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Additional Tier 1 Contingent Convertible bonds (AT1 CoCos) are issued by banks to help them meet their Core 
Tier 1 Capital requirements set by regulators. The 2008 financial crisis highlighted the weak capital position many 
banks had at the time and more importantly indicated the need for regulatory change in the banking system with 
the aim of potentially preventing systemically important banks from having to be bailed out by taxpayer money 
in the future.  Basel III regulation forced banks to strengthen regulatory capital ratios by allowing banks to issue 
AT1 CoCos, which are meant to help limit the financial risk faced by taxpayers via bail-in provisions. A notable 
change to the regulation was to strengthen the definition of new regulatory capital with capital elements limited 
to the highest quality to ensure it consists of elements that can absorb loss. AT1 CoCos for example, are hybrid 
instruments that will typically require banks to maintain a certain common equity tier 1 (CET1) ratio above a certain 
trigger level. If triggered, CoCo bonds are then converted into common equity or completely or partially written 
down. This is aimed at helping the bank rebuild its capital adequacy, should it fall below a level that threatens the 
bank’s viability. Regulators usually review the bank’s capital ratio, defined as the percentage of a bank’s capital to 
its risk-weighted assets, along with other measures to determine the bank’s balance sheet strength. 

Snapshot of the CoCo universe

As reflected in Figure 1 using the Markit iBoxx CoCo indices, AT1 CoCos are the largest form of bank CoCos 
issued in the market accounting for approximately 89.1% versus Tier 2 capital (T2) at only 9.3% of the CoCo 
universe. AT1 CoCos are situated above common equity and below T2 securities within the bank’s capital 
structure. Banks can issue AT1 CoCos denominated in either US dollar, Euro or Sterling. More importantly, 
issuance patterns indicate the growth of the Euro and GBP denominated segments of the universe with US 
Dollar, Euro and GBP now accounting for 60.6%, 31.2% and 8.2%, respectively1. Investors that are considering an 
allocation may want to consider a diversified approach that gains access to this broad universe consisting of AT1 
CoCos denominated in all three currencies.

THE CASE FOR A  
DIVERSIFIED AT1 COCOS 
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1      The CoCo Market is represented by the iBoxx GBP Contingent Convertible Index, iBoxx EUR Contingent Convertible Index and iBoxx USD 
Contingent Convertible Index. Breakdowns are based on the percentage of the market value in US Dollars of the outstanding CoCos. T2 are 
contingent convertibles issued as part of Tier 2 Capital. RT1 are Restricted Tier 1 capital bonds issued by insurance companies similar to AT1s 
issued by banks.



2

WisdomTree.com    +44 (0) 207 448 4330

For Professional Clients Only

WisdomTree STRATEGY INSIGHT

FIGURE 1: COCO MARKET: KEY FIGURES

 

Source: WisdomTree, Markit. Data as of 31 March 2019. CoCo Market statistics is as of 01 April 2019 to reflect post-rebalance 
figures. YTW is yield-to-worst, OAS is option-adjusted spread, Duration is effective option-adjusted duration. The CoCo Market 
is represented by the iBoxx GBP Contingent Convertible Index, iBoxx EUR Contingent Convertible Index and iBoxx USD 
Contingent Convertible Index. Breakdowns are based on the percentage of the market value in US Dollars of the outstanding 
CoCos. T2 are contingent convertibles issued as part of Tier 2 Capital. RT1 are Restricted Tier 1 capital bonds issued by 

insurance companies similar to AT1s issued by banks.  You cannot invest directly in an index. Historical performance is not 
an indication of future performance and any investments may go down in value.

WHY A DIVERSIFIED INDEX EXPOSURE COULD MAKE SENSE?

Example 1: AT1 CoCo index exposure versus individual AT1 CoCos and bank equities

For a universe of bonds which has most recently celebrated its sixth birthday on January 2019, we can use this 
short history to make inferences about how the universe has behaved thus far. It is interesting to note that when 
individual issuers within the universe have faced market price pressure on the back of negative sentiment a 
diversified index of AT1 CoCos has shown better resilience. In Figure 2, we consider the example of Deutsche 
Bank AG (DB) back in December 2017-2018 when DB’s share price fell to a multi-year low. The company faced 
share price pressure after its financial struggles were brought to light following their announcement of a series of 
job cuts and replacement of their CEO in attempts to accelerate their corporate turnaround. At the same time, 
the drawdowns on Deutsche Bank’s AT1 CoCo bonds were less severe meanwhile the AT1 CoCo Index remained 
virtually flat over this period using the iBoxx Contingent Convertible Liquid Developed Europe AT1 Index as a 
benchmark. It is notable to observe that even the EURO STOXX bank equity index faced greater volatility during 
this period than the AT1 CoCo Index. The AT1 CoCo index has historically exhibited approximately only one-
third of the annualised volatility present within the EURO STOXX bank index when considering a period since 31 
December 2013 2.

