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Source: Morningstar. 1S&P 500. 2ICE BofA All Convertibles-All Qualities Index. 3Russell 2000® Index. 4ICE BofA U.S. High Yield Index. 5Bloomberg Barclays U.S. Aggregate Bond Index. 
Standard deviation measures the dispersion of data from the mean. Applied to a rate of return, standard deviation is an indication of an investment’s volatility. 
Past performance is not a reliable indicator or guarantee of future results. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct 
investment. The historical data from Bloomberg shown are for illustrative purposes only and do not represent any specific portfolio managed by Lord Abbett or any particular investment.

Convertibles:  
What’s Driving Investor Interest?
Our experts have identified three themes that underscore the potential appeal of convertible bonds in 
the current market.
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Figure 1. Convertibles Have Delivered Competitive Returns vs. Equities—with Less Risk
Average annualized return and risk (standard deviation) for the indicated indexes for the trailing 25 years through December 31, 2020
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In a recent webinar with investors, a panel of Lord Abbett experts, including Portfolio Managers  
Alan Kurtz and Jeremy Lehmann and Director and Portfolio Specialist Don Annino, reviewed the 
recent action in the convertible bond1 market—and identified three themes that may make these 
securities a potentially attractive choice for investors. 

1. A Strong Showing in a Difficult Year
For an asset class that has often been overshadowed by its “parents”—equities and bonds—convert-
ibles attracted a lot of investor attention, and buying, in 2020. The benchmark ICE BofA All Convert-
ibles-All Qualities Index returned 46%, according to Bloomberg data. The growing investor attention 
was also evidenced by robust convertible issuance, which reached a two-decade high of $106 billion 
in 2020, based on data from ICE Data Indices. (The trend has continued in 2021, with nearly $9 billion 
issued through mid-February.) 

We think it’s worth taking a closer look at that issuance. Part of it came from the secular growth com-
panies in technology and healthcare that have been a staple of the convertible bond market for the 
past decade. But there was also a significant amount of issuance from industries that were in the 
crosshairs of the COVID-19 pandemic—for example, airlines, cruise line operators, and brick-and-
mortar retail companies. Looking to the rest of 2021, as vaccines are distributed, and economies 
around the world begin to reopen, we think these industries have the potential to generate earnings 
at a much greater scale than they were able to do before the shutdown. With the increased diversity of 
industries represented in the market, we think that the convertible asset class has the potential to 
perform well in a reopening environment.

One other noteworthy feature of convertibles’ performance in 2020 was how they held up during the 
worst of the COVID-fueled market sell-off in the early part of the year. We have long pointed to the 
historical resilience of the asset class, as measured by its downside capture during large market sell-
offs. Convertibles’ performance in 2021 certainly fit in with the long-term trend (see Figure 2).

Source: Bloomberg. Max intra-year declines, starting January 1, 1990. Start dates inclusive. Downside capture: The downside capture ratio measures an index’s 
performance in down markets relative to a particular benchmark. The historical data are for illustrative purposes only, do not represent the performance of any specific 
portfolio managed by Lord Abbett or any particular investment, and are not intended to predict or depict future results. Indexes are unmanaged, do not reflect the deduc-
tion of fees or expenses, and are not available for direct investment. Past performance is not a reliable indicator or guarantee of future results.

Max S&P 500 
Drawdown Period S&P 500 Index Return

ICE BofA All 
Convertible,  

All Qualities Index 
Return

Convertibles
Downside 

Capture
10/09/2007 - 03/09/2009 -55.2% -42.8% 78%

03/24/2000 - 10/09/2002 -47.4% -38.5% 81%

02/20/2020 - 03/23/2020 -33.8% -26.8% 79%

Average Downside Capture for Converts versus the S&P 500: 67%

07/16/1990 - 10/11/1990 -19.2% -16.8% 88%

09/20/2018 - 12/24/2018 -19.4% -12.2% 63%

07/17/1998 - 08/31/1998 -19.2% -15.0% 78%

04/29/2011 - 10/03/2011 -18.6% -16.8% 90%

04/23/2010 - 07/02/2010 -15.6% -9.7% 62%

11/27/2002 - 03/11/2003 -14.2% 0.2% -1%
11/03/2015 - 02/11/2016 -12.7% -13.9% 109%

