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2024 Recap

Convertible bonds! had a second straight year of solid performance in 2024, returning +11.14%. This
surpassed the returns of all major fixed income indices?.

2024 Performance

ICE BofA All US Convertible Index (VXAO) +11.14%
Bloomberg US Corporate Investment Grade Index +2.13%
Bloomberg US Corporate High Yield Bond Index +8.19%
Bloomberg US Aggregate Bond index +1.25%

The convertible bond structure demonstrated its effectiveness in 2024 as convertible bonds outperformed
their underlying equities. Convertible returns were enhanced by credit spread tightening and coupon
payments. The positive convexity of convertibles was on full display last year. According to Bank of
America, US convertible bonds captured 44% of their underlying stocks’ upside returns versus just 33% of
their downside returns®. This was the best upside/downside capture ratio since 2009.

The S&P 500 followed up a strong 2023 with another year of greater than 20% returns. Once again, large
cap tech was the primary driver of returns. The Mag7 returned +67.34% for 2024, dwarfing the returns of
all other major indices. Market breadth was weak for most of 2024 with both the equal-weighted S&P 500
and the Russell 2000 small cap index significantly underperforming the market-weighted S&P 500.

2024 wasn’t without its drama. Early in the year, we faced another regional bank panic after New York
Community Bank had to raise loan loss reserves for troubled apartment and office loans. Also in the first
guarter, inflation readings were generally above estimates, which caused several spikes in interest rates.
Market estimates for the number of Fed fund rate cuts in 2024 dropped from the optimistic 6-7 cuts
forecasted at the start of the year. Meanwhile, conflicts in the Middle East flared up on several occasions,
creating volatility in the markets. But the biggest sell-off in 2024 was caused by a growth scare in early
August (after a weak jobs report and weak ISM manufacturing number) that was accentuated by the Bank
of Japan raising rates.

Despite all this, 2024 was a very strong year for the markets. This is because corporate earnings were
solid throughout the year and 2025 earnings’ forecasts of double-digit year-over-year growth remained firm.
Also, the economy was surprisingly resilient with quarterly GDP numbers continuing to grow above market
forecasts.
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The Federal Reserve finally cut the Fed Funds rate, by 50bps, on Sept 18th. Longer term rates started
declining in June in anticipation of the Fed’s move. The Fed cut two more times in 2024 for a total of 100bps
in cuts. But due to strong growth, sticky inflation data, budget deficit fears, and a hawkish December Fed
meeting, longer term rates reversed upward. In fact, 10yr treasury rates are more than 100bps higher today
(1/10/25) than they were on the first day the Fed cut rates last year.

2025 Market Outlook

The market sell-off in the 2nd half of December and the lack of a Santa Claus rally sets up 2025 on better
footing. Sentiment and positioning, which were euphoric going into December, are now more balanced.
Only one Fed fund rate cut is now expected for all of 2025, a very different scenario from the overly
optimistic rate cut expectations from one year ago.

Equity valuations are historically high with the forward 12-month P/E ratio for the S&P 500 at 21.5.
Therefore, it is unlikely that there will be any multiple expansion to help returns as there was in 2023 and
2024. But earnings are expected to grow +14.8% for 2025 so it's quite possible to have a solid year of
returns with no multiple expansion or even with moderate multiple contraction®.

The rise in long-term rates that started last September has continued into the New Year and has been a
headwind to the markets in early January. The path of interest rates from here will be a major factor in
market returns and leadership in 2025. The economy and the stock market have proven they can sustain
higher rates so 2025 can be a solid year even if the Fed doesn’t cut rates further. But it is important that
longer term rates don’t move much higher from current levels in the near term as the stock market has
struggled over the last few years every time rates moved up too quickly.

It will be difficult for the market to broaden out if interest rates don’t stabilize near current levels. Small and
mid-cap stocks are more sensitive to rates and have underperformed the S&P 500 significantly when yields
have increased. If rates do stabilize or decline while growth remains robust, there is an opportunity for this
group to see large outperformance due to the valuation disparity relative to large caps. A soft- landing
scenario disproportionately benefits their debt service due to their higher leverage and exposure to floating
rate debt, while they accrue greater benefit from robust US growth due to their higher domestic exposure
relative to large cap. An expected pick up in M&A, and a friendlier regulatory environment benefits them
as well.

Despite the uncertain path of interest rates, the market has several positive trends going for it. The
economy continues to roll along at a solid cadence. Earnings are expected to grow double digits each of
the next two years. The credit markets remain robust and financial conditions are still accommodative.

