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Abstract

• The promise of contingent convertible capital securities (CoCos) 

as a ”bail-in” solution has been the subject of considerable 

theoretical analysis and debate, but little is known about their 

effects in practice. 

• We undertake the first comprehensive empirical analysis of bank 

CoCo issues, a market segment that comprises over 730 

instruments totaling $521 billion.



Abstract

• Four main findings emerge: 

• (1) the propensity to issue a CoCo is higher for larger and better 

capitalized banks; 

• (2) CoCo issues result in a statistically significant decline in 

issuers’CDS spread, indicating that they generate risk-reduction 

benefits and lower costs of debt(this is especially true for CoCos 

that convert into equity, have mechanical triggers, and are 

classified as Additional Tier 1 instruments); 

• (3) CoCos with only discretionary triggers do not have a 

significant impact on CDS spreads; 

• (4) CoCo issues have no statistically significant impact on stock 

prices, except for principal write-down CoCos with a high 

trigger level, which have a positive effect.



1.Introduction



If there is one term that epitomizes the infamy of the global 

financial crisis of 2007–2009, it is “ too big to fail.”

One way of bringing about a swift and seamless recapitalization of 

a distressed bank is through the conversion of contingent 

convertible capital securities (CoCos) previously issued by the 

bank.

The introduction of the Basel III framework, which allowed banks 

to meet part of their regulatory capital requirements with CoCo 

instruments,created incentives for banks to issue CoCos.



As the number of jurisdictions implementing Basel III grew, banks 

responded by raising a substantial amount of capital in the

form of CoCo issuance. Between January 2009 and December 2015, 

banks around the world issued a total of $521 billion in CoCos 

through 731 different issues.



Contribution

➢Our paper contributes to the wider literature of 

empirical studies of financial contracts

• Because our financial contracts are publicly traded, we can 

shed light on market reactions to particular designs, which 

is typically not possible for venture capital contracts or 

syndicated bank loans.



2.Institutional background and data



CoCo主要设计特征

• （一）触发条件

• 触发机制即可转债发行条款所约定的、必须进行
债转股或债务核销的条件，它是可转债机制设计
的关键。触发条件可以唯一，也可以是多个的，
各个条件之间是并列而非叠加关系，满足其中之
一即可触发损失吸收。主要分为三种类型：一是
以资本充足情况为触发条件，如银行资本充足率
达到某一下限时。二是以市场指标为触发条件，
如银行股价低于某一水平时。上述两类统称为机
械触发条件。三是以监管当局规定为触发条件，
也称监管裁量触发条件。



• （二）损失吸收机制

• 可转债参与资本重组可以有两种方式：一
种是强制转换为股权（MC），另一种是本
金减记（PWD）。前者是指通过预先设定

的转化率将应急可转债转换为股权，以此
增加核心一级资本；后者是指通过永久或
临时的减记债券金额来修复银行的资产负
债表。



• （三）监管资本分类

• 按照监管要求，可转债可分为其他一级资
本（AT1）可转债和二级资本（T2）可转债。
AT1可转债是指用于补充其他一级资本的可
转债；T2可转债是指用于补充二级资本的

可转债。两者都需具备一个可自由选择的
触发条件，也称无法维持营运（PONV）触
发点。



• 所有AT1转换债必须有一个机械触发条件，

最低触发水平为核心一级资本充足率低于
5.125%。但美国的情况比较特殊，《多
德—弗兰克法案》规定银行发行的其他一

级资本和二级资本工具须符合法定的触发
条件。







3. Main hypotheses



• We consider a bank which would fail to meet 

the regulatory capital requirement in the loss 

state

• but remains solvent

Recapitalization under full information



• The bank can recapitalize by issuing CoCos in 

the amount F at date 0 or by liquidating assets  

in the loss state at date 1. 

• To recapitalize with CoCos, the bank needs to 

issue the MC CoCo amount

or the PWD CoCo amount



• To satisfy the investorsí participation constraint, 

the bank needs to promise to investors the 

premium



• To deleverage by asset liquidation in the loss 

state, the bank needs to sell such that

• The minimum liquidation amount is





• A bank issuing an MC CoCo in the amount at 

the premium obtains the expected payoff

• A bank issuing a PWD CoCo in the amount FPWD

at the premium PPWD obtains the expected payoff



• Suppose the bank recapitalizes by liquidating 

the assets at fire-sale prices at date 1. The bank 

expected payoff in case of liquidation is

• As the bank always prefers to 

issue a CoCo at date 0 rather than liquidate 

assets in the loss state at date 1.



• There is an inverse U-shaped relation between

the issuing bank’s incentives to issue a CoCo 

and the bank’s fundamental strength as 

measured by equity capitalization.



 Recapitalization under asymmetric information





4. Empirical analyses











Impact of CoCo issuance on issuers’ CDS spreads: cumulative prediction 

error (CPE) analyses







Impact of CoCo issuance on issuers’ CDS spreads: cross-sectional regression 

analyses.







• Impact of CoCo issuance on issuers equity prices: cumulative prediction error (CPE) analyses.



• Impact of Coco issuance on issuers’ equity prices: cross-sectional regression analyses.



Conclusions

⚫ Our analysis indicates that CoCos can contribute to reducing

bank fragility.

⚫ We have shown that the issuance of MC CoCos has a stronger

impact on CDS spreads, which may suggest that MC CoCos

have a superior design from the point of view of reducing bank

fragility.

⚫ This points to a trade-off in terms of the combined effects of 

contractual features and overall issuance volumes for financial 

stability that any efforts to standardize CoCo instruments would 

have to take into account.



⚫ Other potential avenues for standardization include

(i) reconsidering the benefits of CoCos with only

discretionary triggers,

(ii) requiring higher triggers so that CoCos are more like

going concern than gone concern instruments,

(iii) revisiting the merits of T2 CoCos,

(iv) considering whether to increase CoCo requirements

with the goal of increasing their overall loss-absorbing

capacity.
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