05/21/2015 - 08/25/2015 -11.9% -9.0% 76%

07/16/1999 - 10/15/1999 -11.8% -5.3% 45%

10/07/1997 - 10/27/1997 -10.8% -4.7% 44%

01/02/1990 - 1/30/1990 -10.0% -4.6% 46%

01/26/2018 - 02/08/2018 -10.1% -6.2% 61%

Figure 2. Historically, Convertible Bonds Have Outperformed Equities in Market Declines

https://www.lordabbett.com/en/culture/biographies.alan-kurtz.html
https://www.lordabbett.com/en/culture/biographies.jeremy-lehmann.html
https://www.lordabbett.com/en/culture/biographies.donald-annino.html
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2. A Strong Historical Track Record
As we said before, an increasing number of investors appear to have taken notice of “converts” after their stellar showing in 2020. But what 
about the longer term? Convertibles have had an impressive run over the past quarter century, in our view. The asset class historically has 
delivered returns competitive with equity indexes with significantly less volatility (see Figure 1 on first page).

3. Potentially Attractive Positioning for the Future
One other compelling feature of convertibles, in our view, is that the asset class can potentially provide investors with exposure to attrac-
tively positioned growth companies, but with a measure of potential downside protection. Figure 3 shows the recent style composition of 
the ICE BofA All Convertibles-All Qualities Index, coupled with its downside/upside capture versus underlying equities over the five years 
through December 31, 2020.

Upside/downside capture versus underlying equities for the  
five years through December 31, 2020

Value  
25.6%

Core 
19.2%

Growth 
54.0%

Figure 3. Convertibles Offer Exposure to Growth with Potential Risk Mitigation

Style composition for underlying equity issues 
as of December 31, 2020

71%

28%

5 year

Upside Capture Downside Capture

Sources: ICE Data Indices, LLC, Lord Abbett. Past performance is not a reliable indicator or guarantee of future results. The historical data shown are for illustrative purposes only and do not represent any specific 
portfolio managed by Lord Abbett or any particular investment. Convertibles as represented by the ICE BofA U.S. Convertibles Index. Data is the average of the monthly upside capture and downside capture of the ICE BofA U.S. 
Convertibles Index vs. the underlying equities’ returns

In our view, the performance of the convertibles market has been paced by securities issued by what we believe are the next wave of inno-
vative, fast-growing companies. Interestingly, this potentially attractive tilt toward growth has happened without exposure to mega-cap 
technology companies— i.e., Facebook, Microsoft, Amazon, Netflix, Google, and Apple—none of which have convertible bonds currently 
outstanding. In fact, the convertible universe most closely aligns to mid-cap-sized companies (40% of the market, according to ICE Data 
Indices), with small-cap and large-cap representing smaller shares, offering a potentially attractive element of diversification.
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1As a reminder, a convertible bond is a fixed-income instrument that allows the holder to convert the bond into 
equity under specific conditions. The basic structure of a convertible bond gives the holder the option to hold the 
bond until maturity and receive cash par value, or to convert the bond into a specified number of shares of stock 
of the same company.
A Note about Risk: Convertible securities are subject to the risks affecting both equity and fixed-income securi-
ties, including market, credit, liquidity, and interest-rate risk. Convertible securities tend to be more volatile than 
other fixed- income securities, and the markets for convertible securities may be less liquid than markets for 
common stocks or bonds. High-yield, lower-rated convertible securities carry increased risks of price volatility, 
illiquidity, and the possibility of default in the timely payment of interest and principal.
No investing strategy can overcome all market volatility or guarantee future results. 
Forecasts and projections are based on current market conditions and are subject to change without notice. 
Projections should not be considered a guarantee.
This article may contain assumptions that are “forward-looking statements,” which are based on certain assump-
tions of future events. Actual events are difficult to predict and may differ from those assumed. There can be no 
assurance that forward-looking statements will materialize or that actual returns or results will not be materially 
different from those described here.
Statements concerning financial market trends are based on current market conditions, which will fluctuate. 
There is no guarantee that markets will perform in a similar manner under similar conditions in the future.

