




 



 
 
 
    

Santander’s Coco 
Extension Episode 
Subordinated Debt Market 

Focus 

February 2019 

 

Intended for professional clients only in accordance with MIF directive 

 

 

 





 Ostrum Asset Management –Santander’s Coco Extension Episode - 2 

  

QUICK THOUGHTS ON SANTANDER’S COCO BOND 
EXTENSION EPISODE 

  
  
The Banco Santander 1.5 Bn€ 6.5% perpetual Additional Tier 1 Bond (a.k.a Coco 2019 bond) was 
due to be called or extend on March 19th, 2019.  
  
Credit markets were scrutinizing this call deadline as it was the first of the new generation Coco 
bonds to be at a high risk of being extended.  
  
Although the extension risk of the bond was already largely priced in, Banco Santander sent an 
ambiguous message to the market a few days ago by issuing a new (very) expensive USD Coco 
bond in the market.  
  
Consequently, the market participants’ expectations completely turned to finally believe that 
Santander would use the proceeds of the new bond in order to call the March 2019 Coco bond. 

  

Therefore, this bond's prices recovered back from 95% to close to Par.  

  
 A week later, Santander decided to extend that bond rather than call it, putting the entire 

asset class into jeopardy 
  

Price evolution of the Santander’s AT1 Bond 
  

 
Source: Ostrum AM, Bloomberg. Data from 17/08/2018 to 15/02/2019. The figures given refer to previous years. Past performance is a  
not a reliable indicator of future performance. The analyses and opinions referenced herein represent the subjective views of the author(s) 
as referenced, are as of the date shown and are subject to change without prior notice. There can be no assurance that developments 
will transpire as may be forecasted in this material. 
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 Consequences? Little impact on Santander AT1 curve but no 
read across for the rest of the Coco’s market 
  
Apart from a small drawdown on the extended bond and on other Santander Cocos, the Coco 
market has been strong and resilient with almost no price reaction.  

  
Santander’s dodgy behavior had no effect on AT1 primary markets: the Svenska 
Handelsbanken Coco issued just after the Santander’s announcement priced 50 cents below Initial 
Price Talk and opened above par the next day. 

  
  

Lessons and takeaways: Healthy signs for this young market 
  
• Extension risk is understood by the investor community 

  
• Call decisions shall be assessed on a specific basis (issuer by issuer, security by security) 

  
• Most important, we believe there is a value in extension:  

  
✓ This risk can be converted into an opportunity to the extent one is able to correctly 

price it 
  
✓ In time of stress, markets tend to move from pricing bonds at call date to perpetuity even 

though bonds should only extend by a couple of months or years later (and be called 
then) 

 

-- 
  

OSTRUM AM’S OUTLOOK ON THE ASSET CLASS 
  

Subordinated Debt remains, in our view, very promising for 2019 with a yield between 4 and 5%, 
among the highest in the fixed income space.  

  

• The asset class could increase the absolute expected return of an allocation portfolio by 
investing in subordinated financial debt (banks and insurance companies) and corporate 
bonds. 

 
• Historically, subordinated debt* has performed better than equities with a lower volatility. In 

2018, subordinated debt* suffered due to its high beta nature, but still less than the Eurostoxx 
50 (-5.9% vs -11.3% in total return). 

 
* Bloomberg Barclays Global Contingent Capital TR index Hedged EUR  
  
Source: Ostrum AM. Main risks: Capital loss, Credit, Unrated and below investment grade securities, Debt securities, Counterparty. The 
analyses and opinions referenced herein represent the subjective views of the author(s) as referenced, are as of the date shown and are 
subject to change without prior notice. There can be no assurance that developments will transpire as may be forecasted in this material. 
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The asset class still offers yield in the fixed income space: 

 

Effective yield historical evolution 

 

  
Source: Ostrum AM, Bloomberg, BOA Merrill. Data as of February 15th, 2019. The figures given refer to previous years. Past performance 
is not a reliable indicator of future performance. *Source : Bloomberg. Indices: Bofa Coco index / Bofa Hybrid High Yield index / Bofa 
Hybrid Investment Grade index / Bofa Euro government index / Bofa Euro Corporate index / Bofa Euro High Yield index. The analyses 
and opinions referenced herein represent the subjective views of the author(s) as referenced, are as of the date shown and are subject 
to change without prior notice. There can be no assurance that developments will transpire as may be forecasted in this material. 
  