Convertible Bond Outlook

Convertible bonds are attractively positioned as we enter 2025. With a current yield of 2.08% and a yield
to best of 3.79%, converts offer a significant yield advantage over equities. The convert market is also
currently very balanced with an average delta of 52.8% and an average bond price of $108.5°.

We expect the convert market to remain balanced primarily due to another strong year of issuance. 2024
issuance was $88.8 Billion, per Barclays, a significant increase from the prior two years. Issuance was
driven by:

e Companies looking to minimize interest expense due to higher rates. By issuing a convert, a
company saved on average 4.3% in interest expense over straight debt in 2024°

e Refinancing. A lot of debt (both convertibles and straight) that had maturities under 2 years was
refinanced through convertible bonds.
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e Strong equity markets, which typically lead to a pickup in convert issuance.

All of these trends should persist in 2025. This year’s issuance should also benefit from an expected pickup
in M&A, where some of the anticipated acquisitions are likely to be funded with convertibles. Refinancing
needs should be even higher in 2025 as the maturity wall has grown. A lot of convertibles issued in 2020
and 2021 (two of the highest years ever for convert issuance) have to be refinanced this year.

Convertible underliers underperformed the S&P 500 in 2024, primarily due to the dominance of large cap
tech stocks. The convertible bond universe has a large representation of small and mid-cap issuers, and
this market segment lagged last year. For the reasons mentioned earlier, we see a possibility of a
meaningful small/mid cap outperformance this year if interest rates can stabilize or decline from current
levels. We believe convertibles are the best way to gain exposure to small and mid-cap equities because
of the positive convexity, downside protection, and coupon payments.

Policy uncertainty is elevated this year as a nhew administration will take the reins shortly. The cone of
possible outcomes is quite wide. If the economy were to slow down from supply shocks such as tariffs or
reduced immigration, or if rates stay elevated due to fiscal policy, it is entirely possible that 2025 turns out
to be another year of mega-cap leadership. In order to gain exposure to this part of the market with
convertibles, SSI buys synthetic convertible bonds. Current synthetics in our convertible portfolios include
underlying equities of Microsoft, RTX, Eli Lilly, and Visa. In early 2023, we also created a synthetic Tech/Al
basket which has Meta Platforms, Amazon, and Nvidia as its largest weights. This security has been a
significant alpha driver over the last two years. We continually look to the synthetic market to gain exposure
to desired areas of the market that don’t have natural convertible bond representation.

The credit profile of the convertible market should remain solid through 2025. The default rate for the
convertible bond market last year was 1.1%. As in most years, the convert default rate was below that of
the high yield market (3.1% in 2024)’. We expect a similar default rate this year. Overall, we are
constructive on the credit markets due to the steady tempo of the economy and accommodative financial
conditions. The continued growth of private credit and the large amounts of deployable capital they hold is
another factor that should help keep credit spreads tight.

Relative to high yield, convertible bond spreads look favorable, although not by as much as a year ago.
This can be seen by comparing Non-IG convert spreads vs high yield B-rated bonds. The following graph
shows the current spread of 122bps is higher than the 5yr median of 70bps.

Non-IG Converts Spreads vs. HY ‘B’ Index Spreads Remain Wide Indicating Attractive Relative Value®
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Positioning:

We continue to overweight balanced converts ($100-$120 bond prices) in order to fully take advantage of
the convexity of convertible bonds.

On a sector basis, we continue to favor Technology. Software should have a solid year as there are recent
signs of IT spending picking up, valuations are reasonable, and Al agent-related revenues should emerge
by the second half of the year. Within semiconductors, we are currently focused on names that are levered
to data centers. By the second half of the year, we expect the end demand and inventory situation for the
industrial, PC, and consumer markets to improve and we will likely build exposure to semis that serve those
end markets. We continue to gain exposure to mega cap tech through the Al synthetic basket mentioned
previously.

Within the Consumer Discretionary sector, we are bullish on travel-related names. Pricing, volume, and
supply discipline look very favorable for both the cruise and airline industries, and we remain overweight
both segments. We continue to remain underweight autos as we see the negative industry trends
persisting.

In Healthcare, we see opportunities in the mid-cap biotechnology and specialty pharmaceutical sub-sectors.
Equity valuations are generally attractive and there are many acquisition candidates within the convertible
biotech universe. Big Pharma’s need to address patent expirations of existing blockbuster drugs and a
more favorable regulatory climate should continue to drive M&A in the sector.

We are currently underweight Utilities and REITs. This is partly due to our focus on areas with more
cyclicality and partly due to the sectors’ vulnerability to higher interest rates. If and when interest rates
stabilize or decline, we will look to add exposure to Utilities and REITs as both sectors have sold off sharply
and currently look attractive on a relative value basis vs the overall market.

