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EQUITY BENCHMARKS TAKE A BREATHER
Overview level that has been reached for only 57 months
over the past 25 years. Jerome Powell, the Fed
Highlights: The main stock market indices pulled back last  chairman, says that for the time being a rate hike
week in the wake of new restrictions aimed at is not on the cards.
9 Chinese checking the spread of theICovigI pandemic . .
companies ?nq the announlce.mer?t by l?ﬂzer—Bpnteoh that The leading US Ibanks have !<|Cked off the
it will slow the distribution of its vaccine. Bench-  4th-quarter reporting season with very strong
addec_’ tc: marks remain in good shape, however, with results. In the last three months of 2020 they
Ame”‘fas the DAX near its all-time high and the Nikkei managed to reduce their provisions for non-per-
black list at a record peak. The technology sector was forming loans and boost their revenue and prof-
weighed down by the US government’s decision its in trading and underwriting. According to
to blacklist nine more Chinese companies and  their forecasts, however, it is possible that de-
us banks_ impose restrictions on firms that supply compo-  faults on credit cards and consumer loans will
are reporting  ents to the smartphone manufacturer Huawei.  turn back upwards when the government’s eco-
very strong The news flow in the coming week will be heavy, nomic stimulus runs out.
4th-quarter with the official inauguration of Joe Biden as
results president of the United States on Wednesday, China’s GDP grew 6.5% in the 4th quarter,
the ECB governors’ meeting on Thursday which  bringing expansion in 2020 as a whole to 2.3%
could end with the announcement of increased and confirming the country’s strong recovery.
monetary stimulus and numerous 4th-quarter  Although this marks China’s weakest econom-
earnings reports by US companies. ic performance in 44 years, it was a brilliant
showing compared with other large countries.
The USD 1.9 trillion fiscal stimulus package pro-  Industrial production was up 7.3% year on year
posed by the new Biden administration is wel- in December and retail sales up 4.6%, a bit less
come in view of America’s weakening jobs out-  than expected.
look. Given the prospect of a strong economic "%
comeback, investors may have feared a reduc- 1w Suiss Market Index
tion in the Fed’s asset purchases and a rise in o500 N‘
short-term interest rates sooner than expected. ., ‘/’ N’W
Large cash payments to American households . JN w
could spur spending and give a lift to prices. The . wﬂ mﬁ@ﬂ',&? éf gbggj“gom
result has been an increase in yields in the major . W gglyzcggo‘pet:gazmﬂoi
bond markets, with US 10-year issues edging ”"“ﬁ '/" up to its peak at 11,260.
up to 1.08%. However, the Fed has set stringent ~ # r M [he supportat 19,700
objectives for an uptick in short-term rates. US 7o Uowest 0s0900 430767 watched: if it is breached
i i . the drop could challenge
inflation must rise to 2% for at least a year, a oo | theuptrend.
Key data
USDICHF EURICHF | smi  (FURO = DAX30  CAC40 FTSE100 | S&P500  NASDAQ  NIKKEI m%%;«se
Latest 0.89 1.08 10'877.06 3'5699.55 13'787.73 5'611.69 6'735.71 | 3'768.25 12'998.50 28519.18 1'358.03
Trend » » 4 » » »> 4 »> » L) 4
%YTD 0.73% -0.48% 1.62% 1.32% 0.50% 1.09% 4.26% 0.32% 0.86% 3.92% 517%

(Daten vom Freitag vor der Publikation)



N°591
18 January
2021

Authors:

Julien Stahli,

Head of discretionary
management,

MBF Boston University

Jean-Paul Jeckelmann,

CIO, CFA

Frangoise Mensi,
Ph.D in Economics

Pierre-Francois Donzé,

M. Sc. in Economics

Karine Patron,
MScF Université de
Neuchétel

FLASH

W,
W,

BOURSIER

CONVERTIBLE BONDS OFFER A TIMELY
DIVERSIFICATION

In an uncertain environment where the deploy-
ment of vaccines holds out legitimate hope for
an upturn in economic activity worldwide and
where interest rates are extremely low, but
also where the timing of the recovery remains
a huge question mark, investing in convertible
bonds makes considerable sense.

Convertible bonds are debt issues supple-
mented by an option (i.e. a right) to convert
the bond into a certain number of shares in
the issuer at a predetermined price. The price
of the convertible bond will therefore depend
on a rise in the value of the share but, in the
event of a fall, will converge towards the val-
ue of the issuer’s bond alone. An investor will
therefore partially participate in the equity
market’s increase while still benefiting from
what is called the “bond floor”, providing the
security of a debt instrument.

This hybrid structure generates very good
long-term performances in both absolute as
well as relative terms, with a volatility roughly
50% lower than that of the stock market and
a return that is sometimes not far from that
of the benchmark, depending on the market
concerned.

At present we are in a configuration where the
value of convertibles is less than the sum of
their parts (i.e. value of the bond + value of the
conversion option), making this asset class
even more attractive. Thus, convertible bonds
fit snugly into a diversified portfolio.

It is also interesting to note that historically,
in the past 12 cycles of rising interest rates
since the beginning of the 1990s, convertible
bonds have gained value in 11 of these envi-
ronments. Enticing!
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This document is provided for your information only. It has been compiledfrom information collected from sources believed to be reliable and up to date, with
no warranty as to its accuracy or completeness.By their very nature, markets and financial products are subject to the risk of substantial losses which may be
incompatible with your risk tolerance.Any past performance that may be reflected in this documentis not a reliable indicator of future results.Nothing contained
in this document should be construed as professional or investment advice. This document is not an offer to you to sell or a solicitation of an offer to buy
any securities or any other financial product of any nature, and the Bank assumes no liability whatsoever in respect of this document.The Bank reserves the
right, where necessary, to depart from the opinions expressed in this document, particularly in connection with the management of its clients’ mandates and
the management of certain collective investments.The Bank is a Swiss bank subject to regulation and supervision by the Swiss Financial Market Supervisory
Authority (FINMA).It is not authorised or supervised by any foreign regulator.Consequently, the publication of this document outside Switzerland, and the sale of
certain products to investors resident or domiciled outside Switzerland may be subject to restrictions or prohibitions under foreign law.It is your responsibility to
seek information regarding your status in this respect and to comply with all applicable laws and regulations.We strongly advise you to seek independentlegal
and financial advice from qualified professional advisers before taking any decision based on the contents of this publication.




