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RWC Global Convertible Bonds:
Convexity in Action
The last few months of volatility provide a good example
of convexity at work. In the two Bloomberg snapshots on
the next page, we have compared MSCI World and our

March 2018

Fund. We looked at recent peak to trough moves in early
February, then the subsequent rally decline and further rally
and have summarised the returns in the following table:
MSCI

RWC

Participation

26 January to 9 February

-9.0%

-4.3%

47.8%

9 February to 26 February

5.5%

2.9%

52.4%

-3.2%

-1.4%

42.8%

5 March to 8/9 March

1.6%

1.6%

100%

26 January to 9 March

-5.6%

-1.3%

23.2%

1.3%

1.1%

85%

26 February to 2 March

YTD
Source: RWC, Bloomberg, as at 28 February 2018

It is interesting to note that in the first drop, participation
was just under 50% (slightly better than our delta would
have implied). The subsequent rise is greater than
the fall thanks to the convexity, and so the fall is lower
and the following participating rise much greater. It’s
important to note that the subsequent rise is slightly
larger than expected thanks to some active adds and
good security selection which performed particularly
well in March. However, the asset class dynamics are
clearly helping. Hence in conclusion the participation
from the current market peak, to today on the way down,
has been small at 23.2%, which is exactly what the
asset class should be providing. You can see that the
YTD participation with the higher markets is very high.
There is a small timing mismatch which is in our favour
however we think the magnitude is small and negligible.

A specific question came up in a recent client meeting
– “what would the participation to markets be like,
if volatility picks up?”
We answered by saying that the first drop would be in
line with our delta moves, but as volatility picked up
we would start protecting more on the downside and
participating more to the upside. This means that if
markets were to rise in a volatile way, our participation
to the upside would be meaningfully higher than in the
last few years. This is playing out exactly as expected
and we think this will continue. This environment is ideal
for the asset class and we believe a higher volatility and
rate environment will persist for the foreseeable future.
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or (iv) an offer to enter into any other transaction whatsoever (each a “Transaction”). No representations and/or warranties are made that the information contained herein is either 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.
RWC 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 RWC 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. RWC bears no responsibility for your investment research and/or investment decisions and you should consult your own lawyer, accountant,
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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.
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go down as well as up. Certain assumptions and forward looking statements may have been made either for modelling purposes, to simplify the presentation and/or calculation of any projections
or estimates contained herein and RWC does not represent that that any such assumptions or statements will reflect actual future events or that all assumptions have been considered or stated.
Forward-looking statements are inherently uncertain, and changing factors such as those affecting the markets generally, or those affecting particular industries or issuers, may cause results
to differ from those discussed. Accordingly, there can be no assurance that estimated returns or projections will be realised or that actual returns or performance results will not materially differ
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underlying Transactions of any particular customer.
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intended recipient(s) to which this document has been provided. Any distribution or reproduction of this document is not authorised and is prohibited without the express written consent of RWC
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AIFMD and Distribution in the European Economic Area (“EEA”)
The Alternative Fund Managers Directive (Directive 2011/61/EU) (“AIFMD”) is a regulatory regime which came into full effect in the EEA on 22 July 2014. RWC Asset Management LLP is an
Alternative Investment Fund Manager (an “AIFM”) to certain funds managed by it (each an “AIF”). The AIFM is required to make available to investors certain prescribed information prior to their
investment in an AIF. The majority of the prescribed information is contained in the latest Offering Document of the AIF. The remainder of the prescribed information is contained in the relevant
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