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Although Floating Rate Notes and Hybrids may seem 
similar, there are significant differences between the 
two. We summarise 10 key differences between these 
instruments and highlight the impact they can have on 
investors’ portfolios and how they can influence the 
potential outcomes an investor can be exposed to. 

Floating Rate Notes (FRNs) and hybrid securities are both classified as segments of the broader 
Corporate Credit and Fixed Income universe. Both are used by corporations to raise capital 
to fund their operations. They both produce income that is paid on a regular basis (usually 
quarterly) and, in Australia, there is significant crossover between the issuers in each of these 
segments — mainly local banks. For these reasons, it may be difficult for investors to appreciate 
the significant differences between the two types of instruments. 

To help investors make a more informed choice between the two, we have summarised 10 key 
differences between the instruments. One headline difference, that many investors may already 
be aware of, is that hybrids tend to generate higher income than FRNs. The higher income is 
because hybrids have a higher risk level due to them being more equity-like than FRNs. While 
this difference in structure may seem like a minor detail, below we show how this influences the 
potential outcomes investors can be exposed to. We have also included some charts to highlight 
the impact these different instruments can have on investors’ portfolios. 

1 Seniority FRNs are amongst the highest ranking capital (mostly senior secured) for issuers 
while hybrids rank lower, often just above equity. The seniority of the capital instrument 
determines the priority in which investors are paid out in the event of a liquidation. This 
means hybrids will have a much higher chance of absorbing losses or being converted to 
equity therefore resulting in a loss of income and/or capital. 

2 Ratings FRNs are senior secured debt so have much higher ratings — the FRN index average 
rating by Standard & Poor’s (S&P) is AA- vs BBB- for the rated hybrids. The following extracts 
from S&P’s rating methodology highlight the big risk difference. As can be seen BBB- is just 
above speculative grade and is susceptible to changes in the economic environment.
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Figure 1 
Extract from S&P 
Rating Methodology

S&P Letter Grade Grade Capacity to Repay

AAA Investment Extremely strong

AA+, AA, AA- Investment Very strong

A+, A, A- Investment Strong

BBB+, BBB, BBB- Investment Adequate

BB+, BB Speculative Faces major future uncertainties

AA An obligation rated ‘AA’ differs from the highest-rated obligations only to a small 
degree. The obligor’s capacity to meet its financial commitments on the obligation 
is very strong.

BBB An obligation rated ‘BBB’ exhibits adequate protection parameters. However, 
adverse economic conditions or changing circumstances are more likely to 
weaken the obligor’s capacity to meet its financial commitments on the obligation.

Source: S&P Global Ratings. Retrieved from: https://disclosure.spglobal.com/ratings/en/regulatory/article/-/view/
sourceId/504352.

3 Standardisation The FRN market has more transparency and standard terms for each 
issue. This contrasts with the complexity of the multiple hybrid structures and terms which 
require interpretation. This means more work for investors to understand the specific 
conditions for each hybrid issue even from the same issuer.

4 Diversification of Issuers The hybrid market in Australia is generally domestic banks. 
There are 56 issues from 28 issuers, all Australian companies (Sep 2022).1 In contrast, the 
FRN market offers more diversification through the inclusion of foreign bank and corporate 
issuers. In addition, issuance is more frequent and larger. The FRN index contains 230 issues 
from 85 issuers from 19 countries (Sep 2022).2 

5 Size of Market The FRN index covers A$158 billion of outstanding issuance while the 
hybrid market is only A$44 billion as at the end of September 2022.3 

6 Liquidity FRNs typically have better secondary market liquidity. Hybrids have a monthly 
trade volume of A$693m (Sep 2022), while for FRNs trade volume is estimated to be in 
the range from A$1.5bn to A$3.5bn.4 

7 Portfolio Diversification FRNs have a lower correlation to equity markets than hybrids. 
Over the 10 years that we have data for the hybrid index, monthly correlation of hybrids 
with Australian shares has averaged 0.70 while, in the same period, FRNs have averaged 
0.45.5 In addition, hybrids are generally purchased individually by investors which may 
make it difficult to get the required diversification compared to an FRN fund, which is a 
more common way to invest in these instruments. 

8 Income Reliability The reliability of the income stream is higher with FRNs than with 
hybrids. One of the features of hybrids is that interest payments can be deferred and may not 
be paid at all due to the non-cumulative condition. Moreover, hybrids can fail to convert to 
equity if they do not meet specific conditions so maturity dates can be uncertain. In contrast, 
as long as the issuer is solvent, FRNs must pay income on the agreed dates and repay capital 
at the fixed maturity date.

