 2009–Dec 2021) Annual mean 
return

Standard  
deviation

Information 
ratio

Maximum 
drawdown

ICE BofA Total Return U.S. Convertible Index* 13.50% 11.83% 1.14 -16.89%

CCC High Yield 7.75 10.30 0.75 -22.00

B High Yield 6.96 6.60 1.06 -12.97

BB High Yield 7.82 6.01 1.30 -10.48

* Representative of the “balanced” part of the U.S. convertible universe. The ICE BofA Total Return U.S. Convertible Index is a subset of ICE BofA U.S. Convertible 
Index including securities with a delta greater than or equal to 0.4 and less than 0.8.

Data as of 12/31/21. For illustrative purposes only.

CCC High Yield, B High Yield, and BB High Yield represent segments by credit quality based on components of the Bloomberg U.S. High Yield Index. Past  
performance is not a guarantee of future results. Indexes are unmanaged and used as a broad measure of market performance. It is not possible to invest  
directly in an index.

Against this backdrop, we believe that there are absolute 
and relative return opportunities in the U.S. convertible 
market (specifically in the balanced part of the market) 
as well as in the upper tier of the high-yield market (largely 
BBs). By replacing the lower-quality tiers of a high-yield  
allocation with balanced convertible securities, the risk/
return profile may improve, the industry diversification 
may broaden, and market drawdowns may decrease, in 
our view.

Given our experience in managing customized client solu-
tions, specifically within this area, we can create a portfolio 
that includes a customized blend of convertible and  
high-yield issues to help suit the desired risk/return profile. 

We see a compelling opportunity in the convertibles asset 
class and would like to tell you more about our proposed 
solutions and the track record of our strategies. Please 
contact us to arrange a discussion. 

For use with institutional investors and investment professionals.
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3-year return 5-year return 10-year return

Custom High Yield and Balanced Convertibles Index
JPMorgan Developed High Yield index

1-year return

Return:  12% decrease
Risk:*  20% increase

Return:  26% increase
Risk:*  1% increase

Return:  26% increase
Risk:*  2% increase

Return:  14% increase
Risk:*  no increase

1Risk represents standard deviation. Past performance is not a guarantee of future results. Indexes are unmanaged and used as a broad measure of market 
performance. It is not possible to invest directly in an index. 

Sources: Putnam, J.P. Morgan. Data as of 12/31/21. Please see page 3 for full disclosures.

Replacing lower-quality high yield with balanced convertibles could potentially increase return (total and  
risk/adjusted) without meaningfully impacting risk (standard deviation and drawdown) over time.

Annualized returns gross of fees as of 12/31/21
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Sharpe ratio Standard deviation (%) Max drawdown

Risk/return statistics 1-year 3-year 5-year 10-year 1-year 3-year 5-year 10-year 1-year 3-year 5-year 10-year

Custom HY + Balanced 
Convertibles Index 1.78 1.03 0.86 1.09 2.90 9.61 7.80 6.67 1.39 13.59 13.59 13.59

JPMorgan Developed  
High Yield Index 2.44 0.81 0.66 0.95 2.41 9.49 7.67 6.66 1.19 14.26 14.26 14.26

ICE BofA U.S. Convertible Index 0.72 1.43 1.16 1.17 8.71 16.31 13.69 11.38 3.55 15.98 15.98 15.98

Sources: Putnam, J.P. Morgan. Data as of 12/31/21. The Custom High Yield and Balanced Convertibles Index represents the total return performance of 
the JPMorgan Developed High Yield Index with the split-B and CCC securities replaced with the total return performance of the ICE BofA Total Return U.S. 
Convertible Index. The blend is reallocated daily based on the market value weights of the split-B and CCC securities held by the JPMorgan Developed High 
Yield Index. Information has been obtained from sources believed to be reliable, but J.P. Morgan does not warrant its completeness or accuracy. The Index 
is used with permission. The Index may not be copied, used, or distributed without J.P. Morgan’s prior written approval. Copyright 2022, J.P. Morgan Chase & 
Co. All rights reserved. Past performance is not a guarantee of future results. Indexes are unmanaged and used as a broad measure of market performance. 
It is not possible to invest directly in an index.
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Convertible securities prices may fall or fail to rise over time for several 
reasons, including general financial market conditions, changing 
market perceptions (including perceptions about the risk of default 
and expectations about monetary policy or interest rates), changes in 
government intervention in the financial markets, and factors related to a 
specific issuer or industry. These and other factors may lead to increased 
volatility and reduced liquidity in the portfolio holdings. These risks are 
generally greater for convertible securities issued by small and/or midsize 
companies. Convertible securities’ prices may be adversely affected by 
underlying common stock price changes. While convertible securities 
tend to provide higher yields than common stocks, the higher yield may 
not protect against the risk of loss or mitigate any loss associated with a 
convertible security’s price decline. Convertible securities are subject to 
credit risk, which is the risk that an issuer of the portfolio’s investments may 
default on payment of interest or principal. Credit risk is generally greater 
for below-investment-grade convertible securities. Convertible securities 
may be less sensitive to interest-rate changes than non-convertible bonds 
because of their structural features (e.g., convertibility, “put” features). 
Investors should carefully consider the risk involved before deciding to 
invest. As with any investment, there is a potential for profit as well as the 
possibility of loss.

