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Stonebridge Preferred and Hybrid Securities Market Update, December 6, 2018 
In this note we provide an update on the preferred and hybrid securities market in light of the recent sell off.  The 

broad preferred and hybrid index (P0P1) is down 5.42% since September 1, 2018, when passive funds started 

experiencing net redemptions.  This has resulted in a year-to-date return of -4.28% (as of December 6, 2018). 

With interest rates on the long end moving lower and credit generally stable, what has caused the 

recent move lower in the preferred and hybrid markets?   

We believe the recent move lower in the preferred and hybrid securities markets has been a technically driven sell-

off that was precipitated by higher interest rates, macro events and tax-loss selling.  Initially, outflows primarily 

occurred in the $25 par preferred securities market with a wave of redemptions from September 1 to mid-October 

in the largest passive preferred ETFs as US interest rates continued to rise on the long end.   This mirrored a similar 

trend we saw in the $25 par market at the beginning of 2018 when rates moved higher. 

More recently, with interest rates remaining range bound, we believe the biggest factor weighing on the financial 

markets has been uncertainty over the global economic impact of geopolitical risks (global tariff negotiations, 

BREXIT, Italian budget negotiations with the EU, etc). As a result, we have witnessed outflows across all fixed 

income asset classes in ETF and open-end fund products, with the exception being ultra-short duration money 

market funds.  As noted in the chart below, preferreds and hybrids have been no exception, with approximately 

$2.15 billion of net outflows in preferred ETFs in the current quarter thus far.   This has put negative pressure on 

both the $25 par exchange traded preferred securities market and the over-the-counter traded $1000 par 

institutional preferred and hybrid securities markets.  Fund managers have become forced sellers to satisfy 

redemptions in a market that has seen decreased liquidity heading into year-end.   Dealers appear to be flattening 

out their books, which has limited their ability to take risk, and most institutional investors are either on the 

sidelines or are raising cash to reduce risk into year end.   

 

*Data Source: Bloomberg 

 

 

Fund Description Fund Size MTD QTD YTD 1 YR

FPE First Trust Preferred Securities and Income ETF 3,259,649,100   (3,644,000)        (130,312,500)     309,789,000      448,041,250      

FPEI First Trust Institutional Preferred Securities and Income ETF 95,056,520         -                      8,407,485           61,893,875         71,933,875         

PFF Ishares U.S. Preferred Stock ETF 14,244,984,000 (104,410,000)   (1,155,123,500) (2,003,455,500) (2,167,404,500) 

PGF Invesco Financial Preferred ETF 1,425,827,000   22,664,000       (18,239,000)       (120,494,250)     (111,046,250)     

PGX Invesco Preferred ETF 4,542,021,000   (30,514,500)     (390,702,000)     (441,573,500)     (398,892,500)     

PSK SPDR Wells Fargo Preferred Stock ETF 616,609,500       (2,001,000)        (16,479,500)       90,021,150         103,450,150      

VRP Powershares Variable Rate Preferred ETF 1,619,280,000   (16,442,000)     (420,233,000)     (132,459,420)     (127,307,420)     

PREF Principal Spectrum Preferred Securities Active ETF 49,918,000         -                      -                        19,611,340         24,620,040         

SPFF Global X SuperIncome Preferred ETF 177,842,500       -                      (9,189,250)          (22,346,250)       (29,077,500)       

IPFF iShares International Preferred Stock ETF 50,391,000         -                      (5,100,870)          (34,036,860)       (34,015,860)       

PFXF VanEck Vectors Preferred Securities ex Financials ETF 504,432,000       -                      (13,106,250)       31,929,805         43,821,805         

TOTAL 26,586,010,620 (134,347,500)   (2,150,078,385) (2,241,120,610) (2,175,876,910) 
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Are credit metrics of issuers of preferreds and hybrids fundamentally sound? 

Financials are the largest sector represented in the preferred and hybrid markets with banks representing the 

largest industry.  Banks across the U.S. and Europe are stress tested annually for a severe economic downturn. This 

year, the Federal Reserve increased the severely adverse test conditions, including 10% unemployment, 30-40% 

declines in residential and commercial real estate prices and a 65% drop in U.S. equity values. U.S. banks were able 

to satisfy capital requirements even under these harsh test conditions.  Stress tests for almost 60 European banks 

were similarly severe across the Eurozone and U.K., with the vast majority of banks satisfying regulatory capital 

requirements.  In fact, the Bank of England noted that “despite facing loss rates consistent with the global financial 

crisis, the major UK banks’ aggregate CET1 capital ratio after the stress would still be twice its level before the 

crisis.” 

