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Preferred and capital securities  
in today’s environment  

Spectrum Asset Management 

The Federal Reserve (Fed) has continued to keep rates flat for the time being and, according to Chairman Jerome 
Powell, it is likely that rates will be cut at some point this year. We believe an allocation to preferred and capital 
securities during this market environment can be beneficial for investors. Their performance in previous flat and 
declining rate environments have been attractive and the discounted prices of the asset class may help provide 
increased total return potential. 

For public distribution in the U.S. For institutional, professional, qualified and/or wholesale 
investor use only in other permitted jurisdictions as defined by local laws and regulations.

Historical performance in flat and declining rate environments

EXHIBIT 1:  Fixed income sectors following previous flat rate environments.

Source: Bloomberg, Spectrum Asset Management.  Past performance does not guarantee future results. *Bloomberg does not have daily data for this index 
prior to September 14, 2004. Please see disclosures for index descriptions.
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EXHIBIT 2:   Fixed income sectors following previous declining rate environments.
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Source: Bloomberg, Spectrum Asset Management.  Past performance does not guarantee future results. *Bloomberg does not have daily data for this index 
prior to September 14, 2004. Please see disclosures for index descriptions..
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Income and return 

Not only historically has the asset class held up well but newer structures with discounted prices could also 
provide an attractive opportunity for preferred and capital securities. 

Due to the stress of the current market environment, one structure in particular—the fixed-to-variable 
securities—has been discounted. These structures typically have their yield set for a number of years and then 
reset to a market rate plus a back end spread. 

Many of these securities were issued (back-end) when rates were lower. As rates and the Treasury markets have 
risen, the fixed-to-variable securities present an attractive opportunity. Issuers can make the economic decision 
to let the coupon reset at a higher rate, which may mean accepting an increased cost, or call the security at par, 
thus, providing an entry point for investors looking for higher income potential as coupons reset or attractive total 
returns as the structures "pull towards par".

EXHIBIT 3:  A case study of a security issued at a discount 

For illustrative purposes only. Not specific to any securities. 

  Coupon before reset           Coupon if reset

Security ABC was trading as low as $90 in the last eight 
months with a coupon of 5.65%. It was scheduled to reset 
on June 15, 2023, at the 5-year Treasury (roughly 4%) plus 
a spread of 2.84%. If the company had let the coupon reset, 
the new coupon would have roughly been 6.84%.

On the other hand, if—instead of letting the coupon 
reset—the company called the preferred at 100, one could 
have received a double-digit equity-like return from this 
individual fixed income security in less than a year.

  Trading at a discount           When called to par

For illustrative purposes only. Not specific to any securities. 

Looking at stated coupons and back-end reset rates is only one of many things to review when investing in 
the preferred and capital securities asset class. As securities have evolved, newer coupon structures have 
become available that may help clients in various rate environments. We believe there is good value in fixed-to-
variable reset structures based on discounted prices and potentially elevated coupons with unique total return 
opportunities, as securities pull price toward par over the intermediate term.
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Spectrum Asset Management
As one of the largest specialized managers of preferred and capital securities in the U.S., Spectrum Asset 
Management manages US $19.0 billion in assets under management as of December 31, 2023. Through 
the implementation of its fundamental credit-based investment philosophy, and leveraging its expertise in 
capital structure analysis, Spectrum has successfully managed preferred and capital securities through a 
variety of credit, interest rate, evolving regulatory, and market conditions since its inception in 1987.



Index descriptions
• ICE BofA Core Fixed Rate Preferred Securities Index ($25 par) tracks the performance of fixed rate U.S. dollar denominated investment grade 

preferred securities issued in the U.S. domestic market. 
• ICE BofA U.S. Investment Grade Institutional Capital Securities Index ($1000 par) tracks the performance of U.S. dollar denominated 

investment grade hybrid capital corporate and preferred securities publicly issued in the U.S. domestic market. 
• ICE BofA U.S. Corporate Index (Investment grade corporates) tracks the performance of U.S. dollar denominated investment grade corporate 

debt publicly issued in the U.S. domestic market.
• ICE BofA Global Corporate Index (Global corporates) tracks the performance of investment grade corporate debt publicly issued in the major 

domestic and eurobond markets.
• Bloomberg Global Aggregate Corporate USD Total Return Index Value (Global investment grade corporates) is a flagship measure of USD 

denominated global investment grade debt, fixed-rate corporate debt. 
• Bloomberg U.S. Aggregate Index (U.S. Agg) provides a broad-based measure of the U.S. investment-grade fixed income markets.   
• Bloomberg Global Aggregate Total Return Index Value (Global Agg) is a flagship measure of global investment grade debt from twenty-four 

local currency markets. This multi-currency benchmark includes treasury, government-related, corporate and securitized fixed-rate bonds 
from both developed and emerging markets issuers. 

• ICE BofA Current 10-Year U.S. Treasury Index (10-year Treasurys) is a one-security index comprised of the most recently issued 10-year U.S. 
Treasury note. 

• ICE BofA U.S. High Yield Index (High yield) tracks the performance of U.S. dollar denominated below investment grade corporate debt 
publicly issued in the U.S. domestic market.  