9 Institutional Access FRNs are not offered directly to retail investors due to the minimum 
ticket size. Investing in FRNs, through a fund, therefore gives retail investors the ability to 
benefit from the relationships that the fund manager has with the broker dealers. This also 
allows investors best access to favoured names as cornerstone investors. 

https://disclosure.spglobal.com/ratings/en/regulatory/article/-/view/sourceId/504352
https://disclosure.spglobal.com/ratings/en/regulatory/article/-/view/sourceId/504352
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10  Capital Stability FRNs have historically been more resilient to market weakness and 
suffered smaller capital drawdowns than hybrids. With the current macro outlook being 
challenging, this feature of FRNs makes them more attractive than hybrids. The current 
yield differential 6.21% for hybrids vs 4.83% for FRNs6 (Sep 2022) is not large compared 
to history and may not compensate for the risk differential between hybrids and FRNs. 

The charts below help illustrate some of the differences between hybrids and FRNs using their 
historical performance for the period for which we have reliable data — 2012 to current. 

Figure 2 
FRNs Have 
Much Lower Risk 
Than Hybrids
Risk vs Return by 
Asset Class

Figure 3 
FRNs Have a Higher 
Risk-Reward Ratio 
Than Hybrids
Return/Risk  
(2012–2022)

Source: State Street Global Advisors, Bloomberg Finance L.P., as of 30 September 2022. Past performance is not a reliable 
indicator of future performance. Index returns are unmanaged and do not reflect the deduction of any fees or expenses. 
Index returns reflect all items of income, gain and loss and the reinvestment of dividends and other income as applicable. 
Aus FRNs = Bloomberg AusBond Credit FRN 0+ Index; Aus Hybrids = Solactive Australian Hybrid Securities Index; Aus 
Equities = MSCI Australia Index; Aus Cash = JP Morgan Cash 3M Index; Aus Govt = ICE BofA Australia Government Index; 
Aus Corp = ICE BofA Australia Corporate Index.

Source: State Street Global Advisors, Bloomberg Finance L.P., as of 30 September 2022. Past performance is not a reliable 
indicator of future performance. Index returns are unmanaged and do not reflect the deduction of any fees or expenses. 
Index returns reflect all items of income, gain and loss and the reinvestment of dividends and other income as applicable. 
Aus FRNs = Bloomberg AusBond Credit FRN 0+ Index; Aus Hybrids = Solactive Australian Hybrid Securities Index; Aus 
Equities = MSCI Australia Index; Aus Cash = JP Morgan Cash 3M Index; Aus Govt = ICE BofA Australia Government Index; 
Aus Corp = ICE BofA Australia Corporate Index.
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Figure 4 
FRNs Have a Lower 
Correlation with 
Equities than Hybrids
Correlation with 
Equities (2012–2022)

Figure 5 
FRNs Have Much 
Smaller and Shorter-
lived Drawdowns 
Than Hybrids
Drawdowns — Hybrids 
& FRNs (2012–2022)

  Aus Hybrids

  Aus FRNs

Source: State Street Global Advisors, Bloomberg Finance L.P., as of 30 September 2022. Past performance is not a reliable 
indicator of future performance. Index returns are unmanaged and do not reflect the deduction of any fees or expenses. 
Index returns reflect all items of income, gain and loss and the reinvestment of dividends and other income as applicable. 
Aus FRNs = Bloomberg AusBond Credit FRN 0+ Index; Aus Hybrids = Solactive Australian Hybrid Securities Index; Aus 
Equities = MSCI Australia Index; Aus Cash = JP Morgan Cash 3M Index; Aus Govt = ICE BofA Australia Government Index; 
Aus Corp = ICE BofA Australia Corporate Index. 

Source: State Street Global Advisors, Bloomberg Finance L.P., as of 30 September 2022. Past performance is not a reliable 
indicator of future performance. Index returns are unmanaged and do not reflect the deduction of any fees or expenses. 
Index returns reflect all items of income, gain and loss and the reinvestment of dividends and other income as applicable. 
Aus FRNs = Bloomberg AusBond Credit FRN 0+ Index; Aus Hybrids = Solactive Australian Hybrid Securities Index.
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Figure 6 
The Drawdowns 
in Hybrids Also 
Coincide With Equity 
Drawdowns Which 
Impacts Portfolio 
Diversification
Drawdowns — Hybrids, 
FRNs, Equities  
(2012–2022)

  Aus Hybrids

  Aus FRNs

  Aus Equities

Source: State Street Global Advisors, Bloomberg Finance L.P., as of 30 September 2022. Past performance is not a reliable 
indicator of future performance. Index returns are unmanaged and do not reflect the deduction of any fees or expenses. 
Index returns reflect all items of income, gain and loss and the reinvestment of dividends and other income as applicable. 
Aus FRNs = Bloomberg AusBond Credit FRN 0+ Index; Aus Hybrids = Solactive Australian Hybrid Securities Index; Aus 
Equities = MSCI Australia Index.

