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For much of the past decade, investors could reasonably overlook convertible bonds. Equity markets rose strongly, 

traditional fixed income offered little income, and the hybrid characteristics of the asset class could appear less compelling 

than a straightforward allocation to either stocks or bonds.  

 

However, many of those headwinds have reversed. Markets today face a less settled mix of growth, inflation, policy and 

geopolitical risks, heralding a higher volatility backdrop. A significant new issuance calendar with better structures and 

sectorial dynamics is widening the available opportunity set.  

 

In this environment, we believe convertibles merit renewed attention, and the recent performance of the asset class 

indicates this as we notice a much higher participation to the equity upside combined with a better capital preservation 

backdrop. 

 

Chart 1: Balanced global convertibles vs global equities and investment grade bonds – Total return 

 

 
Source: Bloomberg, 31 July 2026. Normalised to 100. FTSE Global Focus Convertible Hedge Index USD, iShares iBoxx USD Investment 

Grade Corporate Bond ETF and MSCI World index. Past performance is not a guide to future results. 

 

A more supportive income backdrop 

The higher-rate environment has changed the composition of the convertible market. During the era of exceptionally low 

interest rates, many new issues were structured with minimal coupons and were valued primarily for their equity optionality. 

More recently, the income component of the asset class has become more meaningful, particularly among balanced 

convertibles. 

 

That matters because the bond element can provide carry and, subject to issuer creditworthiness, a degree of support when 

equity markets weaken. At the same time, the embedded option preserves the potential to participate in equity upside. This 

combination can create a more balanced risk and return profile than an allocation consisting solely of equities or 

conventional bonds, particularly when considering some of the compelling growth dynamics of some of the issuers. 

 

 



Convexity has become more relevant 

The investment case for convertibles is closely linked to convexity. A balanced convertible bond can participate as the issuer’s 

share price rises, while its bond characteristics may become more relevant when the share price falls. In simple terms, the 

objective is not to eliminate losses, but to seek a more favourable balance between upside participation and downside 

resilience. 

 

This feature can be particularly valuable in a market environment marked by abrupt changes in sentiment. Policy 

announcements, geopolitical developments, fiscal concerns and elevated equity valuations have all contributed to periods 

of sharp cross-asset repricing. We would not characterise this as proof of a permanently higher-volatility regime. However, 

compared with the unusually calm conditions that prevailed for parts of the previous decade, markets appear more 

vulnerable to episodic shocks. 

 

This increased volatility is generally beneficial for the asset class, from both the increasing value of the convertible but also 

where a portfolio holds genuinely balanced issues and is actively managed, changing equity sensitivity can create 

opportunities to rebalance exposure as markets move. 

 

A larger and more diverse primary market 

Supply is an important part of the current opportunity. A healthy primary market does more than increase the headline size 

of the asset class: it refreshes the universe, introduces new issuers and sectors, and gives investors more choice across 

credit quality, maturity, coupon and equity sensitivity. 

 

Recent issuance has been supported by companies seeking to finance investment, refinance existing debt and preserve 

flexibility in their capital structures. For issuers, convertibles can lower immediate cash-interest costs relative to straight debt 

while limiting dilution relative to an immediate equity raise. For investors, new deals can offer access to structures and 

businesses that may not otherwise be available in the secondary market. 

 

Chart 2 and 3: Convertible issuance (USD bn) 

 

 
*Figure for 2026 is annualised. 

Source: Redwheel, FTSE, Bloomberg, Reuters, UBS data as at 31 July 2026. The information shown above is for illustrative purposes 

only. 

 

 

 

 



Accessing growth themes with a different risk profile 

The expansion of artificial intelligence, cloud infrastructure, data centres and related technology investment is also 

influencing convertible issuance. Growth-oriented businesses often have substantial funding needs and may favour a 

convertible structure that combines debt financing with future equity participation. 

 

For investors, this can create a way to gain exposure to long-term growth themes without making a wholly equity-like 

allocation. Recent issuance from AI-cloud and data-centre-related companies illustrates the role convertibles can play in 

financing the infrastructure behind these themes. These can offer great ways to access the potential long-term benefits of 

AI while mitigating the downside given the valuations that some companies may be experiencing could be considered too 

high particularly if the growth were not to materialise in the expected timeframe. 

 

Beyond a narrow equity market 

A further reason to revisit convertibles is their potential role in reducing reliance on a small number of dominant equity-

market names. Global equity returns have been heavily influenced by a concentrated group of mega-cap companies. While 

those businesses remain important, a portfolio tied too closely to a narrow leadership group can become more exposed to 

valuation risk and changes in market breadth. 

 

The convertible universe provides access to a wider range of companies, including mid-cap growth businesses across 

technology, healthcare, industrials, consumer and other sectors. This does not mean convertibles will necessarily 

outperform in every market. A prolonged rally led by the largest equities can favour a conventional equity index. But if 

leadership broadens, a diversified convertible portfolio may offer exposure to areas of the market that are less well 

represented in mega-cap benchmarks. 