2      Source: WisdomTree, Bloomberg. Period from 31 December 2013 to 31 March 2019. Performance of iBoxx CoCo Liquid Developed Europe 
AT1 is based on the EUR-hedged version of the strategy. Calculations include backtested data. Volatility estimates are based on daily returns.
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FIGURE 2: DEUTSCHE BANK - CUMULATIVE PERFORMANCE IN EURO
 

Source: WisdomTree, Bloomberg. Period from 29 December 2017 to 18 June 2018. You cannot invest directly in an 
index. Historical performance is not an indication of future performance and any investments may go 
down in value.

Example 2: Banco Popular AT1 CoCos impact on the AT1 CoCo Index 

On the 6th of June 2017, the European Central Bank’s (ECB) bank oversight authority declared Banco Popular 
(BP) as “failing or likely to fail” based on the deterioration of its liquidity position. In particular, the regulator 
deemed Banco Popular (BP) at the Point of Non Viability (PONV) and put the bank into resolution. The Point of 
Non Viability is usually the point at which regulators decide a bank is no longer able to function. PONV trigger 
events are basically a forward looking and preventive tool used by the regulator when they believe that absent 
converting some or all the contingent capital securities to ordinary shares or writing them down to zero that the 
bank would become Non Viable. One of the requirements for AT1 CoCos to count towards the bank’s regulatory 
capital ratios under Basel III, is that these instruments must be able to be written down to zero or converted to 
equity. In this instance, BP’s sale to Santander was initiated following the PONV judgement and consequently, two 
AT1 CoCos (€1.25bn notional) were cancelled as indicated in Figure 3. Both CoCos were not included in the iBoxx 
Contingent Convertible Liquid Developed Europe AT1 Index (AT1 CoCo index) as they were not rated by either 
S&P, Moody’s or Fitch. As noted in Figure 4, the bank’s shares were negatively impacted meanwhile the AT1 CoCo 
index was barely affected by this event.
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FIGURE 3: RESOLUTION FOR BANCO POPULAR:  IMPLICATIONS
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FIGURE 4: BANCO POPULAR: CUMULATIVE PERFORMANCE IN EURO

Source: WisdomTree, Bloomberg. Period from 30 December 2016 to 08 June 2017. You cannot invest directly in an 
index. Historical performance is not an indication of future performance and any investments may go 
down in value.
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Example 3: Banco Santander did not call their Euro denominated AT1 CoCo bonds

Banco Santander announced on 12 February 2019 that they would not call their 6.25% €1.5bn AT1 CoCo issue 
with the first call date on 12 March 2019. The announcement was made right at the deadline for a decision and 
was made after the new issuance of $1.2 billion US Dollar denominated AT1 CoCos by the bank a week prior. 
While the market had speculated that the bank would call the bonds, under Basel III for bonds to be eligible 
as AT1 capital of the bank they must meet several specified criteria which also govern issuer behaviour.  One 
notable criterion as per Basel lll is that the Bank must not exercise a call unless they replace the called instrument 
with capital of the same or better quality and the replacement of this capital is done at conditions which are 
sustainable for the income capacity of the bank. Therefore, one consideration that may have been at the forefront 
of the bank’s decision is whether the reset coupon on the existing bonds was more economically viable than the 
coupon rate that could be achieved in the market via a new issuance. This will certainly play a role in future issuer 
behaviour as was the case when Banco Santander decided to recently call their $1.5 billion-dollar AT1 Cocos 
with first call on 19 May 2019 nine weeks after it skipped calling the euro AT1 CoCo bonds. In this example where 
Banco Santander did not call the AT1 CoCo bonds, the bank’s euro denominated AT1s cash price fell nearly 6% 
from par value in January and bounced back to almost par on the 11th February 2019 when the market expected 
them to be called. While the individual Santander AT1 CoCo bonds and share price were impacted, the AT1 
CoCo index showed greater resilience drawing from the diversified issuer and currency exposure within the index. 
On 12 February 2019, the AT1 CoCo index had only 1.25% exposure to the Banco Santander 6.25% €1.5bn AT1 
CoCo issue with the first call date on 12 March 2019 and at the same time exposure to Santander was roughly 
6%, below the index issuer cap of 7.5%. This highlights some of the benefits inherent in gaining exposure to AT1 
CoCos via a diversified index exposure.

