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Preferred Coupons Stay Healthy
as Back Ends Slim Down
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The trend toward lower back ends. New-issue preferred coupons remain attractive

by historical standards, but reset spreads have moved meaningfully tighter. Investors

can still recieve healthy current income, but issuers are increasingly reducing the back
end, which makes extension value less attractive if securities aren’t called.

Macro volatility weighed on preferreds as yields moved higher. July was a more
difficult month for fixed income as renewed tensions around the Strait of Hormuz
pushed oil prices higher, causing bond yields to rise and markets to discount
otherwise benign inflation data. The 10-year Treasury closed the month at 4.749%,
up roughly 30 basis points (bps), while the 30-year moved above 5.25%, its highest
level since 2007, creating a headwind for fixed-rate preferred securities.

Bank earnings remained a fundamental bright spot. Second-quarter results were
uniformly strong. All six major banks beat estimates, led by JPMorgan's record
$21.2 billion quarterly profit, and regional banks reported similarly clean credit
trends. Results were supported by resilient net interest income, strong capital
markets activity and low provisioning for credit losses, though a good chunk of the
capital markets’ upside came from large, one-off deals that may be tough to repeat.

We remain constructive on preferred securities. \We continue to prefer
$1,000-par institutional preferreds given stronger structures, better technicals

and more attractive relative value. That said, the continued sell-off in $25-par
retail securities has created more interesting valuations and selective opportunities.



New-issue market and technicals

New-issue activity continued in July, but conditions became
more challenging as the month progressed. The combination
of the Federal Open Markets Committee meeting, renewed
escalation around Iran, higher long-end Treasury yields and
weak secondary performance from recent new issues kept
issuance largely on the sidelines during the final week of

the month.

Average new-issue coupons are approximately 7.6% in $25-par
preferreds and 6.5% in $1,000-par preferreds, attractive by
post-financial-crisis standards. At the same time, average fixed-
to-floating back-end spreads have compressed to roughly
2.5% and even lower for higher-quality credits, near the
tightest levels of the past decade. July's deals bore this out.

Figure 1: Back-end spreads, as of July 31, 2026

Secondary performance reflected the more difficult late-
month backdrop, with the four recent new issues in figure
1all trading below par into month-end. By contrast, the
broader $25-par secondary market recovered roughly

1% on the final week as the 10-year eased slightly off its
recent high, while $1,000-par securities stayed under

more pressure. Fund flows softened at the margin, with
preferred ETFs seeing roughly $49 million in outflows in the
week ending July 31, though longer-term demand remains
constructive, with about $1.75 billion in inflows over the past
30 weeks and $3.24 billion over the past 52 weeks.

Supply technicals remain a net positive for the asset class.
Combined preferred issuance is down 31% year-over-year
(YoY), and net issuance in the $1,000-par institutional
market is negative by roughly $5 billion, a supportive
technical, as redemptions are outpacing new supply in the
segment most exposed to rate volatility.
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Figure 2: Combined preferred issuance, as of July 31,2026
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Source: Bloomberg, company reports, as of 7/31/2026. All four deals
priced July 16 through 20, 2026, perpetual, non-call-5. Pricing as of July 31,
2026. For illustrative purposes only and does not constitute an offer or a
recommendation to buy or sell any particular security.

It feels as if preferreds have discovered GLP-Ts. Current
coupons in the 6% to 7% range screen well historically, but
several recent $1,000-par bank deals carried reset spreads

at or only modestly above 2%, thinner than at almost any
point in the post-2013 period. The income today is compelling,
but extension value is less attractive if these securities aren't
called and eventually reset at these lower back-end spreads.
Security selection matters more in this environment. We
continue to prefer structures where coupon, call schedule,
reset spread and issuer fundamentals all line up.

Source: Bloomberg, as of 7/31/2026. For illustrative purposes only and
does not constitute an offer or a recommendation to buy or sell any
particular security.

Near-term redemptions should provide further technical
support: roughly $3.15 billion in $1,000-par preferreds are
scheduled to be called in August, including issues from
Goldman Sachs, Citigroup and Energy Transfer, all originally
priced with wider reset spreads than current new-issue levels.

Figure 3: Near-term redemptions, as of July 31,2026

ISSUER AMOUNT ISSUED CALLED RATE
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Citigroup $1,500M  4/18/2016 8/15/2026 SOFR
+4.779%
6.5%, 5-yr
Energy Transfer  $900M  6/1/2021 8/17/2026 CMT
+ 5.694%
Total $3,150 M - - -

Source: Bloomberg, as of 07/31/2026. For illustrative purposes only and
does not constitute an offer or a recommendation to buy or sell any
particular security.



Figure 4 illustrates the same new-issue dynamic discussed
above: Average coupons remain historically attractive across
both $25-par and $1,000-par structures, while average
fixed-to-floating back-end spreads have compressed to some
of the tightest levels of the past decade.

Figure 4: Back-end spreads, as of July 31, 2026
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Source: Bank of America, as of 07/31/2026. For illustrative purposes only.
It is not possible to invest directly in an index. Past performance is no
guarantee of future results.

Positioning

We remain constructive on preferred securities into
year-end. We continue to prefer $1,000-par institutional
structures for their stronger covenants, superior technicals
(negative net issuance) and better relative value compared
with $25-par retail preferreds. That said, the extended
sell-off in $25-par securities has pushed valuations to
levels we find increasingly interesting, and we'd look to add
selectively into further weakness. With carry likely to be the
dominant driver of fixed income returns in a range-bound
rate environment, we believe preferred securities are well
positioned to outperform.
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