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Executive summary

of the barrier reverse convertibles (BRCs) generated
a positive return.

20% of the BRCs experienced a barrier event, although in 41% of the cases
there was a subsequent
recovery resulting in a
positive return.

In phases of negative performance by the underlyings,
BRCs outperformed in 100% of cases.

The data set covers 3406 BRCs listed on the SIX Swiss
Exchange that matured in 2014 or 2015, with a total of
238 different underlyings.

Dividend payments were
factored into equity
performance when
calculating the results.

In sideways periods, BRCs
mostly fared better than
direct investments in their
respective underlyings – in
over 78% of cases within
the –10%/+10% price
range.

-10  %
+10  %

The only phases in which BRCs fared less well than the
corresponding direct investments were those in which
prices of the underlyings rose sharply, this being due to
the upside cap.

BRCs make up 80% of
the Swiss market for
yield-enhancement
structured products,
with 40% being BRCs
with a single underlying.
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The market for barrier
reverse convertibles

The following chart shows the annual turnover of BRCs
compared with the total market for structured investment
products over the past three years:

BRC turnover vs total market
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Yield-enhancement products, and in particular barrier
reverse convertibles (BRCs), have become an important
part of the Swiss market for structured investment
products. They now make up around 20% of the total, and
some 80% of them are BRCs. Approximately 40%
of all yield-enhancement products are «single» BRCs, i.e.
those with just one underlying.
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Sources: Technolab data; as at December 2016

The annual turnover statistics cover all BRCs on the Swiss
market from 2013 to 2015. They also include BRCs with
more than one underlying as well as those with additional
payoff features.
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How barrier reverse
convertibles work

In sideways phases, equities and investment products
geared solely to rising prices typically lack potential.
BRCs, by contrast, are at their most effective when the
prices of their underlyings are moving sideways or declining slightly.
Investors in a BRC receive a coupon on each of the coupon payment dates, irrespective of the underlying’s performance. The amount is defined in advance, and this
also sets the limit («cap») on the BRC’s upside potential.
Repayment at maturity depends on the performance of
the underlying. If the predefined barrier has not been
reached or breached throughout the product’s lifetime,
the nominal is repaid. Hence all that is needed for the
BRC to deliver a positive return is for the underlying to
hold steady or only fall slightly.
The nominal is also repaid in cases where despite a barrier event, the price of the underlying recovers over the
remaining term and is at least at the strike level at maturity. If there has been a barrier event during the product’s
lifetime and the price of the underlying is below the strike
level at maturity, depending on the product’s design there
is either a redemption in cash or (physical) delivery of the
underlying, taking account of the subscription ratio. The
latter is often the case where the underlying is a share. In
such instances, the repayment amount corresponds to
the nominal less the percentage negative performance of
the underlying. If the value of the delivered underlying
plus the coupon payment is less than the acquisition
price of the product, the investor suffers a loss. In the
worst case scenario, i.e. if the underlying is worthless at
delivery, the investor can suffer a total loss of the capital
invested, with the exception of the coupon.

Payoff profile of a BRC
Profit
Coupon level
(Cap)
Barrier

0

Strike level

Loss
Underlying

For illustration purposes
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Equity market
performance

This survey covers the performance of three leading
indices – the SMI®, the DAX® and the Dow Jones® –
in the period from 1 January 2013 to 31 December 2015.
All three indices posted gains in excess of 20% in 2013.
2014 was also a positive year, with the SMI® (9.50%) and
Dow Jones® (7.50%) outdoing the DAX® (2.65%). 2015
was marked by greater volatility, with correspondingly
strong fluctuations in the prices of the individual index

constituents. While the SMI® and Dow Jones® closed the
year down slightly with losses of 1.80% and 2.20% respectively, the DAX® fared much better, posting a performance of 9.50%.
Strikingly, by mid-April 2015 the DAX® had an interim
performance of +26%, before a correction set in and
persisted through to the end of September, causing the
index to give up more than 23% of its previous gains.

Performance of three leading indices from 01.01.2013 to 31.12.2015
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Source: Bloomberg; as at December 2016
Historical data and simulations do not provide any indication of future performance.

