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Key Takeaways

e AT1s matured in 2025 with strong demand, smooth absorption of record supply and resilient perfor-
mance in volatility.

* With tight spreads, the value now lies in high yield and income as we transition back into a lower rate
regime.

e AT1s continue to offer attractive yields and income while providing exposure to a well-capitalised and
stable European banking sector.

 Related Products WisdomTree AT1 CoCo Bond UCITS ETF - USD Acc Find out more

2025 was a good year for AT1s (Additional Tier-1), and an important one given the macroeconomic noise.
The clearest highlight was the sheer depth of demand for new issues. Order books frequently ran to

ten times deal size, and the market absorbed elevated supply without strain. Outstanding AT1 volumes
pushed to record highs, and the more impressive part was that demand didn’'t break under that growth, it
broadened. When the market digests record supply cleanly, it's not just a technical signal; it tells you the
investor base is becoming more stable and institutional.

The second highlight was the performance of bonds traditionally associated with extension risk, notably
structures with thin economics beyond the first call date, what many investors shorthand as a ‘low back
end.’ In 2025, these bonds significantly outperformed as concerns around extension risk faded. A notable
example came in the spring, when Deutsche Bank opted not to call one of its USD AT1 bonds while
calling another. In the past, a decision like this could have sparked broader market disruption, yet it passed
without meaningful contagion. This marked an important sign of market maturity, with investors increasingly
distinguishing between issuer-specific considerations and genuine systemic stress.

During the Liberation Day sell-off, spreads widened, but the move was far less disorderly than prior
historical turbulence. Crucially, the market displayed a visible buy-the-dip reflex that didn’t exist in the earlier
years of the asset class. Underneath all of this, fundamentals stayed strong. Banks have been operating
with very high capital buffers and low non-performing loans, leaving them better positioned than in prior

https://www.wisdomtree.com/gb/insights/blog/at1-cocos-a-review-of-2025-and-what-lies-ahead
WISDOMTREE



WISDOMTREE BLOG

cycles. In a tariff-heavy environment specifically, banks tend to feel the effects indirectly and later in the
cycle through clients and credit conditions, rather than immediately like traded goods sectors.

Looking ahead at 2026

Looking ahead to 2026, if we start from today'’s relatively low spread levels, further broad-based tightening
is likely limited. This means returns may skew more toward relative value within the capital stack. Further-
more, if fundamentals remain solid, there’s room for AT1 to tighten versus equivalently rated non-financial
high yield, even if the whole credit market is already tight.

The key caveat is if 2026 brings a renewed bout of market turbulence, extension risk will get revisited.
When volatility rises, the market tends to reprice instruments where outcomes depend on issuer discretion
or supervisory discretion around coupon and capital mechanics. In that environment, some of the 2025
winners, especially the low back-end cohort that benefited most from the disappearing extension premium
could underperform again as the premium returns.

In December 2025, the European Central Bank (ECB) published recommendations from its High-Level
Task Force on simplification. Within that package, the ECB explicitly raised the question of whether AT1
and Tier 2 always behave like true going-concern capital in fast-moving stress, and it presented two broad
directions: enhance AT1 features to better ensure loss absorption in going concern while remaining Basel
compliant, or remove non-CET1 instruments from the going-concern capital stack entirely, a much more
radical path with significant capital neutrality and Basel questions.

Yes, AT1 is being questioned. But it's being questioned in a way that reads less like a threat and more like
a roadmap. Our interpretation is that the ECB saying they’re not fully comfortable that AT1 always absorbs
pain early enough and predictably enough, and that if we're going to keep calling this going-concern capital,
the mechanics need to be more credible in stress.

A realistic path forward could be medium-term redesign around coupons, calls, and loss absorption me-
chanics, call it AT1 2.0. If the redesign is meaningful, you almost automatically end up with grandfathering,
which implies two parallel markets: a legacy AT1 cohort and a new-generation cohort, each with its own

pricing and liquidity dynamics.