Endnotes 1 Source: ASX, as of 30 September 2022.

2 Source: Bloomberg Finance L.P., as of  
30 September 2022.

3 Source: ASX, as of 30 September 2022.

4 Source: ASX, State Street Global Advisors  
as of 30 September 2022.

5 Source: State Street Global Advisors, Bloomberg 
Finance L.P., as of 30 September 2022.

6 Source: ASX, Bloomberg Finance L.P., as of  
30 September 2022.
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The views expressed in this material are the 
views of the Fixed Income Strategy Team 
through the period ended 31 October 2022 and 
are subject to change based on market and 
other conditions. This document contains 
certain statements that may be deemed 
forward-looking statements. Please note that 
any such statements are not guarantees of any 
future performance and actual results or 
developments may differ materially from 
those projected.

This material is general information only and 
does not take into account your individual 
objectives, financial situation or needs and you 
should consider whether it is appropriate for 
you. There is no representation or warranty as 
to the current accuracy of this material, and 

SSGA Australia shall have no liability for 
decisions based on such information. 

Investing involves risk including the risk of loss 
of principal. 

Floating rate securities are often lower-quality 
debt securities and may involve greater risk of 
price changes and greater risk of default on 
interest and principal payments. The market for 
floating rate securities is largely unregulated 
and these assets usually do not trade on an 
organised exchange. As a result, floating rate 
bank loans can be relatively illiquid and hard to 
value. Diversification does not ensure a profit or 
guarantee against loss.

The value of the debt securities may increase or 
decrease as a result of the following: market 
fluctuations, increases in interest rates, inability 
of issuers to repay principal and interest or 
illiquidity in the debt securities markets; the risk 
of low rates of return due to reinvestment of 
securities during periods of falling interest rates 
or repayment by issuers with higher coupon or 
interest rates; and/or the risk of low income due 
to falling interest rates. To the extent that 

interest rates rise, certain underlying 
obligations may be paid off substantially slower 
than originally anticipated and the value of 
those securities may fall sharply. This may 
result in a reduction in income from debt 
securities income.

Bonds generally present less short-term risk 
and volatility than stocks but contain interest 
rate risk (as interest rates rise bond prices 
usually fall); issuer default risk; issuer credit risk; 
liquidity risk; and inflation risk. These effects are 
usually pronounced for longer-term securities. 
Any fixed income security sold or redeemed 
prior to maturity may be subject to a substantial 
gain or loss.

Government bonds and corporate bonds 
generally have more moderate short-term price 
fluctuations than stocks but provide lower 
potential long-term returns.

All the index performance results referred to 
are provided exclusively for comparison 
purposes only. It should not be assumed that 
they represent the performance of any 
particular investment.

BLOOMBERG and BLOOMBERG INDEXES are 
trademarks or service marks of Bloomberg 
Finance L.P. Bloomberg Finance L.P. and its 
affiliates (“collectively, “Bloomberg”) or 
Bloomberg’s licensors own all proprietary right 
in the BLOOMBERG INDEXES. Bloomberg does 
not approve or endorse this material and 
disclaim all liability for any loss or damage of 
any kind arising out of the use of all or any part 
of this material.

All information is from SSGA unless otherwise 
noted and has been obtained from sources 
believed to be reliable, but its accuracy is 
not guaranteed.

The whole or any part of this work may not be 
reproduced, copied or transmitted or any of its 
contents disclosed to third parties without 
SSGA Australia’s express written consent.
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Our clients are the world’s governments, institutions and financial advisors. To help them achieve 
their financial goals we live our guiding principles each and every day:

• Start with rigor
• Build from breadth 
• Invest as stewards 
• Invent the future 

For four decades, these principles have helped us be the quiet power in a tumultuous investing 
world. Helping millions of people secure their financial futures. This takes each of our employees 
in 29 offices around the world, and a firm-wide conviction that we can always do it better. As a 
result, we are the world’s fourth-largest asset manager* with US $3.26 trillion† under our care.

* Pensions & Investments Research Center, as of December 31, 2021. 
†  This figure is presented as of September 30, 2022 and includes approximately $55.12 billion USD of assets with respect 

to SPDR products for which State Street Global Advisors Funds Distributors, LLC (SSGA FD) acts solely as the marketing 
agent. SSGA FD and State Street Global Advisors are affiliated. Please note all AUM is unaudited.

http://ssga.com
http://ssga.com