PERFORMANCE

2013

2014

2015

01.01.2013
BIS 31.12.2015

MAXIMUM
DRAWDOWN 2013

MAXIMUM
DRAWDOWN 2014

MAXIMUM
DRAWDOWN 2015

SMI®

20.24 %

9.51 %

–1.84 %

29.25 %

–13.77 %

–8.85 %

–14.93 %

DAX®

25.48 %

2.65 %

9.56 %

41.13 %

–9.83 %

–14.42 %

–23.82 %

Dow Jones®

26.50 %

7.52 %

–2.23 %

32.97 %

–5.74 %

–7.01 %

–14.34 %

Sources: Bloomberg data, Vontobel calculations; as at December 2016
Historical data and simulations do not provide any indication of future performance.
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Analysis

Objective
This survey analyses the performance of BRCs compared
with a direct investment in the corresponding underlying.
Its aim is to determine if, and to what extent, this product
group proved its worth during the period covered, and
whether there was indeed a yield enhancement relative to
the underlying.
Selection criteria
All the BRCs were listed on the SIX Swiss Exchange,
which also supplied the product data. The data set comprises 3406 products.
The BRCs analysed were assumed to be held for their
entire lifetime, i.e. from issue through to maturity. The survey took no account of any trading during the product’s
lifetime.
To provide a better illustration, only BRCs with a «standard» payoff profile and a single underlying were analysed and compared with the corresponding direct
investments.
BRCs with the following additional attributes were
therefore not covered:
– callables
– auto-callables
– look-backs
– floaters
– bear BRCs
– multis

The survey covered BRCs issued by the following
major issuers:
– Basler Kantonalbank
– BCV
– Credit Suisse
– EFG
– Julius Baer
– Leonteq
– Notenstein
– Sarasin
– UBS
– Vontobel
– ZKB
Period covered by the survey
Inclusion in the data set was determined on the basis of
the maturity date and not the time of issue, i.e. the
maturity date had to be in the period from 1 January 2014
to 31 December 2015. Hence, products issued before
2014 were also included.
The products analysed had the following
characteristics:
Number of BRCs (single) maturing in 2014 / 2015
Number of different underlyings
Average barrier

3406 pcs
238
75.38 %

Average lifetime

1.03 years

Average coupon p.a. (all products)

6.85 % p. a.

Maximum lifetime

4 years

Minimum lifetime

0.04 years

of which, continuous barrier observation
Source: SIX Swiss Exchange Switzerland; as at December 2016
Historical data and simulations do not provide any indication of future
performance.

3406 pcs
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Methodology

Comparison of BRCs and underlyings
Looking at various market scenarios, we analysed how
BRCs fared compared with a direct investment in their
underlying.
Our survey examined the payoffs of BRCs in three
different market scenarios:
– sideways price trends
– sharply declining price trends
– sharply rising price trends
Calculating the performance of the underlying
The performance of the underlying corresponds to the
percentage change in its price over the BRC’s lifetime.
This was determined using the final fixing price of the
underlying at the end of the BRC’s lifetime and the strike
level at issue. Any dividend payments were factored into
share price performance.
Determining the BRC payoff amount
The next step was to determine the size of the BRC’s payoff in accordance with its payoff structure.
No barrier event during the lifetime:
The return is equal to the coupon.
A barrier event during the lifetime, and the price closes
at or above the strike level at maturity:
The return is equal to the coupon.
A barrier event during the lifetime, and the price closes
below the strike level:
The return is equal to the negative performance of the
underlying plus the guaranteed coupon.

Treatment of dividends
Any cash dividend payments made (both regular and
special dividends) were included in the performance of
the underlying. However, dividend payments had no influence on the calculation of the BRC’s performance.
Corporate actions
In the case of corporate actions, such as a capital increase by a public limited company, the BRC was adjusted
accordingly. Such events thus have no effect on the performance comparison between BRCs and their underlyings.
Tax aspects and transaction costs
Tax aspects and transaction costs were not taken into
account in the results of this analysis, either for the
underlyings or the BRCs.
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Results

Our analysis of the data set revealed the following
overall results:
2014

2015

OVERALL
2014 AND 2015

Proportion of BRCs with positive returns

95.41 %

80.66 %

87.93 %

Proportion of underlyings with positive performance

81.24 %

64.16 %

72.58 %

Proportion of underlyings with negative performance

18.76 %

35.84 %

27.42 %

Proportion of BRCs with positive returns and
negative performance for underlying

75.56 %

46.04 %

56.00 %

Proportion of BRCs with barrier event

10.30 %

30.23 %

20.29 %

Proportion of BRCs with barrier event and subsequent
recovery and positive returns

55.49 %

36.01 %

40.86 %

Proportion of BRCs outperforming their underlying

28.83 %

45.86 %

37.46 %

Sources: SIX Swiss Exchange data, Vontobel calculations; as at December 2016
Historical data and simulations do not provide any indication of future performance

–

87.93% of all the BRCs analysed posted a positive
showing, while only 12.07% recorded a negative
return. In the case of the BRCs’ underlyings, there
were positive returns for 72.58%, negative for 27.42%.