In summary, the ECB’s signal looks to us like an upgrade path to keep the asset class but refine how
it behaves in stress, with any meaningful redesign likely phased in over years via grandfathering, not
delivered as a sudden shock.

Conclusion

WisdomTree provides a comprehensive solution to accessing the European AT1 markets in the form of
the WisdomTree AT1 CoCo Bond UCITS ETF. The exchange-traded fund (ETF) aims to provide a broad
exposure to the liquid AT1 market within Europe. A key consideration is the inclusion of bonds denominated
in any of the three currencies (USD, EUR or GBP) which in turn leads to a wider selection of countries and
more diversified portfolio.
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AT1s have been on a one way path since the collapse of Credit Suisse AT1s. We have seen continuous
tightening of spreads and price appreciation leading to the current tight spreads. The value proposition
now is less about spread tightening and more about high yields and income as the market transitions
back into a lower rate environment. At 20 January 2026, the Index (iBoxx Contingent Convertible Liquid
Developed Europe AT1 Index) tracked by the WisdomTree AT1 CoCo Bond UCITS ETF has a weighted
average coupon of 6.59% with yield-to-worst of 5.9%. This positions AT1s as an attractive way to access
higher yields while gaining exposure to a resilient segment of the European banking sector, even amid
ongoing geopolitical uncertainty.
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Important Risks Related to this Article

IMPORTANT INFORMATION

Marketing 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.

Marketing 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.

This marketing communication has been prepared for professional investors, but the WisdomTree products
set out in this document may be available in some jurisdictions to any investors, subject to applicable laws
and regulations. As the product may not be authorised or its oering may be restricted in your jurisdiction, it
is the responsibility of every person or entity to satisfy themselves as to the full observance of the laws and
regulations of the relevant jurisdiction. Prior to any application investors are advised to take all necessary
legal, regulatory, tax and investment advice on the suitability and consequences of an investment in the
products. 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 aected
by exchange rate movements. Any decision to invest should be based on the information contained in the
appropriate prospectus and aer 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 oer for sale nor a solicitation of an oer 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 oering 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
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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 ailiate, nor any of their respective oicers,
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 dier materially from those anticipated

in such statements. WisdomTree strongly recommends that you do not place undue reliance on these
forward-looking statements.

WisdomTree Issuer ICAV

The products discussed in this document are issued by WisdomTree Issuer ICAV (“WT Issuer”). WT Issuer
is an umbrella investment company with variable capital having segregated liability between its funds
organised under the laws of Ireland as an Irish Collective Asset-management Vehicle and authorised by
the Central Bank of Ireland (“CBI”). WT Issuer is organised as an Undertaking for Collective Investment
in Transferable Securities (“UCITS”) under the laws of Ireland and shall issue a separate class of shares
("Shares”) representing each fund.

The Fund is described in a Key Information Document (KID) or Key Investor Information Document (KIID)
for UK investors, and the prospectus of WT Issuer (“WT Prospectus”). A copy of the WT Prospectus and the
KID / KIID is available, for EEA/UK only, in English at www.wisdomtree.eu. Where required under national
rules, the KID will also be available in the local language of the relevant EEA Member State. Investors
should read the WT Prospectus before investing and should refer to the section of the WT Prospectus
entitled »Risk Factors¥ for further details of risks associated with an investment in the Shares.

The summary of investor rights associated with an investment in the fund is available in English on Wis-
domTree Europevass website. WisdomTree Management Limited may decide to terminate the arrangements
made for the marketing of its collective investment undertakings. In such circumstances, shareholders in
the aected EEA Member State will be notified of this decision and will be provided with the opportunity to
redeem their shareholding in the fund free of any charges or deductions for at least 30 working days from
the date of such natification.
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WisdomTree AT1 CoCo Bond UCITS ETF