The Long-term Case for Convertibles:

The long-term risk-adjusted performance of convertibles against other asset classes is impressive, as
shown in the table below. The convex nature and low duration characteristics of convertibles provide an
improved risk/reward profile to equities and corporate bonds.

20 Years US Risk-Adjusted Metrics
as of 12/31/2024°

Annualized Standard Sharpe
Return (%) Deviation (%) Ratio

ICE BofA All Converts (VXAQ) 8.08 12.69 0.51
S&P 500 Index 10.35 15.00 0.58
Russell 2000 Index 7.79 20.20 0.30
Russell 1000 Index 10.39 15.29 0.57
Bloomberg US Aggregate 3.01 4.24 0.32
ICE BofA US High Yield (HOAQ) 6.34 9.11 0.51
S&P 500 Low Volatility 9.04 11.63 0.63

Convertibles are a great fit within a fixed income portfolio. They have a significantly lower duration than
both corporate bonds and the Bloomberg US Aggregate index. The issuer composition for convertibles is
very different than high yield bonds and thus provides effective diversification. In addition, the historical
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default rate for convertibles is significantly lower than high yield bonds while the convert market also enjoys
better liquidity than the high yield market. The relative performance of convertible bonds relative to other
bond categories also makes convertibles an enticing addition to a fixed income portfolio.

Convertibles Outperform Bloomberg Fixed Income Indices
as of 12/31/20241°

3 YRS 5 YRS 10 YRS 15 YRS
(%) (%) (%) (%)

ICE BofA All Converts (VXAOQ) 0.65 9.66 9.07 9.94
ICE BofA US Invt Grade Convertible (VOS1) 3.80 5.15 8.87 9.38
Bloomberg US Aggregate -2.41 -0.33 1.35 2.37
Bloomberg US Aggregate 1-3 Year 1.69 1.53 1.61 1.55
Bloomberg US Corporate High Yield 2.92 4.21 5.17 6.44
Bloomberg US Credit -2.20 0.23 2.29 3.60
Bloomberg US Government -2.80 -0.63 0.85 1.79
Bloomberg US Govt/Credit -2.59 -0.21 1.50 2.55
Bloomberg US Interm. Aggregate -0.83 0.33 1.45 2.20
Bloomberg US Intermediate Credit 0.37 1.39 2.44 3.29
Bloomberg US Intermediate Treasury -0.50 0.48 1.23 1.79
Bloomberg US Long Govt/Credit -9.20 -3.26 0.99 3.85
Bloomberg US Long Treasury -11.96 -5.20 -0.64 2.77
Bloomberg US Municipal -0.55 0.99 2.25 3.21
Bloomberg US Municipal: High Yield 0.30 2.66 4.28 5.64

For low volatility equity allocations, convertible bonds also make a lot of sense. A low volatility equity
strategy is likely to be skewed in favor of Utilities, Consumer Staples, and REITs, with underweights in
Technology and Healthcare. By contrast, convertibles have a high representation in Technology and
Healthcare. Therefore, convertibles can provide meaningful diversification benefits to a portfolio, along with
the ability to significantly truncate the potential volatility from exposure to these high growth sectors.

In summary, we believe that there is a strong case for an allocation to convertible bonds. Convertibles offer
solid participation in equity markets with convexity provided by the downside protection of bonds. It is an
ideal asset class for investors seeking growth with capital preservation as well as income.

Notes/Sources:

Unless otherwise footnoted, data sourced in the above Outlook is sourced from Bloomberg. Bloomberg Index Services Limited.
BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively “Bloomberg”). Bloomberg
or Bloomberg'’s licensors own all proprietary rights in the Bloomberg indices. Bloomberg does not approve or endorse this material or
guarantee the accuracy or completeness of any information herein, nor does Bloomberg make any warranty, express or implied, as
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to the results to be obtained therefrom, and, to the maximum extent allowed by law, Bloomberg shall not have any liability or
responsibility for injury or damages arising in connection therewith.