 

A distinct role in asset allocation 

Convertibles should not be regarded merely as a mechanical blend of equities and bonds. Their behaviour changes with the 

underlying share price, interest rates, credit spreads, volatility and the individual terms of each security. That can make them 

a useful source of diversification, but it also means they need a clear role within a portfolio, particularly when volatility is 

elevated. 

 

For some investors, the asset class may sit alongside equity allocations as a way to seek growth with a potentially more 

balanced profile. For others, it may complement fixed income by adding equity optionality. A dedicated allocation can also 

be appropriate where investors want to assess the hybrid opportunity set on its own merits. 

 

The right position will depend on an investor’s objectives, risk tolerance, liquidity needs and governance framework. What 

is increasingly difficult to argue, in our view, is that convertibles can be assessed solely through an equity or bond lens. 

 

A timely moment to reassess 

In conclusion, we feel the turning point has been realised after a long period of muted performance. Balanced convertibles 

are once again delivering meaningful equity participation while outpacing investment grade credit, and providing enhanced 

reward characteristics driven by several aspects including:  

• More meaningful Income component  

• Return of Volatility and the value of convexity in an episodic market backdrop 

• Broadening equity leadership and the opportunity to diversify concentrated equity exposure 

• Expanding primary market 

• Risk-managed exposure to secular high-growth themes 

Based on this we feel balanced convertibles are once again a relevant and powerful tool for today’s asset allocation 

challenges. 

 

 
 



CONTACT US  

Please contact us if you have any questions or would like to discuss any of our strategies.  

E invest@redwheel.com  | W www.redwheel.com  

 

Key Information 

No investment strategy or risk management technique can guarantee returns or eliminate risks in any market environment. 

Past performance is not a guide to the future. The prices of investments and income from them may fall as well as rise and 

investors may not get back the full amount invested. Forecasts and estimates are based upon subjective assumptions about 

circumstances and events that may not yet have taken place and may never do so. The statements and opinions expressed 

in this article are those of the author as of the date of publication, and do not necessarily represent the view of Redwheel. 

This article does not constitute investment advice and the information shown is for illustrative purposes only. 

 

Disclaimer 

Redwheel ® and Ecofin ® are registered trademarks of RWC Partners Limited (“RWC”). The term “Redwheel” may include any 

one or more Redwheel branded regulated entities including, RWC Asset Management LLP which is authorised and regulated 

by the UK Financial  Conduct Authority and the US Securities and Exchange Commission (“SEC”); RWC Asset Advisors (US) 

LLC, which is registered with the SEC;  RWC Singapore (Pte) Limited, which is licensed as a Licensed Fund Management 

Company by the Monetary Authority of Sing apore; Redwheel Australia Pty Ltd is an Australian Financial Services Licensee with 

the Australian Securities and Investment Commission; and Redwheel Europe Fondsmæglerselskab A/S (“Redwheel Europe”) 

which is regulated by the Danish Financial Supervisory A uthority.  

Redwheel may act as investment manager or adviser, or otherwise provide services, to more than one product pursuing a 

similar investment strategy or focus to the product detailed in this document. Redwheel and RWC (together “Redwheel 

Group”) seeks to minim ise any conflicts of interest, and endeavours to act at all times in accordance with its legal and 

regulatory obligations as well as its own policies and codes of conduct.  

This document is directed only at professional, institutional, wholesale or qualified investors. The services provided by 

Redwheel are available only to such persons. It is not intended for distribution to and should not be relied on by any person  

who woul d qualify as a retail or individual investor in any jurisdiction or for distribution to, or use by, any person or entity in 

any jurisdiction where such distribution or use would be contrary to local law or regulation.  

This document has been prepared for general information purposes only and has not been delivered for registration in any 

jurisdiction nor has its content been reviewed or approved by any regulatory authority in any jurisdiction.  

The information contained herein does not constitute: (i) a binding legal agreement; (ii) legal, regulatory, tax, accounting or 

other advice; (iii) an offer, recommendation or solicitation to buy or sell shares in any fund, security, commodity, financia l 

instrument or derivative linked to, or otherwise included in a portfolio managed or advised by Redwheel; or (iv) an offer to 

enter into any other transaction whatsoever (each a “Transaction”). Redwheel Group bears no responsibility for your 

investment resea rch and/or investment decisions and you should consult your own lawyer, accountant, tax adviser or other 

professional adviser before entering into any Transaction. No representations and/or warranties are made that the 

information contained herein is eithe r up to date and/or accurate and is not intended to be used or relied upon by any 

counterparty, investor or any other third party.  

Redwheel Group uses information from third party vendors, such as statistical and other data, that it believes to be reliable . 