 -- 
  

CONTACTS 
 

Ostrum Asset Management’s product and service range for institutional investors, corporates, 
private banks and distributors is available via Natixis Investment Managers’ global distribution 
platform, which is powered by a range of expertise from more than twenty investment managers in 
the US, Asia and Europe. 

 

Client Servicing AM ClientServicingAM@natixis.com 

 

 

 

 

 

 

 

https://www2.im.natixis.com/global/1250194644819/Home?switchlocale=en-us
https://www2.im.natixis.com/global/1250194644819/Home?switchlocale=en-us
mailto:ClientServicingAM@natixis.com
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LEGAL INFORMATION 

 
Ostrum Asset Management  

43, avenue Pierre Mendès-France - CS 41432 - 75648 Paris cedex 13 France – Phone: +33 1 78 40 80 00 

Limited company with a share capital of 27 772 359  euros – Trade register n°525 192 753 Paris – VAT: FR 93 525 192 

753 

Register office: 43, avenue Pierre Mendès France - 75013 Paris - www.ostrum.com  

 

This material is for information purposes only, is strictly confidential, and is destined for professional client in accordance 

with MIFID. This document may not be used for a purpose other than the one for which it was conceived and may not be 

reproduced, distributed or published, in whole or in part, without the prior approval of Ostrum Asset Management. 

The description of the investment management processes therein, valid on the day of the response to the consultation, 

does not constitute a commitment on the part of Ostrum Asset Management. Ostrum Asset Management retains the right 

to modify the above mentioned processes notably to adapt to market evolutions and to the applicable law without notice, 

and in particular anything relating to the description of the investment process and guidelines, which under no 

circumstances constitutes a commitment from Ostrum Asset Management. Ostrum Asset Management will not be held 

liable for any decision taken or not taken on the basis of the information in this document, nor for any use that a third party 

might make of the information. Figures mentioned refer to previous years. Past performance does not guarantee future 

results. Reference to a ranking and/or a price does not indicate the future performance of the portfolio or the portfolio 

manager. The fund(s) mentioned in this document has(ve) received the approval of the Autorité des Marchés Financiers 

(AMF) ) and /or the approval of the Luxembourg Commission de Surveillance du Secteur Financier (CSSF) and has(ve) 

received autorisation to be marketed in France and possibly in other countries where its sale is not contrary to local 

legislation. Information related to these funds are provided for illustration purpose only as requested by the tender. 

Information related to UCITS quoted in this document does not replace those indicated in the legal documentation such as 

the prospectus or the KIID. The characteristics, the risk and reward profile and charges related to investment in a fund are 

described in the fund’s KIID. The KIID, the annual and interim reports are available on request from Ostrum AM. 

Any and all information contained in this material has no contractual nature. The relations between the parties would be 

regulated by the contract that might be signed by both of them. This material contains only indicative information and is 

subject to change at any time without notice. 

Any investment can be a source of financial risk and before investing, investors should consider the investment objectives, 

risks and expenses of any strategy or product carefully, and according to their financial requirements and objectives. 

Investors must also be very specific and express to Ostrum Asset Management, their financial requirement and objectives 

and mention their fore planned evolution in the future. 

The contents of this document are issued from sources which Ostrum Asset Management believes to be reliable. However, 

Ostrum Asset Management does not guarantee the accuracy, adequacy or completeness of information obtained from 

external sources included in this material. 

Ostrum Asset Management, its affiliates, employees or officers shall not be held responsible for any action taken or not 

taken as a result of any information contained in this material or for the use of any information contained in this material by 

its beneficiary or any third party. 

Under Ostrum Asset Management’s social responsibility policy, and in accordance with the treaties signed by the French 

government, the funds directly managed by Ostrum Asset Management do not invest in any company that manufactures, 

sells or stocks anti-personnel mines and cluster bombs.  

In the case of funds that qualify for special tax status, we remind potential investors that the special tax conditions depend 

on the individual situation of each customer and that such conditions may be subject to future modification. Non contractual 

document. 