FIGURE 4: BANCO SANTANDER - CUMULATIVE PERFORMANCE IN EURO
 

Source: WisdomTree, Bloomberg. Period from 01 February 2019 to 28 February 2019. You cannot invest directly in an 
index. Historical performance is not an indication of future performance and any investments may go 
down in value.
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AT1 CoCos are a relatively new asset class with issuance across US dollar, Euro and Sterling now in aggregate at 
nearly $206 billion as of 29 March 2019 3. While some institutional investors have decided to buy individual AT1 
CoCo bond issues, we have noted that a diversified index with exposure to the broad universe as exhibited by 
the iBoxx Contingent Convertible Liquid Developed Europe AT1 Index (AT1 CoCo index) can provide greater 
resilience during periods of issuer volatility. For investors tactically allocating to AT1 CoCos to access the higher 
yields available within the asset class, yield to worst YTW) of 6.53% as of 31 March 2019, an exchange traded fund 
can be a more diversified way to gain access to the universe rather than taking individual issuer bets. Specifically, 
the WisdomTree AT1 CoCo Bond UCITS ETF seeks to track the performance, before fees and expenses of iBoxx 
Contingent Convertible Liquid Developed Europe AT1 Index. The exchange traded fund invests in AT1 CoCos 
which are rated, backed by developed Europe financial institutions and screened for liquidity with each individual 
issuer exposure capped at 7.5% mitigating the impact that any one issuer may have on index performance.

POTENTIAL RISKS

 +  CoCos can be converted into equity of the issuing financial institution or have their principal written 
down. This may result in your investment losing some or all of the original investment amount

 +  The behaviour of the relatively new CoCo bond market has not been tested in a systemic financial crisis, 
thus the price and liquidity of CoCos may degrade under such circum stances. Past performance is 
therefore not a suitable indicator of future performance

 +  Coupon payments on some CoCos are entirely discretionary and can be cancelled. As a result of this 
uncertainty around coupon payments, CoCo products may be more volatile, and their price may rapidly 
decline in the event that coupon payments are suspended. Some CoCos may be callable bonds, which 
means that such callable bonds can be redeemed by the issuer prior to the bond’s maturity. This may 
result in the investor not receiving the invested capital back on the specified call date or at any date at 
all. Some CoCos are issued as perpetual instruments and only callable at predetermined levels upon 
approval of the competent regulatory authority. It cannot be assumed that these perpetual CoCos will 
be called on a call date. CoCos are a form of permanent capital. The investor may not receive return of 
principal as expected on call date or indeed at any date

 +  This list does not cover all risks. Further risks are disclosed in the KIID and Prospectus & Communications 
Surveillance

RELATED PRODUCTS: 

WisdomTree AT1 CoCo Bond UCITS ETF - USD

WisdomTree AT1 CoCo Bond UCITS ETF - USD Acc 

WisdomTree AT1 CoCo Bond UCITS ETF - EUR Hedged 

WisdomTree AT1 CoCo Bond UCITS ETF - USD Hedged 

WisdomTree AT1 CoCo Bond UCITS ETF - GBP Hedged 

3      Source: WisdomTree, Markit. Data as of 29 March 2019. AT1 CoCos market is represented by the constituents of the iBoxx GBP Contingent 
Convertible Index, the iBoxx EUR Contingent Convertible Index and the iBoxx USD Contingent Convertible Index.

https://www.wisdomtree.eu/en-gb/etfs/fixed-income/wisdomtree-at1-coco-bond-ucits-etf-usd?utm_source=SpanishPDF&utm_medium=Print&utm_campaign=CoCo_Blog
https://www.wisdomtree.eu/en-gb/etfs/fixed-income/wisdomtree-at1-coco-bond-ucits-etf-usd-acc
https://www.wisdomtree.eu/en-gb/etfs/fixed-income/cobo---wisdomtree-at1-coco-bond-ucits-etf---eur-hedged
https://www.wisdomtree.eu/en-gb/etfs/fixed-income/codo---wisdomtree-at1-coco-bond-ucits-etf---usd-hedged
https://www.wisdomtree.eu/en-gb/etfs/fixed-income/cogo---wisdomtree-at1-coco-bond-ucits-etf---gbp-hedged
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IMPORTANT INFORMATION 

Communications issued in the European Economic Area (“EEA”): This document has been issued and approved 
by WisdomTree Ireland Limited, which is authorised and regulated by the Central Bank of Ireland.

