
Fundamentals Remain Strong, 
but Listed Preferreds Face 
Technical Headwinds
Key takeaways 

»	 Institutional preferreds continued to outperform exchange-listed preferreds. 
The ICE BofA US Institutional Capital Securities Index (CIPS) returned +0.43% 
during June compared with -0.73% for the ICE BofA Core Plus $25 Par Preferred 
Index (P0P4). Contingent capital securities also remained a strong performer, 
returning +0.58% during the month.

»	 Performance divergence was driven primarily by technical factors rather than 
interest rates. While front-end Treasury yields moved higher, the 10-year Treasury 
finished the month essentially unchanged, and the 30-year Treasury yield declined 
modestly. We believe passive ETF rebalancing, increased convertible preferred supply 
and weakness in preferreds issued by digital-asset treasury companies weighed 
disproportionately on exchange-listed preferreds. Importantly, the institutional 
$1,000-par preferred and contingent convertible (CoCo) bond indexes have no 
exposure to convertible preferred securities or digital-asset treasury issuers.

»	 The Federal Reserve adopted a more hawkish, data-dependent stance. Under 
chair Kevin Warsh, the June Federal Open Markets Committee (FOMC) meeting 
removed much of its forward guidance and reinforced its commitment to restoring 
price stability. Fed funds futures now price one 25-basis-point (bps) rate hike by 
year-end, compared with expectations for two rate cuts at the beginning of the year.

»	 Bank fundamentals remain exceptionally strong. All 32 participating banks 
successfully passed the Fed’s Comprehensive Capital Analysis and Review (CCAR), 
maintaining capital levels comfortably above regulatory minimums under the 
severely adverse testing scenario.

»	 We remain constructive on institutional preferred securities. We also see better 
valuations in $25-par retail securities following the recent technical-driven sell-off. 
We believe we’re in a range-bound interest rate environment, with the Fed on hold 
for the near future and carry likely to be the primary driver of fixed income returns. 
Preferred securities remain well positioned in that environment, particularly 
institutional preferreds and CoCos.
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Market recap
June was defined by the Fed’s first meeting under chair  
Kevin Warsh and rapidly evolving geopolitical developments 
in the Middle East.

The June FOMC meeting represented what we view as a new 
Fed and a new playbook. The FOMC unanimously left the 
Federal funds rate unchanged at 3.5% to 3.75% but materially 
changed its communication strategy by removing forward 
guidance, dramatically shortening the policy statement and 
emphasizing a more data-dependent approach. Rather than 
guiding markets toward future easing, chair Warsh made clear 
that restoring price stability remains the FOMC’s primary 
objective while allowing incoming economic data to shape 
policy expectations. Nine of 18 FOMC participants now 
expect higher policy rates by year-end, while the median  
2026 dot increased to 3.8% from 3.4% in March.

Markets quickly adjusted to the Fed’s new message.  
At the beginning of 2026, Fed funds futures were pricing 
approximately two 25-bps rate cuts by year-end. By the 
end of June, futures instead implied one 25-bps rate hike, 
reflecting stronger-than-expected economic data, persistent 
inflation and the Fed’s increasingly hawkish posture.

Inflation remained elevated during the month, with headline 
Consumer Price Index data accelerating to 4.2%, more 
than double the Fed’s 2% objective. However, much of 
the increase reflected elevated energy prices. West Texas 
Intermediate crude oil was approximately $97 per barrel at 
the beginning of June amid escalating tensions surrounding 
Iran and concerns over potential disruptions to the Strait of 
Hormuz, before declining more than 25% to approximately 
$69.50 per barrel by month-end as geopolitical risks 
subsided and shipping through the Strait normalized.

In our view, May likely marked the cyclical peak in both 
inflation and longer-term interest rates, with sharply lower 
oil prices expected to improve the inflation outlook over  
the coming months.

Bank fundamentals
The fundamental backdrop for financial institutions remains 
exceptionally strong.

All 32 participating banks successfully passed the Fed’s 
2026 annual CCAR stress tests, maintaining capital ratios 
comfortably above regulatory minimums even after absorbing 
approximately $708 billion of hypothetical losses under 
the Fed’s severely adverse scenario. Aggregate CET1 capital 
declined from 12.8% to a stressed minimum of 11.2%, still 
comfortably above the 4.5% regulatory minimum.