 

Non contractual document, written by  Ostrum Asset Management on  19 February 2018. 
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ADDITIONAL NOTES 

 
This material has been provided for information purposes only to investment service providers or other Professional Clients, 

Qualified or Institutional Investors and, when required by local regulation, only at their written request.  This material must 

not be used with Retail Investors.  

In the E.U. (outside of the UK and France): Provided by Natixis Investment Managers S.A. or one of its branch offices 

listed below. Natixis Investment Managers S.A. is a Luxembourg management company that is authorized by the 

Commission de Surveillance du Secteur Financier and is incorporated under Luxembourg laws and registered under n. B 

115843. Registered office of Natixis Investment Managers S.A.: 2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy 

of Luxembourg. Italy: Natixis Investment Managers S.A., Succursale Italiana (Bank of Italy Register of Italian Asset 

Management Companies no 23458.3). Registered office: Via Larga, 2 - 20122, Milan, Italy. Germany: Natixis Investment 

Managers S.A., Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered office: Im Trutz Frankfurt 

55, Westend Carrée, 7. Floor, Frankfurt am Main 60322, Germany. Netherlands: Natixis Investment Managers, Nederlands 

(Registration number 50774670). Registered office: Stadsplateau 7, 3521AZ Utrecht, the Netherlands. Sweden: Natixis 

Investment Managers, Nordics Filial (Registration number 516405-9601 - Swedish Companies Registration Office). 

Registered office: Kungsgatan 48 5tr, Stockholm 111 35, Sweden. Spain: Natixis Investment Managers, Sucursal en 

España. Serrano n°90, 6th Floor, 28006, Madrid, Spain.  

In France: Provided by Natixis Investment Managers International – a portfolio management company authorized by the 

Autorité des Marchés Financiers (French Financial Markets Authority - AMF) under no. GP 90-009, and a public limited 

company (société anonyme) registered in the Paris Trade and Companies Register under no. 329 450 738. Registered 

office: 43 avenue Pierre Mendès France, 75013 Paris. 

In Switzerland: Provided for information purposes only by Natixis Investment Managers, Switzerland Sàrl, Rue du Vieux 

Collège 10, 1204 Geneva, Switzerland or its representative office in Zurich, Schweizergasse 6, 8001 Zürich.  

In the U.K.: Provided by Natixis Investment Managers UK Limited which is authorised and regulated by the UK Financial 

Conduct Authority (register no. 190258).  This material is intended to be communicated to and/or directed at persons (1) 

in the United Kingdom, and should not to be regarded as an offer to buy or sell, or the solicitation of any offer to buy or sell 

securities in any other jurisdiction than the United Kingdom; and (2) who are authorised under the Financial Services and 

Markets Act 2000 (FSMA 2000); or are high net worth businesses with called up share capital or net assets of at least £5 

million or in the case of a trust assets of at least £10 million; or any other person to whom the material may otherwise 

lawfully be distributed in accordance with the FSMA 2000 (Financial Promotion) Order 2005 or the FSMA 2000 (Promotion 

of Collective Investment Schemes) (Exemptions) Order 2001 (the "Intended Recipients"). The fund, services or opinions 

referred to in this material are only available to the Intended Recipients and this material must not be relied nor acted upon 

by any other persons. Registered Office: Natixis Investment Managers UK Limited, One Carter Lane, London, EC4V 5ER. 

In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers Middle East (DIFC Branch) 

which is regulated by the DFSA. Related financial products or services are only available to persons who have sufficient 

financial experience and understanding to participate in financial markets within the DIFC, and qualify as Professional 

Clients or Market Counterparties as defined by the DFSA. No other Person should act upon this material.  Registered 

office: Office 603 - Level 6, Currency House Tower 2, PO Box 118257, DIFC, Dubai, United Arab Emirates.  

In Japan: Provided by Natixis Investment Managers Japan Co., Ltd., Registration No.: Director-General of the Kanto Local 

Financial Bureau (kinsho) No. 425. Content of Business: The Company conducts discretionary asset management 

business and investment advisory and agency business as a Financial Instruments Business Operator. Registered 

address: 1-4-5, Roppongi, Minato-ku, Tokyo.  