Communications issued in jurisdictions outside of the EEA: This document has been issued and approved by 
WisdomTree UK Limited, which is authorised and regulated by the United Kingdom Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as “WisdomTree” (as applicable). 
Our Conflicts of Interest Policy and Inventory are available on request. 

For professional clients only. Past performance is not a reliable indicator of future performance. Any 
historical performance included in this document may be based on back testing. Back testing is the process 
of evaluating an investment strategy by applying it to historical data to simulate what the performance 
of such strategy would have been. Back tested performance is purely hypothetical and is provided in this 
document solely for informational purposes. Back tested data does not represent actual performance and 
should not be interpreted as an indication of actual or future performance. The value of any investment 
may be affected by exchange rate movements. Any decision to invest should be based on the information 
contained in the appropriate prospectus and after seeking independent investment, tax and legal advice. 
These products may not be available in your market or suitable for you. The content of this document does 
not constitute investment advice nor an offer for sale nor a solicitation of an offer to buy any product or 
make any investment. 

An investment in exchange-traded products (“ETPs”) is dependent on the performance of the underlying index, 
less costs, but it is not expected to match that performance precisely. ETPs involve numerous risks including among 
others, general market risks relating to the relevant underlying index, credit risks on the provider of index swaps 
utilised in the ETP, exchange rate risks, interest rate risks, inflationary risks, liquidity risks and legal and regulatory 
risks.

The information contained in this document is not, and under no circumstances is to be construed as, an 
advertisement or any other step in furtherance of a public offering of shares in the United States or any province 
or territory thereof, where none of the issuers or their products are authorised or registered for distribution and 
where no prospectus of any of the issuers has been filed with any securities commission or regulatory authority. No 
document or information in this document should be taken, transmitted or distributed (directly or indirectly) into 
the United States. None of the issuers, nor any securities issued by them, have been or will be registered under the 
United States Securities Act of 1933 or the Investment Company Act of 1940 or qualified under any applicable state 
securities statutes.

This document may contain independent market commentary prepared by WisdomTree based on publicly 
available information. Although WisdomTree endeavours to ensure the accuracy of the content in this document, 
WisdomTree does not warrant or guarantee its accuracy or correctness. Any third party data providers used to 
source the information in this document make no warranties or representation of any kind relating to such data. 
Where WisdomTree has expressed its own opinions related to product or market activity, these views may change. 
Neither WisdomTree, nor any affiliate, nor any of their respective officers, directors, partners, or employees accepts 
any liability whatsoever for any direct or consequential loss arising from any use of this document or its contents.

This document may contain forward looking statements including statements regarding our belief or current 
expectations with regards to the performance of certain assets classes and/or sectors. Forward looking statements 
are subject to certain risks, uncertainties and assumptions. There can be no assurance that such statements will be 
accurate and actual results could differ materially from those anticipated in such statements. WisdomTree strongly 
recommends that you do not place undue reliance on these forward-looking statements.
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The iBoxx Contingent Convertible Liquid Developed Europe AT1 Index (the “Index”) referenced herein is the 
property of the Markit Indices Limited (“Index Sponsor”) and has been licensed for use in connection with 
WisdomTree AT1 Contingent Convertible UCITS ETF. Each party acknowledges and agrees that WisdomTree AT1 
Contingent Convertible UCITS ETF is not sponsored, endorsed or promoted by the Index Sponsor. The Index 
Sponsor make no representation whatsoever, whether express or implied, and hereby expressly disclaim all 
warranties (including, without limitation, those of merchantability or fitness for a particular purpose or use), with 
respect to the Index or any data included therein or relating thereto, and in particular disclaim any warranty either 
as to the quality, accuracy and/or completeness of the Index or any data included therein, the results obtained 
from the use of the Index and/or the composition of the Index at any particular time on any particular date or 
otherwise and/or the creditworthiness of any entity, or the likelihood of the occurrence of a credit event or similar 
event (however defined) with respect to an obligation, in the Index at any particular time on any particular date or 
otherwise. The Index Sponsor shall not be liable (whether in negligence or otherwise) to the parties or any other 
person for any error in the Index, and the Index Sponsor is under no obligation to advise the parties or any person 
of any error therein. 