This matters for preferred investors, because bank 
preferreds are ultimately supported by bank capital 
strength, earnings power and regulatory discipline. The 
stress test results reinforce that large US banks remain 
well capitalized even under a severe recession scenario, 
supporting our constructive view on bank capital securities.

Preferred market performance

INDEX MTD YTD 1 YEAR

ICE BofA Fixed Rate Preferreds -0.2% 0.16% 4.25%

ICE BofA Core Plus $25 Preferreds -0.73% -0.31% 4.32%

ICE BofA U.S. IG Institutional Preferreds 0.43% 1.98% 6.29%

ICE BofA U.S. HY Institutional Preferreds 0.5% 2.16% 7.02%

ICE USD Contingent Capital Index 0.58% 2.37% 8.33%

Source: Bloomberg, ICE BofA, 6/30/2026. For illustrative purposes only. It is 
not possible to invest directly in an index. Past performance is no guarantee 
of future results.

Institutional preferreds once again significantly outperformed 
exchange-listed preferreds during the month.

While higher front-end Treasury yields created a modest 
headwind for fixed-rate securities, we don’t believe rates 
alone explain the magnitude of the underperformance 
in listed preferreds. The long end of the Treasury curve 
actually rallied during June, with the 30-year Treasury yield 
declining for the month. If interest rates were the primary 
driver, we would’ve expected the weakness to be more 
evenly distributed across preferred sectors.

Instead, the underperformance was concentrated in  
exchange-listed $25-par preferreds, which suggests  
that technicals played a much larger role.



Structure matters
The opposite dynamic has emerged within portions of 
the retail preferred market. Many fixed-for-life $25-par 
preferreds issued during the low-rate environment of  
2020 and 2021 carry coupons in the 4% area and continue 
to trade at substantial discounts to par.

Unlike fixed-to-reset structures, these securities offer issuers 
little economic incentive to redeem and refinance outstanding 
capital. Given our expectation of higher-for-longer interest 
rates, persistent fiscal deficits and structurally elevated 
Treasury yields, we don’t believe many of these low-coupon 
fixed-for-life preferreds will likely return to par in the 
foreseeable future absent a significant decline in rates.

While this has created performance headwinds, it’s  
also created opportunities. For taxable investors, many 
of these discounted securities may represent attractive 
tax-loss-harvesting candidates. In many cases, investors 
can realize losses and reinvest into securities with higher 
coupons, more favorable fixed-to-reset structures and 
materially higher yields without significantly altering 
portfolio risk characteristics.

The dispersion in returns also serves as a reminder that 
preferreds aren’t a homogeneous asset class. Fixed-for-life 
retail preferreds, fixed-to-reset institutional preferreds, 
insurance hybrids, utility hybrids and European AT1s all 
responded differently to the same market environment.  
As a result, structure and security selection continue to 
matter as much as broad market direction.

Technicals dominate the listed market
Exchange-listed preferreds continue to face technical 
pressures largely absent from the institutional preferred  
and CoCo markets.

Passive preferred ETFs are increasingly exposed to newly 
issued convertible preferred securities, particularly those 
tied to AI infrastructure, hyperscale data centers and 
technology-related borrowers. These securities have become 
a larger part of some passive preferred indices and can 
create supply and rebalancing pressure in the listed market.

At the same time, preferreds issued by digital-asset treasury 
companies experienced substantial weakness in June. These 
securities are primarily held in the exchange-listed retail 
market and introduced additional volatility into listed 
preferred indices as sentiment toward crypto-linked issuers 
deteriorated during the month.

This distinction is critical: The institutional $1,000-par 
preferred and CoCo indexes don’t have exposure to 
convertible preferreds or digital-asset treasury issuers.  
As a result, institutional preferred and CoCo investors  
avoided much of the idiosyncratic technical pressure that 
weighed on listed $25-par preferreds.

We believe this is one of the most important explanations  
for June’s performance divergence.