In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co., Ltd., a Securities 

Investment Consulting Enterprise regulated by the Financial Supervisory Commission of the R.O.C. Registered address: 

34F., No. 68, Sec. 5, Zhongxiao East Road, Xinyi Dist., Taipei City 11065, Taiwan (R.O.C.), license number 2018 FSC 

SICE No. 024, Tel. +886 2 8789 2788. 

In Singapore: Provided by Natixis Investment Managers Singapore (name registration no. 53102724D) to distributors and 

institutional investors for informational purposes only.  Natixis Investment Managers  Singapore is a division of Ostrum 

Asset Management Asia Limited (company registration no. 199801044D). Registered address of Natixis Investment 

Managers Singapore: 5 Shenton Way, #22-05 UIC Building, Singapore 068808. 

In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to institutional/ corporate professional 

investors only.  

In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No. 246830) 

and is intended for the general information of financial advisers and wholesale clients only .   

In New Zealand: This document is intended for the general information of New Zealand wholesale investors only and does 

not constitute financial advice. This is not a regulated offer for the purposes of the Financial Markets Conduct Act 2013 

(FMCA) and is only available to New Zealand investors who have certified that they meet the requirements in the FMCA 
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for wholesale investors. Natixis Investment Managers Australia Pty Limited is not a registered financial service provider in 

New Zealand. 

In Latin America: Provided by Natixis Investment Managers S.A.  

In Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered investment advisor, authorised and 

supervised by the Central Bank of Uruguay. Office: San Lucar 1491, oficina 102B, Montevideo, Uruguay, CP 11500. The 

sale or offer of any units of a fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627.  

In Colombia: Provided by Natixis Investment Managers S.A. Oficina de Representación (Colombia) to professional clients 

for informational purposes only as permitted under Decree 2555 of 2010. Any products, services or investments referred 

to herein are rendered exclusively outside of Colombia. This material does not constitute a public offering in Colombia and  

is addressed to less than 100 specifically identified investors.  

In Mexico: Provided by Natixis IM Mexico, S. de R.L. de C.V., which is not a regulated financial entity or an investment 

manager in terms of the Mexican Securities Market Law (Ley del Mercado de Valores) and is not registered with the 

Comisión Nacional Bancaria y de Valores (CNBV) or any other Mexican authority. Any products, services or investments 

referred to herein that require authorization or license are rendered exclusively outside of Mexico. Natixis Investment 

Managers is an entity organized under the laws of France and is not authorized by or registered with the CNBV or any 

other Mexican authority to operate within Mexico as an investment manager in terms of the Mexican Securities Market Law 

(Ley del Mercado de Valores). Any use of the expression or reference contained herein to “Investment Managers” is made 

to Natixis Investment Managers and/or any of the investment management subsidiaries of Natixis Investment Managers, 

which are also not authorized by or registered with the CNBV or any other Mexican authority to operate within Mexico as 

investment managers. 

The above referenced entities are business development units of Natixis Investment Managers, the holding company of a 

diverse line-up of specialised investment management and distribution entities worldwide. The investment management 

subsidiaries of Natixis Investment Managers conduct any regulated activities only in and from the jurisdictions in which 

they are licensed or authorized. Their services and the products they manage are not available to all investors in all 

jurisdictions. It is the responsibility of each investment service provider to ensure that the offering or sale of fund shares or 

third party investment services to its clients complies with the relevant national law. 

The provision of this material and/or reference to specific securities, sectors, or markets within this material does not 

constitute investment advice, or a recommendation or an offer to buy or to sell any security, or an offer of any regulated 

financial activity. Investors should consider the investment objectives, risks and expenses of any investment carefully 

before investing. The analyses, opinions, and certain of the investment themes and processes referenced herein represent 

the views of the portfolio manager(s) as of the date indicated. These, as well as the portfolio holdings and characteristics 

shown, are subject to change. There can be no assurance that developments will transpire as may be forecasted in this 

material. Past performance information presented is not indicative of future performance.  

Although Natixis Investment Managers believes the information provided in this material to be reliable, including that from 

third party sources, it does not guarantee the accuracy, adequacy, or completeness of such information. This material may 

not be distributed, published, or reproduced, in whole or in part. 

All amounts shown are expressed in USD unless otherwise indicated.
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