Risk considerations
Past performance is no guarantee of future results. Investing involves risk, including possible loss of principal. Fixed-income investment options 
are subject to interest rate risk, and their value will decline as interest rates rise. Risks of preferred securities differ from risks inherent in other 
investments. In particular, in a bankruptcy preferred securities are senior to common stock but subordinate to other corporate debt. Contingent 
Capital Securities carry greater risk compared to other securities in times of credit stress. An issuer or regulator’s decision to write down, write off or 
convert a CoCo may result in complete loss on an investment.
Important information
This material covers general information only and does not take account of any investor’s investment objectives or financial situation and should 
not be construed as specific investment advice, a recommendation, or be relied on in any way as a guarantee, promise, forecast or prediction 
of future events regarding an investment or the markets in general. The opinions and predictions expressed are subject to change without 
prior notice. The information presented has been derived from sources believed to be accurate; however, we do not independently verify or 
guarantee its accuracy or validity. Any reference to a specific investment or security does not constitute a recommendation to buy, sell, or hold 
such investment or security, nor an indication that the investment manager or its affiliates has recommended a specific security for any client 
account. Subject to any contrary provisions of applicable law, the investment manager and its affiliates, and their officers, directors, employees, 
agents, disclaim any express or implied warranty of reliability or accuracy and any responsibility arising in any way (including by reason of 
negligence) for errors or omissions in the information or data provided.
All figures shown in this document are in U.S. dollars unless otherwise noted. All assets under management figures shown in this document are gross 
figures and may include leverage, unless otherwise noted. Assets under management may include model-only assets managed by the firm, where the 
firm has no control as to whether investment recommendations are accepted, or the firm does not have trading authority over the assets.
This material may contain `forward looking’ information that is not purely historical in nature. Such information may include, among other things, 
projections and forecasts. There is no guarantee that any forecasts made will come to pass. Reliance upon information in this material is at the 
sole discretion of the reader.
This material is not intended for distribution to or use by any person or entity in any jurisdiction or country where such distribution or use would 
be contrary to local law or regulation.
This document is intent for use in:
• The United States by Principal Global Investors, LLC, which is regulated by the U.S. Securities and Exchange Commission.
• Europe by Principal Global Investors (Ireland) Limited, 70 Sir John Rogerson’s Quay, Dublin 2, D02 R296, Ireland. Principal Global Investors 

(Ireland) Limited is regulated by the Central Bank of Ireland.
Clients that do not directly contract with Principal Global Investors (Europe) Limited ("PGIE") or Principal Global Investors (Ireland) Limited 
(“PGII”) will not benefit from the protections offered by the rules and regulations of the Financial Conduct Authority or the Central Bank of 
Ireland, including those enacted under MiFID II. Further, where clients do contract with PGIE or PGII, PGIE or PGII may delegate management 
authority to affiliates that are not authorized and regulated within Europe and in any such case, the client may not benefit from all protections 
offered by the rules and regulations of the Financial Conduct Authority, or the Central Bank of Ireland. In Europe, this document is directed 
exclusively at Professional Clients and Eligible Counterparties and should not be relied upon by Retail Clients (all as defined by the MiFID).

• United Kingdom by Principal Global Investors (Europe) Limited, Level 1, 1 Wood Street, London, EC2V 7 JB, registered in England, No. 
03819986, which is authorized and regulated by the Financial Conduct Authority ("FCA")

• This document is marketing material and is issued in Switzerland by Principal Global Investors (Switzerland) GmbH.
• United Arab Emirates by Principal Global Investors LLC, a branch registered in the Dubai International Financial Centre and authorized by the 

Dubai Financial Services Authority as a representative office and is delivered on an individual basis to the recipient and should not be passed 
on or otherwise distributed by the recipient to any other person or organisation.

• Singapore by Principal Global Investors (Singapore) Limited (ACRA Reg. No. 199603735H), which is regulated by the Monetary Authority 
of Singapore and is directed exclusively at institutional investors as defined by the Securities and Futures Act 2001. This advertisement or 
publication has not been reviewed by the Monetary Authority of Singapore. 

• Australia by Principal Global Investors (Australia) Limited (ABN 45 102 488 068, AFS Licence No. 225385), which is regulated by the Australian 
Securities and Investments Commission and is only directed at wholesale clients as defined under Corporations Act 2001.

• Hong Kong SAR (China) by Principal Asset Management Company (Asia) Limited, which is regulated by the Securities and Futures 
Commission. This document has not been reviewed by the Securities and Futures Commission.

• Other APAC Countries/ Jurisdictions. This material is issued for Institutional Investors only (or professional/sophisticated/qualified investors, 
as such term may apply in local jurisdictions) and is delivered on an individual basis to the recipient and should not be passed on, used by any 
person or entity in any jurisdiction or country where such distribution or use would be contrary to local law or regulation.
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© 2024 Principal Financial Services, Inc. Principal®, Principal Financial Group®, Principal Asset Management, and Principal and the logomark design 
are registered trademarks and service marks of Principal Financial Services, Inc., a Principal Financial Group company, in various countries around 
the world and may be used only with the permission of Principal Financial Services, Inc. Principal Asset ManagementSM is a trade name of Principal 
Global Investors, LLC. Spectrum Asset Management, Inc. is an affiliate of Principal Global Investors.
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