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From Convertible Bonds to Convertible Arbitrage
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This course is intended as a practical and empirical example of how the finance profession progressed from
the innovation of convertible bonds to advanced arbitrage strategies that employ their unique features. At
the end of the course, you should have a working knowledge of professional investing in convertible bonds
and of various absolute-return strategies related to convertible bonds, such as convertible arbitrage.

Convertible bonds have been around for more than a century; they differ from traditional corporate bonds
in that their buyer has the option to convert the convertible bond into shares of the issuing company. Their
unique features make them ripe for use by hedge funds in absolute return strategies, such as the strategy
known as “convertible arbitrage.” Convertible arbitrage is a market-neutral investment strategy that
involves the simultaneous purchase of convertible securities and the short sale of the same issuer's
common stock.

In this course we will discuss the general framework for convertible bonds, their pricing, and the trading in
them. We will introduce arbitrage, present a pricing model for convertible bonds, and experiment with
different techniques to create a hedged investment in convertible bonds.
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Here are the topics that we will cover in this course:
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Convertible arbitrage

An introduction to convertible bonds

Simple valuation models: the bond/option model
Sophisticated valuation models: binomial models
Investments strategies involving convertible bonds
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Books in this list are not cheap but if your goal is to trade in convertible bonds or in related
strategies | believe that you will find that the investment will pay off handsomely over the long run.

1. The best and most comprehensive book in the topic is by De Spiegeleer and Schoutens. It
contains a wealth of information but is written less as a textbook and more as a handbook.

e De Spiegeleer, Jan and Wim Schoutens, “The Handbook of Convertible Bonds,”
(Wiley Finance)

2. This book by Nick Calamos (who manages one of the biggest mutual funds in this asset
class) is probably more accessible to the novice in the field.

e Calamos, Nick P., “Convertible Arbitrage: Insights and Techniques for Successful
Hedging,” (Wiley Finance)
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