THE ICE INDEX OR INDICES PRESENTED (THE “INDEX”) IS A PRODUCT OF ICE DATA INDICES, LLC (“ICE DATA”) AND IS
USED WITH PERMISSION. ICE® IS A REGISTERED TRADEMARK OF ICE DATA OR ITS AFFILIATES, AND BOFA® IS A
REGISTERED TRADEMARK OF BANK OF AMERICA CORPORATION LICENSED BY BANK OF AMERICA CORPORATION AND
ITS AFFILIATES ("BOFA") AND MAY NOT BE USED WITHOUT BOFA'S PRIOR WRITTEN APPROVAL. ICE DATA, ITS
AFFILIATES AND THEIR RESPECTIVE THIRD PARTY SUPPLIERS DISCLAIM ANY AND ALL WARRANTIES AND
REPRESENTATIONS, EXPRESS AND/OR IMPLIED, INCLUDING ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR
A PARTICULAR PURPOSE OR USE, INCLUDING THE INDICES, INDEX DATA AND ANY DATA INCLUDED IN, RELATED TO, OR
DERIVED THEREFROM. NEITHER ICE DATA, ITS AFFILIATES NOR THEIR RESPECTIVE THIRD PARTY SUPPLIERS SHALL
BE SUBJECT TO ANY DAMAGES OR LIABILITY WITH RESPECT TO THE ADEQUACY, ACCURACY, TIMELINESS OR
COMPLETENESS OF THE INDICES OR THE INDEX DATA OR ANY COMPONENT THEREOF, AND THE INDICES AND INDEX
DATA AND ALL COMPONENTS THEREOF ARE PROVIDED ON AN “AS IS” BASIS AND YOUR USE IS AT YOUR OWN RISK.
INCLUSION OF A SECURITY WITHIN AN INDEX IS NOT A RECOMMENDATION BY ICE DATA TO BUY, SELL, OR HOLD SUCH
SECURITY, NOR IS IT CONSIDERED TO BE INVESTMENT ADVICE. ICE DATA, ITS AFFILIATES AND THEIR RESPECTIVE
THIRD PARTY SUPPLIERS DO NOT SPONSOR, ENDORSE, OR RECOMMEND SSI INVESTMENT MANAGEMENT LLC, OR ANY
OF ITS PRODUCTS OR SERVICES. The index data referenced herein is the property of ICE Data Indices, LLC, its affiliates (“ICE
Data”) and/or its third party suppliers and along with the ICE BofA trademarks, has been licensed for use by SSI Investment
Management LLC. ICE Data and its Third Party Suppliers accept no liability in connection with the use of such index data or marks.
See subscription agreement for a full copy of the Disclaimer.

eVestment Alliance LLC Data/Charts

eVestment Alliance, LLC and its affiliated entities (collectively “Nasdaq eVestment”) collect information directly from investment
management firms and other sources believed to be reliable, however, eVestment does not guarantee or warrant the accuracy,
timeliness, or completeness of the information provided and is not responsible for any errors or omissions. Performance results may
be provided with additional disclosures available on eVestment’s systems and other important considerations such as fees that may
be applicable. Not for general distribution and limited distribution may only be made pursuant to client’'s agreement terms. * All
categories not necessarily included, Totals may not equal 100%. Copyright © Nasdag. All Rights Reserved.

Footnotes:

1. Convertible bonds represented by the ICE BofA US Convertible Index (VXAO)

2. Specific fixed income indices include Bloomberg US Corporate Investment Grade Index, Bloomberg US Corporate High
Yield Bond Index, Bloomberg US Aggregate Bond index

3. BofA Global Research (data 1/1/09 — 11/19/24)

4. Factset Earnings Insight report 1/10/2025

5. Barclays Research report 1/2/2025

6. BofA Global Research; Bloomberg. Data as of 11/15/2024.

7. Barclays Research US Convertible Outlook: Calibrated Ascent 12/11/2024

8. Barclays Research 11/29/2024

9. Source: Bloomberg, eVestment

10. Source: Bloomberg, eVestment, SSI internal research, as of 12/31/2024.

Disclosure:

SSI Investment Management LLC believes all the information contained in the report to be accurate but we do not guarantee its
accuracy. The analyst(s) principally responsible for the preparation of this research report certify that the views expressed in this
research report accurately reflect his/her (their) personal views about the subject security (ies) or issuer(s) and that his/her (their)
compensation was not, is not, or will not be directly or indirectly related to the specific recommendations or views contained in this
research report. None of the information reported or opinions expressed constitute a solicitation of the purchase or sale of securities
or any commodities.

The securities named in this report are not a recommendation. Investors must assess the suitability of any particular investment
opportunity and carry out any due diligence that they require in relation to the strategy or investments or individual holdings of the
strategies that SSI manages. In doing this, investors should seek separate advice. There is no guarantee these targets will be
achieved and any investment is at risk of loss. These materials shall not constitute an offer by SSI Investment Management to sell or
a solicitation of an offer to buy any securities.

SSI operated under the name of SSI Investment Management, Inc. (1/1/1973-4/30/2019) and as of 5/1/2019 operates as SSI
Investment Management LLC.

© 2025 SSI Investment Management LLC
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