This communication is prepared for use with institutional investors and 
investment professionals and is provided for limited purposes. By receiving 
and reviewing this material, the recipient acknowledges the following: This 
material is a general communication being provided for informational and 
educational purposes only. It is not designed to be a recommendation of 
any specific investment product, strategy, or decision, and is not intended 
to suggest taking or refraining from any course of action. The material was 
not prepared, and is not intended, to address the needs, circumstances, 
and objectives of any specific institution, plan, or individual(s). Putnam 
is not providing advice in a fiduciary capacity under applicable law in 
providing this material, which should not be viewed as impartial, because 
it is provided as part of the general marketing and advertising activities of 
Putnam, which earns fees when clients select its products and services. The 
views and strategies described herein may not be suitable for all investors. 
Prior to making any investment or financial decisions, any recipients of this 
material should seek individualized advice from their personal financial, 
legal, tax, and other professional advisors that takes into account all of 
the particular facts and circumstances of their situation. Unless otherwise 
noted, Putnam is the source of all data. Information and data contained in 
this material are subject to change. Actual results could differ materially from 
those anticipated. Predictions, opinions, and other information contained in 
this material are subject to change. Any forward-looking statements speak 
only as of the date they are made, and Putnam assumes no duty to update 
them. Forward-looking statements are subject to numerous assumptions, 
risks, and uncertainties. Actual results could differ materially from those 
anticipated. All investments involve risk, and investment recommendations 
will not always be profitable. Putnam Investments does not guarantee any 
minimum level of investment performance or the success of any investment 
strategy. Past performance is no guarantee of future results. This material 

may not be reprinted, sold, or redistributed in whole or in part without the 
express written consent of Putnam Investments. The information provided 
relates to Putnam Investments and its affiliates, which include The Putnam 
Advisory Company, LLC and Putnam Investments Limited®.

Issued in the United Kingdom by Putnam Investments Limited®. Putnam 
Investments Limited is authorized and regulated by the Financial Conduct 
Authority (FCA). For the activities carried out in Germany, the German 
branch of Putnam Investments Limited holds a permit as a financial 
investment broker in accordance with Sec. 34f para. 1 sentence no. 1 of the 
German Trade Ordinance and is registered under the registration number 
D-F-16077N8-19 in the publicly available broker register. Putnam Investments 
Limited is also permitted to provide cross-border investment services to 
certain EEA member states. In Europe, this material is directed exclusively 
at professional clients and eligible counterparties (as defined under the FCA 
Rules, or the German Securities Trading Act (Wertpapierhandelsgesetz) or 
other applicable law) who are knowledgeable and experienced in investment 
matters. Any investments to which this material relates are available only 
to or will be engaged in only with such persons, and any other persons 
(including retail clients) should not act or rely on this material. Furthermore 
this material is only intended for the recipient receiving it directly from 
Putnam Investments Limited and should not be forwarded to, or relied upon 
by, the recipient’s underlying clients.

Prepared for use with wholesale investors in Australia by Putnam 
Investments Australia Pty Limited, ABN 50 105 178 916, AFSL No.247032. 
This material has been prepared without taking account of an investor’s 
objectives, financial situation and needs. Before deciding to invest, investors 
should consider whether the investment is appropriate for them. 

Prepared for use in Canada by Putnam Investments Canada ULC (o/a Putnam 
Management in Manitoba). Where permitted, advisory services are provided 
in Canada by Putnam Investments Canada ULC (o/a Putnam Management in 
Manitoba) and its affiliate, The Putnam Advisory Company, LLC.

BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. 
and its affiliates (collectively “Bloomberg”). Bloomberg or Bloomberg’s 
licensors own all proprietary rights in the Bloomberg Indices. Neither 
Bloomberg nor Bloomberg’s licensors approve or endorse this material, or 
guarantee the accuracy or completeness of any information herein, or make 
any warranty, express or implied, as to the results to be obtained therefrom, 
and to the maximum extent allowed by law, neither shall have any liability or 
responsibility for injury or damages arising in connection therewith.

ICE Data Indices, LLC (“ICE BofAML”), used with permission. ICE BofAML 
permits use of the ICE BofAML indices and related data on an “as is” basis; 
makes no warranties regarding same; does not guarantee the suitability, 
quality, accuracy, timeliness, and/or completeness of the ICE BofAML indices 
or any data included in, related to, or derived therefrom; assumes no liability 
in connection with the use of the foregoing; and does not sponsor, endorse, 
or recommend Putnam Investments, or any of its products or services.
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