Glossary of Terms
Downside/Upside capture: These ratios measures a manager’s performance in down or up markets relative to 
a particular benchmark. A down market is one in which the market’s quarterly (or monthly) return is less than zero; 
an up market is greater than zero. For example, a downside capture ratio of 50% means that the portfolio’s value 
fell half as much as its benchmark index during down markets.
The Bloomberg Barclays U.S. Aggregate Bond Index represents securities that are SEC-registered, taxable, 
and dollar denominated. The index covers the U.S. investment-grade, fixed-rate bond market, with index compo-
nents for government and corporate securities, mortgage pass-through securities, and asset-backed securities.
Bloomberg Barclays Index Information:
Source: Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service mark of Bloomberg Finance 
L.P. and its affiliates (collectively “Bloomberg”). BARCLAYS® is a trademark and service mark of Barclays Bank 
Plc (collectively with its affiliates, “Barclays”), used under license. Bloomberg or Bloomberg’s licensors, including 
Barclays, own all proprietary rights in the Bloomberg Barclays Indices. Neither Bloomberg nor Barclays approves 
or endorses this material, or guarantees the accuracy or completeness of any information herein, or makes 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.

The ICE BofA U.S. High Yield Index is a capitalization-weighted index of all U.S. dollar-denominated, below-
investment- grade, corporate debt publicly issued in the U.S. domestic market.
The ICE BofA All Convertibles-All Qualities Index contains issues that have a greater than $50 million 
aggregate market value. The issues are U.S. dollar-denominated, sold into the U.S. market and publicly traded 
in the United States.
The ICE BofA U.S. Convertible Index contains issues that have a greater than $50 million aggregate market 
value. The issues are U.S. dollar-denominated, sold into the U.S. market and publicly traded in the United States.
ICE BofA Index Information:
Source ICE Data Indices, LLC (“ICE”), used with permission. ICE PERMITS USE OF THE ICE BofA 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 BofA 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 LORD ABBETT, OR ANY OF ITS PRODUCTS 
OR SERVICES.
The Russell 2000® Index measures the performance of the 2,000 smallest companies in the Russell 3000® 
Index, which represents approximately 10% of the total market capitalization of the Russell 3000® Index.
The S&P 500® Index is widely regarded as the standard for measuring large cap U.S. stock market performance 
and includes a representative sample of leading companies in leading industries. 
Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.
The information provided herein is not directed at any investor or category of investors and is provided solely as 
general information about our products and services and to otherwise provide general investment education. No 
information contained herein should be regarded as a suggestion to engage in or refrain from any investment-
related course of action as Lord, Abbett & Co LLC (and its affiliates, “Lord Abbett”) is not undertaking to provide 
impartial investment advice, act as an impartial adviser, or give advice in a fiduciary capacity with respect to the 
materials presented herein.  If you are an individual retirement investor, contact your financial advisor or other 
non-Lord Abbett fiduciary about whether any given investment idea, strategy, product, or service described herein 
may be appropriate for your circumstances.
The opinions in Market View are as of the date of publication, are subject to change based on subsequent develop-
ments, and may not reflect the views of the firm as a whole. The material is not intended to be relied upon as a forecast, 
research, or investment advice, is not a recommendation or offer to buy or sell any securities or to adopt any investment 
strategy and is not intended to predict or depict the performance of any investment. Readers should not assume that 
investments in companies, securities, sectors, and/or markets described were or will be profitable. Investing involves 
risk, including possible loss of principal. This document is prepared based on the information Lord Abbett deems 
reliable; however, Lord Abbett does not warrant the accuracy and completeness of the information. Investors should 
consult with a financial advisor prior to making an investment decision.

Investors should carefully consider the investment objectives, risks, charges, and expenses of the Lord Abbett funds. This and other important information is 
contained in each fund’s summary prospectus and/or prospectus. To obtain a prospectus or summary prospectus on any Lord Abbett mutual fund, contact your 
investment professional or Lord Abbett Distributor LLC at 888-522-2388, or visit us at lordabbett.com. Read the prospectus carefully before you invest.
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