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Discover uncommon value in the  
preferred and capital securities market 

Spectrum Asset Management 

Source: ICE Data Indices. As of March 31, 2023. CoCos are represented by the ICE BofA Contingent Capital Index (COCO).

With yields highest and spreads widest since the Global Financial Crisis, now may be an 
attractive entry point into the preferred and capital securities asset class. Opportunities 
for upside and higher income potential exists for the asset class now, especially within the 
contingent convertible (CoCos) subset of the market. 

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.
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Over the past couple of years, CoCos have increasingly made up more of the preferred and capital securities 
universe. As of March 31, 2023, CoCos made up 42.4% of the preferred and capital securities market, up from 32.7% 
as of December 31, 2015 – so the landscape is not what it used to be, and we believe there is uncommon value in 
CoCos today.

Spreads for CoCos are the widest since previous periods of crisis
CoCos index spead vs. government (10-year Treasurys)
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Source: Morningstar. As of March 31, 2023. CoCos are represented by the ICE BofA Contingent Capital Index (COCO), U.S. Corporates are represented by the ICE 
BofA U.S. Corporate Index (C0A0), and 10-year Treasurys are represented by the ICE BofA Current 10-Y U.S. Treasury TR USD Index (GA10). The start date, January 
1, 2014, is the inception date of the COCO index. 

2.	Historical outperformance, weathering multiple market stress periods 
Due to their high level of income, CoCos have performed well since inception of the index on December 31, 
2013, compared to Corporate and Treasurys, and we believe they will continue to outperform over the long term 
despite the current market volatility. 

Source: ICE Data Indices. As of March 31, 2023. Yields shown are current yields. CoCos are represented by the ICE BofA Contingent Capital Index (COCO), U.S. 
Corporates are represented by the ICE BofA U.S. Corporate Index (C0A0), and 10-year Treasurys are represented by the ICE BofA Current 10-Y U.S. Treasurys TR 
USD Index (GA10).

The focus on CoCos 

1.	Higher income potential
CoCos have been repriced down to previous crisis levels and are currently discounted. This sets the stage for 
attractive income potential. 

Yields are the highest they’ve been in recent years

Date CoCosU .S. Corporate1 0-year Treasury

12/31/2021 5.64% 3.27% 1.39%

12/31/2022 6.69% 4.19% 4.03%

2/28/2023 6.64% 4.24% 3.62%

3/31/2023 7.00% 4.18% 3.49%

CoCos vs U.S. Corporates and 10-year Treasurys 
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Spectrum Asset Management
Spectrum Asset Management has had extensive experience managing preferred and capital 
securities through a variety of challenging market events. We continue to actively manage the assets 
and are excited about the CoCos sector of the market as they provide an opportunity given the 
current market environment. We believe that potential investors should take advantage of preferred 
and capital securities now, given the discounted prices and high yields, potential outperformance 
in the long term, and various coupon structures that may help migitate any potential losses from a 
volatile market.

Adjustable-rate structures can help manage interest rate risk 

3.	Predominate coupon structures can help manage interest rate risk and elevate prices 
from today’s deep discounts

Fixed-to-floating and fixed-to-variable-rate (also known as fixed-to-fixed reset) are the predominate coupon 
structures within the CoCos market. As these structures are callable, absent a decline in credit, prices tend to 
gravitate to par and then either reset at the new coupon structure or are called at par, creating stability in the 
market and an opportunity of appreciation. We believe the coupons may reset from the 4% area up to within a 
7-8% range just a few years from now, elevating prices from today’s deep discounts.

Issuance Reset Maturity

Coupon structure: Fixed-to-floating-rate securities

Market rate + back-end spread

Typically 3 months

Typically 5 to 10 years

Coupon structure: Fixed-to-variable-rate securities

Market rate + back-end spread

Typically 5 years



Index descriptions
•	 ICE BofA Contingent Capital Index tracks the performance of investment grade and below investment grade contingent capital debt 

publicly issued in the major domestic and eurobond markets.
•	 ICE BofA U.S. Corporate Index tracks the performance of U.S. dollar denominated investment grade corporate debt publicly issued in the 

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

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.
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 (EU) Limited, Sobo Works, Windmill Lane, Dublin D02 K156, Ireland. Principal Global Investors (EU) 

Limited is regulated by the Central Bank of Ireland.
•	 United Kingdom by Principal Global Investors (Europe) Limited, Level 1, 1 Wood Street, London, EC2V 7 JB, registered in England, No. 

03819986, which is authorised and regulated by the Financial Conduct Authority ("FCA"). 
•	 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). The contents of the document have been approved by the relevant entity. Clients that do 
not directly contract with Principal Global Investors (Europe) Limited (“PGIE”) or Principal Global Investors (EU) Limited (“PGI EU”) 
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 PGI EU, PGIE or PGI EU 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.

•	 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. This document is intended for sophisticated institutional investors only.

•	 Hong Kong SAR (China) by Principal Asset Management Company (Asia) Limited, which is regulated by the Securities and Futures 
Commission and is directed exclusively at professional investors as defined by the Securities and Futures Ordinance.

•	 Other APAC Countries, 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.

Principal Funds are distributed by Principal Funds Distributor, Inc.
© 2023 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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