Supply and market technicals
New issue activity in traditional perpetual preferreds and  
$25-par preferreds remained relatively quiet, but broader 
hybrid capital issuance was active.

Notable June transactions included Synchrony Financial’s 
$500 million $1,000-par perpetual preferred offering and 
NextEra Energy’s $3.75 billion multi-tranche hybrid financing. 
Lincoln National also issued $500 million of 30NC10 junior 
subordinated notes, with proceeds potentially available to 
refinance outstanding preferred securities, although the 
relevant LNC preferreds aren’t callable until December 2027.

The NextEra transaction was particularly notable because it 
demonstrated strong demand for long-dated corporate hybrid 
structures. The deal included 30NC5, 30NC10 and 40NC20 
tranches, and the longer 40NC20 structure was well received 
despite its extended duration profile.

Year-to-date (YTD) supply dynamics remain supportive for 
institutional preferreds. In the domestic $1,000-par preferred 
market excluding AT1s, issuance has totaled approximately 
$11.0 billion, while redemptions have totaled approximately 
$16.2 billion, leaving net issuance negative by more than 
$5 billion. That negative net supply remains an important 
technical tailwind for financial preferreds.



Looking ahead
We remain constructive on preferred securities,  
particularly institutional $1,000-par preferreds and 
contingent capital securities. At the same time, the recent 
technical-driven sell-off has created more attractive entry 
points in select $25-par retail preferreds. While we continue 
to prefer the institutional market from a structural and 
technical perspective, valuations in parts of the listed 
market have improved.

Our base case is that we’re in a range-bound interest rate 
environment. The sharp move lower in oil prices should help 
the inflation outlook over coming months, but the Fed is likely 
to remain on hold for the near future given that inflation 
remains well above its 2% objective and the labor market 
remains resilient. In this environment, we believe carry will  
be the primary factor driving fixed income returns, rather  
than price appreciation from a sustained decline in rates.

Preferred securities are well positioned in that  
environment. Starting yields remain attractive, credit 
fundamentals remain strong and the asset class offers 
meaningful income in a market where the Fed is unlikely  
to provide near-term rate relief.

Bank earnings should also provide a supportive  
fundamental backdrop. According to one Wall Street  
sell-side preview, large US banks are expected to report 
another solid quarter, with median core earnings per share 
projected to increase approximately 19% year-over-year 
(YoY) and 0.7% sequentially. The expected YoY improvement 
should be driven by higher net interest revenue, stronger 
core fee income, lower loan-loss provisions and positive 
operating leverage. Median net interest margins are 
expected to increase six bps quarter-over-quarter  
and 21 bps YoY, with median net interest income  
increasing 1.5% quarter-over-quarter and 9.6% YoY.

Credit quality also remains healthy. Credit losses are expected 
to remain manageable through the second quarter and into 
year-end 2026, with provisioning generally tied to the pace 
of loan growth. Capital markets banks should also benefit 
from stronger activity, with fixed income and equities trading 
revenues expected to increase 15% YoY and investment 
banking revenues expected to increase 25% YoY, driven  
by strength across categories, particularly advisory.

The outlook for large regional banks is also positive.  
Loan growth, stable-to-better margins, stronger fee 
income, clean credit, regulatory easing and increased capital 
deployment should support earnings. Regional banks that 
participated in the recent stress tests performed well, 
and potential regulatory relief could create incremental 
opportunities for capital return, balance sheet growth  
and selective mergers and acquisitions.

Against this backdrop, we believe the recent 
underperformance of exchange-listed preferreds reflects 
technical rather than fundamental factors. Passive preferred 
indexes continue to absorb growing allocations to convertible 
preferred securities, while digital-asset treasury issuers 
have introduced additional volatility into the listed market. 
Institutional $1,000-par preferreds and CoCos remain 
insulated from these index distortions.

Accordingly, we continue to favor institutional  
$1,000-par preferred securities and contingent capital 
securities over traditional exchange-listed $25-par 
preferreds. Their combination of attractive carry, strong 
issuer fundamentals, favorable supply dynamics and limited 
exposure to recent listed-market technical pressures 
positions them well to continue outperforming in the 
current market environment.
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