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With the stock market continuing its impressive run pushing valuations to higher levels and rising interest rates putting pressure on bond prices, investors are left wondering where to turn.  Part of the answer may lie in an often-overlooked asset class - convertible bonds. These hybrid securities combine bond-like features with the potential for stock market gains. Like traditional bonds, they typically offer fixed interest payments with the promise to repay the principal at a stated maturity date. But they also give investors the option of converting the bond into a predetermined amount of the issuer's stock. 
Ideally, you would expect a convertible bond to behave more like a stock when stocks go up and more like a bond when stocks go down. If the underlying stock is trading well above the conversion price, the convertible will perform similar to the shares of that stock. If the stock is trading well below the conversion price, the conversion feature has little or no value and the convertible will trade more like a bond.  Due to these unique characteristics, these “hybrid” securities can add diversification and help reduce the volatility in a balanced portfolio.

As you can see in the chart below, while convertibles aren't immune to rising rates, their ties to equity prices have helped them weather interest-rate hikes relatively well.  In addition, rising rates may be the catalyst for additional issuance of convertibles as we have already seen 34 new issues in the U.S. totaling over $11 billion in the first quarter of 2017 (Financial Times 4/5/17).  
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                                 Past performance is no guarantee of future results. Source: Morningstar. 
Disclosure: All expressions of opinion reflect the judgment of the author as of the date of publication and are subject to change. Content should not be regarded as a complete analysis of the subjects discussed or as personalized investment advice. All investment strategies have the potential for profit or loss. References to market performance in publications do not represent the returns achieved by Burgess Chambers & Associates or any of its advisory clients.
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										Return		Annualized		Return		Annualized		Return		Annualized				Annualized		Return		Annualized		Return		Annualized

				Periodic Returns (Annualized)		Analysis Period		# of Months		VXA0		BofA ML All US Convertible Index (VXA0)		S&P 500		S&P 500		V0S1		BofA ML Investment Grade Convertible Index (V0S1)		Barclays Corporate		Barclays Corporate		Barclays Agg		Barclays Aggregate		Barclays Gov't/ Credit		Barclays Gov't/ Credit

						12/21/89 - 
4/30/90		4.33		-1.27%		-3.52%		-2.95%		-8.07%		-0.79%		-2.20%		-2.54%		-6.98%		-1.70%		-5.03%		-2.57%		-7.06%				BofA ML All US Convertible Index (VXA0)		23.71%

						10/8/93 - 
11/18/94		13.63		-2.09%		-1.88%		3.44%		3.08%		0.96%		0.87%		-6.47%		-5.84%		-4.75%		-4.28%		-5.87%		-5.29%				BofA ML Investment Grade Convertible Index (V0S1)		15.85%

						12/31/95 - 
6/13/96		5.43		10.46%		24.61%		9.60%		22.18%		7.42%		17.16%		-4.15%		-8.84%		-2.90%		-6.23%		-3.64%		-7.78%				S&P 500		19.82%

						10/8/98 - 
1/21/00		15.77		82.69%		59.68%		52.68%		38.91%		37.83%		28.30%		-1.77%		-1.38%		-0.73%		-0.57%		-2.23%		-1.74%				Barclays Corporate		-2.42%

						10/31/01 - 
4/1/02		5.07		3.78%		9.33%		8.83%		22.54%		1.74%		4.24%		-1.97%		-4.65%		-1.97%		-4.66%		-2.90%		-6.81%				Barclays Aggregate		-3.14%

						6/3/03 - 
6/28/06		37.37		26.83%		8.05%		35.53%		10.41%		10.43%		3.28%		4.78%		1.53%		5.32%		1.70%		3.64%		1.17%				Barclays Gov't/ Credit		-4.77%

						12/30/08 - 
6/10/09		5.40		23.19%		60.00%		6.78%		15.92%		12.96%		31.59%		4.67%		10.84%		-0.47%		-1.06%		-2.25%		-5.01%

						10/6/10 - 
2/16/11		4.43		12.86%		39.38%		16.01%		50.31%		8.55%		25.24%		-2.72%		-7.30%		-2.47%		-6.62%		-3.51%		-9.34%

						7/24/12 - 
4/29/14		6.57		14.76%		21.74%		15.10%		23.82%		9.70%		19.35%		1.25%		2.49%		-0.34%		0.39%		-0.48%		0.26%

