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HYBRIDS IN THE EARLY PART OF EQUITY DRAWDOWNS 
TLDR: HYBRIDS ARE NOT AFFECTED BY MODERATE EQUITY MARKET 
LOSSES 

 10% drawdowns in equity markets are not uncommon; there have been 8 since the GFC. 
 The chart below shows what happens to the Elstree Bank Hybrid Index (green), ASX 200 Bank 

Index (orange) and the broader equity market (blue) in those  8 events. 
 Of course, the eventual drawdowns may have been bigger, but if that happens, it gets 

interesting. 
 Hybrids don’t react to the early stages of equity market weakness. This time, they have posted 

positive returns. We aren’t unsurprised by that. Australian banks are extremely resilient, so they 
need a material worsening of the economy to come under stress and for hybrid prices to react. 
A 10% fall in the equity market is a change in risk appetite. Of course, the 10% might be the first 
part of a 25% fall, but we are not there yet. 

 We think we might see some limited weakness in hybrids, but we are not adjusting portfolios 
yet. 

 At some stage we might. 
 The chart below reinforces why you own hybrids. Limited volatility and above cash returns. 
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