However, the accuracy of this data, which may be used to calculate results or otherwise compile data that finds its way over 

time  into Redwheel Group research data stored on its systems, is not guaranteed. If such information is not accurate, some 

of the conclusions reached or statements made may be adversely affected. Any opinion expressed herein, which may be 

subjective in nature,  may not be shared by all directors, officers, employees, or representatives of Redwheel Group and may 

be subject to change without notice. Redwheel Group is not liable for any decisions made or actions or inactions taken by 

you or others based on the cont ents of this document and neither Redwheel Group nor any of its directors, officers, 

employees, or representatives (including affiliates) accepts any liability whatsoever for any errors and/or omissions or for any 

direct, indirect, special, incidental, or consequential loss, damages, or expenses of any kind howsoever arising from the use 

of, or reliance on, any information contained herein.  

mailto:invest@redwheel.com
http://www.redwheel.com/


Information contained in this document should not be viewed as indicative of future results. Past performance of any 

Transaction is not indicative of future results. The value of investments can go down as well as up. Certain assumptions and 

forward lookin g statements may have been made either for modelling purposes, to simplify the presentation and/or 

calculation of any projections or estimates contained herein and Redwheel Group does not represent that that any such 

assumptions or statements will reflect actual future events or that all assumptions have been considered or stated. There can 

be no assurance that estimated returns or projections will be realised or that actual returns or performance results will not  

materially differ from those estimated here in. Some of the information contained in this document may be aggregated data 

of Transactions executed by Redwheel that has been compiled so as not to identify the underlying Transactions of any 

particular customer.  

No representations or warranties of any kind are intended or should be inferred with respect to the economic return from, 

or the tax consequences of, an investment in a Redwheel - managed fund.  

This document expresses no views as to the suitability or appropriateness of the fund or any other investments described 

herein to the individual circumstances of any recipient.  

The information transmitted is intended only for the person or entity to which it has been given and may contain confidential  

and/or privileged material. In accepting receipt of the information transmitted you agree that you and/or your affiliates, 

partner s, directors, officers and employees, as applicable, will keep all information strictly confidential. Any review, 

retransmission, dissemination or other use of, or taking of any action in reliance upon, this information is prohibited. Any 

distribution or r eproduction of this document is not authorised and is prohibited without the express written consent of 

Redwheel Group.  

The risks of investment are detailed in the Prospectus and should be considered in conjunction with your investment adviser. 

Please refer to the Prospectus, Key Investor Information Document (UCITS KIID), Key Information Document (PRIIPS KID), 

Summary of I nvestor Rights and other legal documents as well as annual and semi - annual reports before making investment 

decisions; these documents are available free of charge from RWC or on RWC’s website: https://www.redwheel.com/ and 

available in local languages whe re required. RWC as the global distributor has the right to terminate the arrangements made 

for marketing Redwheel Funds in certain jurisdictions and to certain investors. Redwheel Europe is the sub - distributor of 

shares in Redwheel Funds in the European E conomic Area (“EEA”) and is regulated by the Danish Financial Supervisory 

Authority. This document is not a solicitation or an offer to buy or sell any fund or other investment and is issued in the U K 

by RWC and in the EEA by RW Europe. This document does not constitute investment, legal or tax advice and expresses no 

views as to the suitability or appropriateness of any investment and is provided for information purposes only. The views 

expressed in the commentary are those of the investment team.  

Funds managed by Redwheel are not, and will not be, registered under the Securities Act of 1933 (the “Securities Act”) and 

are not available for purchase by US persons (as defined in Regulation S under the Securities Act) except to persons who are 

“qualifi ed purchasers” (as defined in the Investment Company Act of 1940) and “accredited investors” (as defined in Rule 

501(a) under the Securities Act).  

This document does not constitute an offer to sell, purchase, subscribe for or otherwise invest in units or shares of any fun d 

managed by Redwheel. Any offering is made only pursuant to the relevant offering document and the relevant subscription 

applicati on. Prospective investors should review the offering memorandum in its entirety, including the risk factors in the 

offering memorandum, before making a decision to invest.  

Information Required for Offering in Switzerland of Foreign Collective Investment Schemes to Qualified Investors within the 

meaning of Article 10 CISA.  

This is an advertising document.  

The representative and paying agent of the Redwheel - managed funds in Switzerland (the “Representative in Switzerland”) 

FIRST INDEPENDENT FUND SERVICES LTD, Feldeggstrasse 12, CH - 8008 Zurich. Swiss Paying Agent: Helvetische Bank AG, 

Seefeldstrasse 215, CH - 8008 Zurich. In respect of the units of the Redwheel - managed funds offered in Switzerland, the place 

of performance is at the registered office of the Swiss Representative. The place of jurisdiction is at the registered office  of 

the Swiss Representative or  at the registered office or place of residence of the investor.  