						7/8/16 - 
2/14/17						19.77%				19.06%				30.64%				-4.12%				-5.08%				-6.12%

								Average Monthly Return				1.75%				1.48%				0.91%				-0.09%				-0.10%				-0.20%		need to put in the "return" #s in columns E, G, I, K, M, O

								Average Annualized Return				23.71%				19.82%				15.85%				-2.42%				-3.14%				-4.77%

						* Rising Interest Rates on 10-Year Treasury, 12/31/88 through 2/15/13
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										Return		Annualized		Return		Annualized		Return		Annualized								Annualized								Annualized		Return		Annualized		Return		Annualized

				Periodic Returns (Annualized)		Analysis Period		# of Months		VXA0		BofA ML All US Convertible Index (VXA0)		S&P 500		S&P 500		V0S1		BofA ML Investment Grade Convertible Index (V0S1)		Vanguard REIT		Vanguard REIT		Fidelity Real Estate		Fidelity Real Estate Investment		Alerian MLP		Alerian MLP		Barclays Corporate		Barclays Corporate		Barclays Agg		Barclays Aggregate		Barclays Gov't/ Credit		Barclays Gov't/ Credit

						12/21/89 - 4/30/90		4.33		-1.27%		-3.52%		-2.95%		-8.07%		-0.79%		-2.20%						-2.13%		-5.87%						-2.54%		-6.98%		-1.70%		-5.03%		-2.57%		-7.06%

						10/8/93 - 11/18/94		13.63		-2.09%		-1.88%		3.44%		3.08%		0.96%		0.87%						-12.06%		-10.92%						-6.47%		-5.84%		-4.75%		-4.28%		-5.87%		-5.29%

						12/31/95 - 6/13/96		5.43		10.46%		24.61%		9.60%		22.18%		7.42%		17.16%						4.71%		10.59%		3.98%		8.90%		-4.15%		-8.84%		-2.90%		-6.23%		-3.64%		-7.78%

						10/8/98 - 1/21/00		15.77		82.69%		59.68%		52.68%		38.91%		37.83%		28.30%		9.08%		6.98%		10.83%		8.31%		3.19%		2.47%		-1.77%		-1.38%		-0.73%		-0.57%		-2.23%		-1.74%

						10/31/01 - 4/1/02		5.07		3.78%		9.33%		8.83%		22.54%		1.74%		4.24%		17.40%		46.99%		16.07%		43.04%		-1.53%		-3.63%		-1.97%		-4.65%		-1.97%		-4.66%		-2.90%		-6.81%

						6/3/03 - 6/28/06		37.37		26.83%		8.05%		35.53%		10.41%		10.43%		3.28%		94.93%		24.27%		102.82%		25.89%		57.96%		16.05%		4.78%		1.53%		5.32%		1.70%		3.64%		1.17%

						12/30/08 - 6/10/09		5.40		23.19%		60.00%		6.78%		15.92%		12.96%		31.59%		-3.07%		-6.77%		-4.29%		-9.40%		39.43%		111.46%		4.67%		10.84%		-0.47%		-1.06%		-2.25%		-5.01%

						10/6/10 - 2/16/11		4.43		12.86%		39.38%		16.01%		50.31%		8.55%		25.24%		10.62%		31.91%		11.50%		34.81%		12.97%		39.75%		-2.72%		-7.30%		-2.47%		-6.62%		-3.51%		-9.34%

						7/24/12 - 4/29/14		6.57		14.76%		21.74%		15.10%		23.82%		9.70%		19.35%		8.10%		14.80%		8.51%		15.58%		13.62%		25.39%		1.25%		2.49%		-0.34%		0.39%		-0.48%		0.26%

						7/8/16-2/14/17						19.77%				19.06%				30.64%																-4.12%				-5.08%				-6.12%

								Average Monthly Return				1.75%				1.48%				0.91%				1.40%				1.39%				1.32%				-0.09%				-0.10%				-0.20%

								Average Annualized Return				23.71%				19.82%				15.85%				19.70%				12.45%				28.63%				-2.42%				-3.14%				-4.77%

										BofA ML All US Convertible Index (VXA0)		23.71%

										BofA ML Investment Grade Convertible Index (V0S1)		15.85%

										S&P 500		19.82%

										Barclays Corporate		-2.42%

										Barclays Aggregate		-3.14%

										Barclays Gov't/ Credit		-4.77%

						* Rising Interest Rates on 10-Year Treasury, 12/31/88 through 2/15/13
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