The Index Sponsor makes no representation whatsoever, whether express or implied, as to the advisability of 
purchasing or selling WisdomTree AT1 Contingent Convertible UCITS ETF, the ability of the Index to track relevant 
markets’ performances, or otherwise relating to the Index or any transaction or product with respect thereto, or of 
assuming any risks in connection therewith. The Index Sponsor has no obligation to take the needs of any party into 
consideration in determining, composing or calculating the Index. No party purchasing or selling WisdomTree AT1 
Contingent Convertible UCITS ETF, nor the Index Sponsor, shall have any liability to any party for any act or failure 
to act by the Index Sponsor in connection with the determination, adjustment, calculation or maintenance of the 
Index.  The Index Sponsor and its affiliates may deal in any obligations that compose the Index, and may, where 
permitted, accept deposits from, make loans or otherwise extend credit to, and generally engage in any kind of 
commercial or investment banking or other business with the issuers of such obligations or their affiliates, and may 
act with respect to such business as if the Index did not exist, regardless of whether such action might adversely 
affect the Index or WisdomTree AT1 Contingent Convertible UCITS ETF.

Neither Markit, its Affiliates or any third-party data provider makes any warranty, express or implied, as to the 
accuracy, completeness or timeliness of the data contained herewith nor as to the results to be obtained by 
recipients of the data.  Neither Markit, its Affiliates nor any data provider shall in any way be liable to any recipient 
of the data for any inaccuracies, errors or omissions in the Markit data, regardless of cause, or for any damages 
(whether direct or indirect) resulting therefrom.

Markit has no obligation to update, modify or amend the data or to otherwise notify a recipient thereof in the event 
that any matter stated herein changes or subsequently becomes inaccurate. 

Without limiting the foregoing, Markit, its Affiliates, or any third party data provider shall have no liability whatsoever 
to you, whether in contract (including under an indemnity), in tort (including negligence), under a warranty, under 
statute or otherwise, in respect of any loss or damage suffered by you as a result of or in connection with any 
opinions, recommendations, forecasts, judgments, or any other conclusions, or any course of action determined, by 
you or any third party, whether or not based on the content, information or materials contained herein.
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Notice to Investors in Switzerland – Qualified Investors

Some of the WT Issuer sub-funds referred to in this document may not have not been registered with the Swiss 
Financial Market Supervisory Authority (“FINMA”). In Switzerland, such sub-funds that have not been registered 
with FINMA shall be distributed exclusively to qualified investors, as defined in the Swiss Federal Act on Collective 
Investment Schemes or its implementing ordinance (each, as amended from time to time). The representative and 
paying agent of the sub-funds in Switzerland is Société Générale Paris, Zurich Branch, Talacker 50, PO Box 5070, 
8021 Zurich, Switzerland. The prospectus, the key investor information documents (KIID), the articles of association 
and the annual and semi-annual reports of the sub-funds are available free of charge from the representative and 
paying agent. As regards distribution in Switzerland, the place of jurisdiction and performance is at the registered 
seat of the representative and paying agent.

For Investors in France: The information in this document is intended exclusively for professional investors (as 
defined under the MiFID) investing for their own account and this material may not in any way be distributed to the 
public. The distribution of the Prospectus and the offering, sale and delivery of Shares in other jurisdictions may 
be restricted by law. WT Issuer is a UCITS governed by Irish legislation, and approved by the Financial Regulatory 
as UCITS compliant with European regulations although may not have to comply with the same rules as those 
applicable to a similar product approved in France. The Fund has been registered for marketing in France by 
the Financial Markets Authority (Autorité des Marchés Financiers) and may be distributed to investors in France. 
Copies of all documents (i.e. the Prospectus, the Key Investor Information Document, any supplements or addenda 
thereto, the latest annual reports and the memorandum of incorporation and articles of association) are available in 
France, free of charge at the French centralizing agent, Societe Generale at 29, Boulevard Haussmann, 75009, Paris, 
France. Any subscription for Shares of the Fund will be made on the basis of the terms of the prospectus and any 
supplements or addenda thereto.

For Investors in Malta: This document does not constitute or form part of any offer or invitation to the public 
to subscribe for or purchase shares in the Fund and shall not be construed as such and no person other than the 
person to whom this document has been addressed or delivered shall be eligible to subscribe for or purchase 
shares in the Fund. Shares in the Fund will not in any event be marketed to the public in Malta without the prior 
authorisation of the Maltese Financial Services Authority.