In our view, major global banking systems demonstrate resilient credit metrics as investors consider a slowdown in 

global growth. Indeed, we believe that banks have the potential of being viewed as a safe haven should a global 

growth slowdown transpire. Further supporting this view, we have not witnessed bank senior credit spread 

underperformance relative to overall IG corporate spreads, nor have we seen any noticeable increase in the global 

banking systemic risk metrics that we track. 

How have preferred and hybrid securities performed in years when they have traded at a discount to 

par? 

The broad market preferred and hybrid index (P0P1) is currently trading at its lowest % of par since the end of 

2013.  At a valuation of only ~95% of par (as of 12/6/18), this has historically represented an attractive entry point 

into the preferred and hybrid market.  This range (95-100% of par) has occurred on 70+ different occasions since 

1992 (using monthly data) with an average 1-year forward return of 7.57%.   

1 Year Average Forward Returns Since 1992 

 

*Date Source: Ice Data Services as of 11/30/2018 based on P0P1 monthly data from 12/31/1992. 

 

 

0.00%

2.00%

4.00%

6.00%

8.00%

10.00%

12.00%

14.00%

16.00%

18.00%

20.00%

<90 90-95 95-100 100-102.5 102.5-105 >105

R
e

tu
rn

P0P1 % of Par at Beginning of Period



STONEBRIDGE ADVISORS LLC | AN AFFILIATE OF FIRST TRUST PORTFOLIOS L.P.                                 

 

What may prompt the preferred and hybrid markets to stop selling off and to turnaround? 

It is tough to have clarity on what the catalyst could be that will turn this market around as the macro events 

weighing on the financial markets may continue into 2019.  That being said, the end of tax-loss selling, increased 

yields, wider spreads, and attractive relative valuations could motivate buyers to step back into preferreds and 

hybrids.     

Preferred and hybrid investment-grade yields are now averaging 5.99%, according to P0P1, with non-IG yields 

trading above 6%.  This compares favorably to yields on other asset classes (see below).  In addition, with wider 

spreads relative to other asset classes, average prices at a historically attractive percent of par and improving 

credit fundamentals in financials, this could present an attractive entry point for investors to step back into 

preferreds and hybrids in early 2019. 

 

*Data Source: ICE Data Services as of 12/6/2018 
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Please note: All opinions expressed constitute judgements as of the date of release and are subject to 
change without notice.  There can be no assurance any forecasts will be achieved.  
Index Definitions: 

P0P1 – ICE BofAML Fixed Rate Preferred Securities Index – tracks the performance of fixed-rate US dollar denominated preferred securities 

issued in the US domestic market.  All holdings are investment-grade rated. 

P0P4 – ICE BofAML Core Plus Fixed Rate Preferred Securities Index – tracks the performance of fixed-rate US dollar denominated preferred 

securities issued in the US domestic market.  This index is comprised of 100% retail securities and does not require securities to be investment-

grade rated. 

CIPS – ICE BofAML US IG Institutional Capital Securities Index – tracks the performance of US dollar denominated investment grade hybrid 

capital corporate and preferred securities publicly issued in the US domestic market. 

COCU – ICE BofAML US IG Contingent Capital Index – Includes all securities in the ICE BofAML Contingent Capital Index that are US dollar 

denominated and investment grade rated (based on an average of Moody’s, S&P, and Fitch). 

M0A0 – ICE BofAML US Mortgage Backed Securities Index – tracks the performance of US dollar denominated fixed rate and hybrid residential 

mortgage pass-through securities publicly issued by US agencies in the US domestic market. 

J0A0 – ICE BofAML US Cash Pay High Yield Index – tracks the performance of US dollar denominated below investment grade corporate debt, 

currently in a coupon paying period, that is publicly traded in the U.S. domestic market. 

C0A0 – ICE BofAML US Corporate Index – tracks the performance of US dollar denominated investment grade corporate debt publicly issued in 

the US domestic market. 

ICE BofAML Index Description Ticker Rating Cur Yld

 Fixed Rate Preferred Securities  IG Retail & Institutional Securities P0P1 BBB2 5.99%

 Core Plus Fixed Rate Preferred Securities  Retail Securities Only P0P4 BBB3 6.35%

 U.S. IG Institutional Capital Securities  IG Institutional Securities Only CIPS BBB2 5.84%

 USD IG Contingent Capital  IG Institutional CoCo Market COCU BBB3 6.45%

 U.S. Corporate  IG Corporate Securities C0A0 A3 4.11%

 U.S. Cash Pay High Yield  High Yield Securities J0A0 B1 6.61%

 U.S. Mortgage Backed Securities  Mortgage-Backed Securities M0A0 AAA 3.59%


