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The current comparison of the Current Yield/Dividend relationships is shown for PWF/GWO in Chart DR-5. This chart indicates that there is  
differentiation between PWF and GWO Straight Perpetuals in the marketplace, but more sensitive tests are available – and there are interfering 
factors that must be understood as well.
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It should be remembered that Yield-to-Worst has, historically, been a good indicator of relative expected future returns.122

Although calls by the issuer do not show up to a major extent in Table DR-1, a quick glance is sufficient to show that there is a higher proportion of 
PWF issues trading near or above par; hence call risk is a greater influence on the PWF series than on the GWO series. Implied Volatility analysis, 
which allows for any probability of call to be considered on a consistent basis, rather than the binary on/off switches implicit in YTW analysis (or the 
‘always off’ assumption of Current Yield), shows the differentiation between the two series. This is discussed below.

No useful purpose is served by plotting Current Yield against the “Expected Gain Rate” for the two series of data, or Yield-to-Worst vs. Price, so the  
plots of Current Yield vs. Price (Chart DR-6) and Current Yield vs. Dividend Rate (Chart DR-7) will have to make up the illustrations of the difference 
between bank and insurer pricing this month.

“Relationship lines” have been added to chart DR-6 to show the relationship between Current Yield and Price for two issues (the issues must be 
somewhere on their indicated line, by definition); for consistency with prior editions of this newsletter I am retaining the lines for two SLF issues 
although these have now been dropped from the “Pfd-1(low)” group. Note that if GWO.PR.I were to be priced like a bank issue, the price would 
increase from 21.74 to about 25.00.

Finally, Chart DR-8 shows the range of YTWs available in the DeemedRetractible sector, disaggregated by issuer.

122  See my article “A Call, too, Harms” at http://www.himivest.com/media/advisor_0606.pdf

One confounding factor that may serve to give a false signal of differentiation due to regulatory status is that there are significant differences in the 
call provisions of these shares – significant enough that there certainly should be a wide divergence in the current yields of these issues based on 
these differences alone, ignoring DeemedRetractible status, as shown in Table DR-1.

Table DR-1: Current Yields and Yields-to-Worst of PWF and GWO Straight Perpetuals