The iBoxx Contingent Convertible Liquid Developed Europe AT1 Index is a product of S&P Dow Jones
Indices LLC or its ailiates (“SPDJI") has been licensed for use by WisdomTree. S&P®, S&P 500®, iBoxx®,
iTraxx® and CDX® are registered trademarks of S&P Global, Inc. or its ailiates (“S&P”); Dow Jones®

is a registered trademark of Dow Jones Trademark Holdings LLC (“Dow Jones”); and these trademarks
have been licensed for use by SPDJI and sublicensed for certain purposes by WisdomTree. WisdomTree
AT1 CoCo Bond UCITS ETF is not sponsored, endorsed, sold or promoted by SPDJI, Dow Jones, S&P,
their respective ailiates, and none of such parties make any representation regarding the advisability of
investing in such product(s) nor do they have any liability for any errors, omissions, or interruptions of the
iBoxx Contingent Convertible Liquid Developed Europe AT1 Index.

CoCos are complex securities and potential investors should not discount tail risk and the possibility of
conversion. CoCos coupon payments are fully discretionary and hence can in theory be skipped at any
time.

For Investors in Switzerland:
This document constitutes an advertisement of the financial product(s) mentioned herein.

The prospectus (in English only) and the key investor information documents (KID) (in German, French
and ltalian) are available from WisdomTreeVas websitdittps://www.wisdomtree.eu/en-ch/resource-li-
brary/prospectus-and-regulatory-reports

For WisdomTree UCITS products only: the representative and paying agent of the ETPs 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. Some of the sub-funds referred to in this document may not have
been registered with the Swiss Financial Market Supervisory Authority (“FINMA”). In Switzerland, such
sub-funds that have not been registered with FINMA may only be available to Qualified Investors.

For Investors in Monaco: This communication is only intended for duly registered banks and/or licensed
portfolio management companies in Monaco. This communication must not be sent to the public in Monaco.

For Investors in Israel: Oering materials for the oering of the Shares and securities have not been filed
with or approved or disapproved by the United States Securities and Exchange Commission or any other
state or federal regulatory authority, nor has any such regulatory authority passed upon or endorsed

the merits of this oering or passed upon the accuracy or completeness of any oering materials. Any
representation to the contrary is unlawful. The products mentioned herein have not been approved by
the Israel Securities Authority and will only be distributed to Israeli residents in a manner that will not
constitute “an oer to the public” under sections 15 and 15a of the Israel Securities Law, 5728-1968 (“the
Securities Law”) or section 25 of the Joint Investment Trusts Law, 5754-1994 (“the Joint Investment Trusts
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Law “), as applicable. The products are being oered to a limited number of investors (35 investors or fewer
during any given 12 month period) and/or those categories of investors listed in the First Addendum (“the
Addendum”) to the Securities Law, “Sophisticated Investors”) who in each case have provided written
confirmation that they qualify as Sophisticated Investors, and that they are aware of the consequences
of such designation and agree thereto; in all cases under circumstances that will fall within the private
placement or other exemptions of the Joint Investment Trusts Law, the Securities Law and any applicable
guidelines, pronouncements or rulings issued from time to time by the Israel Securities Authority.

This prospectus or this document may not be reproduced or used for any other purpose, nor be furnished
to any other person other than those to whom copies have been sent. Any oeree who purchases a product
is purchasing such product for its own benefit and account and not with the aim or intention of distributing or
oering such product to other parties (other than, in the case of an oeree which is a Sophisticated Investor
by virtue of it being a banking corporation, portfolio manager or member of the Tel-Aviv Stock Exchange,
as defined in the Addendum, where such oeree is purchasing a product for another party which is a
Sophisticated Investor).

Nothing in this document should be considered investment advice or investment marketing as defined

in the Regulation of Investment Counselling, Investment Marketing and Portfolio Management Law,
5755-1995. Investors are encouraged to seek competent investment counselling from a locally licensed
investment counsel prior to making the investment. A recipient of this document may be required to
provide confirmation that it is a Sophisticated Investor purchasing a product for its own account or, where
applicable, for other Sophisticated Investors.
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