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A pricing and hedge strategy of Contingent convertible bonds (CoCo bonds)
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We consider a model of Contingent Convertible Bonds (CoCo bonds), which is a new

tool to control the banking crisis as seen in 2008. We use the formulations for the pricing

and hedge of Coco from Cheridito et al

[1] . The value of CoCo stems from future

coupon payments, the redemption of the principal in case the CoCo does not convert

and the possible conversion into equity. At first we formulate the stock prices process

using the geometry Brownian movement with the jump. In addition, we build a hedge

strategy using the stock, risk-free asset and CDS. Finally, we study the discretized

model of pricing and heading CoCo bonds for data of Lloys Banking Group issued in

December 2009.
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