Ticker Dividend Bid Current Yield YTW Scenario YTW First Par Call Date

PWF.PR.E 1.375 25.32 5.43% Immediate Call -2.70% Current

PWF.PR.F 1.3125 24.86 5.28% Limit Maturity 5.34% Current

PWF.PR.G 1.475 25.61 5.76% Immediate Call -15.06% Current

PWF.PR.H 1.4375 25.38 5.66% Immediate Call -4.96% Current

PWF.PR.I 1.50 25.64 5.85% Immediate Call -16.17% Current

PWF.PR.K 1.2375 24.34 5.08% Limit Maturity 5.14% Current

PWF.PR.L 1.275 25.00 5.10% Limit Maturity 5.15% Current

PWF.PR.O 1.45 25.59 5.67% Call at 25.00, 2018-10-31 * 4.97% 2018-10-31

PWF.PR.R 1.375 25.45 5.40% Call at 25.00, 2021-4-30 * 5.23% 2021-4-30

PWF.PR.S 1.20 23.59 5.09% Limit Maturity 5.13% 2022-4-30

GWO.PR.F 1.475 25.89 5.70% Immediate Call -36.92% Current

GWO.PR.G 1.30 25.09 5.18% Immediate Call * -2.80% Current

GWO.PR.H 1.2125 23.99 5.05% Deemed Maturity 2025-1-31 5.45% Current

GWO.PR.I 1.125 22.73 4.95% Deemed Maturity 2025-1-31 5.88% Current

GWO.PR.L 1.4125 25.57 5.52% Call at 25.50, 2016-12-31 * 3.64% 2018-12-31

GWO.PR.M 1.45 26.16 5.54% Immediate Call -16.80% 2019-3-31

GWO.PR.P 1.35 25.65 5.26% Call 2020-3-31 at 25.25 4.80% 2021-3-31

GWO.PR.Q 1.2875 25.03 5.14% Deemed Maturity 2025-1-31 5.12% 2021-9-30

GWO.PR.R 1.20 23.71 5.06% Deemed Maturity 2025-1-31 5.57% 2021-12-31

GWO.PR.S 1.3125 25.71 5.11% Deemed Maturity 2025-1-31 4.82% 2025-1-30

The YTW scenarios for PWF.PR.O, PWF.PR.R, GWO.PR.G and GWO.PR.L have changed since the July edition.
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Recent Performance of DeemedRetractibles

The difference in market perception of bank and insurance Deemed Retractibles is brought out in stark relief by a comparison of the performances 
of these two classes in the first stage of the 2013 downdraft, as was illustrated in Chart DR-3. The performance of Bank Deemed Retractibles was 
essentially independent of the coupon rate – the slight slope indicated by the chart is less than the error in this slope determined by regression. 
However, it is quite apparent that insurance Deemed Retractibles performed in a manner largely determined by their coupon rate, as will normally 
be the case when:

i) the coupon rate is sufficiently close to the market rate that the instruments will trade reasonably close to par
ii) differences in details of the call schedules are either negligible or are ignored by the market
iii) the market recognizes, in at least a qualitative manner, Black-Scholes option pricing theory, with a non-negligible level of Implied Volatility.

This month the market were flat to slightly down; insurance issues were not differentiated from bank issues (see Chart DR-9) or from non-regulated 
issues (see Chart DR-10). Correlations were were poor in all cases.
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123  See spreadsheet at http://www.prefblog.com/xls/PDTheoreticalPricing.xls or the updated version incorporating tabs for FixedResets at http://www.prefblog.com/xls/ImpliedVolatility.xls
124  See http://www.himivest.com/media/impliedVolatilityStraights.pdf

The Return of Implied Volatility

The noteworthy dependence of performance over the past while on the coupon rate suggests that Black-Scholes analysis of the relative pricing of 
these instruments has become possible, after a long hiatus in which there was such an overwhelming market feeling that all instruments would 
mature at par that the assumptions embedded in the theory became inoperable.

And, in fact, we do see that relative pricing is reasonably consistent with Black-Scholes theory, as determined by the spreadsheet previously made 
available to readers123 and explained in the January, 2010, edition of this newsletter (which has recently been made public124); results for the series 
of Straight Perpetuals issued by PWF and GWO are shown in Charts DR-11 and DR-12, respectively, with details in Table DR-2.

The fitting of the data is very sensitive to outliers, but this month there is significant differentiation between the GWO and PWF series, as is shown 
by Chart DR-13, in which the GWO data is presented with the theoretical parameterization derived from the PWF data. The Sum of Squared Errors 
(with “error” defined as the difference between the calculated theoretical price and the actual price) is 0.76 in the GWO best fit and 2.09 when fitted  
to the PWF parameters – there is clearly a large difference between the two series this month.

It is also noteworthy that the calculated Implied Volatility of the PWF series has exploded with this month’s calculation – this suggests that directionality  
(towards par) has crept into market expectations of future PWF performance. As usual it has gone too far – as the market has gone up and prices 
have risen above par, people have forgotten that the market can also go down, at which point a healthy ‘buffer’ of excess coupon over market rates 
might well prove valuable.

Table DR-2: Results of Implied Volatility Analysis

Value GWO PWF

“Pure” Yield 4.38% (-0.52%) 0.59% (-4.22%)

Volatility 17% (+5%) 40% (+23%)

Years 3 3

“Years” is a simplifying assumption; it is the number of years until all 
options are assumed to become exercisable at par.

Bracketted figures indicate the change from the analysis performed 
with 2016-7-8 prices

DR-11
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DR-12
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