–

For 20.29% of the BRCs the barrier was reached or
breached at least once during the lifetime of the product, while in 40.86% of these cases, there was subsequently a price recovery that ultimately led to a
positive return.

–

Owing to the strongly positive performance of the
equity market during the period covered, only 37.46%
of BRCs outperformed their underlying shares.
62.54% posted underperformance.

–

BRCs maturing in 2014 underperformed in particular
(this due to the very strong equity market performance in 2013 and 2014). This was the case for
71.17% of the BRCs.

–

Meanwhile, only 54.14% of the BRCs maturing in 2015
lagged behind their underlyings.

«All in all, 87.93% of the
BRCs analysed posted a
positive return.»
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A look at the return distribution of the BRCs covered
and their underlyings clearly illustrates these results:

Frequency in %
80 %

Narrow sideways range (–5%/+5%):
98% of these BRCs outperformed their underlying.

70 %
60 %
50 %

Sideways range (–10%/+10%):
There were 1039 products within this somewhat broader
range, and 78% outperformed their underlying.

40 %
30 %
20 %
10 %
0%

Prices trending sideways
The table below highlights the success of BRCs in our
analysis during sideways phases. We analysed four different «price corridors», i.e. narrower and broader ranges
for the prices of the underlyings.

–100 %

–50 %

BRCs analysed
Underlying share

0%

50 %

100 %
Return

Source: SIX Swiss Exchange; as at December 2016
Historical data and simulations do not provide any indication of future performance.

The BRCs analysed showed a steeper performance curve
than their underlyings. A large proportion (around 88%) of
the products posted returns between 0% and 20%. 12%
of the products generated a return between 0% and 5%,
70% between 5% and 10%, 7% between 10% and 15%,
and 0.40% between 15% and 20%. The maximum return
of any of the BRCs analysed was 38.25%. This can be
explained by the fixed coupon level typical of BRCs,
which sets a limit (cap) on the upside in the event of a
sharp rise in the price of the underlying. The returns of the
underlyings were broadly spread, both on the upside and
the downside.

Wider range (–20%/+20%):
There were 1799 products in the –20%/+20% range, and
55% outperformed their underlying.
Broadest range (–30%/+30%):
There were 2390 products in the broad –30%/+30%
range, 46% of which outperformed their underlying.
Hence the narrower the price range, the higher the proportion of BRCs outperforming their underlying. Significantly, even within the broad range of –30% to +30%,
45.94% of BRCs outperformed their underlying.
It is important to note that BRCs really come into their
own in markets that are tending to move sideways or declining slightly. When the prices of the underlyings rise
sharply, BRCs cannot match direct investments because
the return is capped at the amount of the coupon.
Essentially, the design of BRCs means they are less risky
than a direct investment in the corresponding underlying,
but also have lower maximum upside potential.
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Falling price trends
In the loss zone below the «–30%» range, there were
138 products. These were the BRCs whose underlyings
dropped by more than 30%. In 100% of these cases,
the BRC outperformed its underlying. This is because in
SIDEWAYS MARKET

Upper limit of underlying performance
Lower limit of underlying performance
Number of BRC
Proportion of BRCs outperforming
underlying

5%

20 %

30 %

–5 % –10 % –20 %

10 %

–30 %

468

1039

1799

2390

98 %

78 %

55 %

46 %

Sources: SIX Swiss Exchange data, Vontobel calculations; as at December 2016
Historical data and simulations do not provide any indication of future performance.

declining markets, the BRC’s guaranteed coupon either
wholly or partially offsets the loss in the underlying.

NEGATIVE
PERFORMANCE

Upper limit of underlying performance

–30 %

Lower limit of underlying performance

–100 %

Number of products
Proportion of products outperforming

138
100 %

Sources: SIX Swiss Exchange data, Vontobel calculations; as at December 2016
Historical data and simulations do not provide any indication of future performance.

Rising price trends
(above the upside cap of 38.25%)
There were 832 products where the price of the underlying was above the upside cap of 38.25%. These were the
BRCs whose underlyings rose strongly. A BRC’s coupon
also determines its maximum return. The highest coupon
of all the products analysed was 38.25%. Accordingly,
this figure represented the cap on outperformance relative to the underlying.
POSITIVE
PERFORMANCE

Upper limit of underlying performance

unlimited

Lower limit of underlying performance

38.25 %

Number of products

832

Proportion of products outperforming

0%

Sources: SIX Swiss Exchange data, Vontobel calculations; as at December 2016
Historical data and simulations do not provide any indication of future performance.
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Underlyings

The following charts illustrate the frequency with which
certain underlyings appear.

Country distribution of underlyings (%)
Percentage products

Switzerland

47.94 %

USA

18.70 %

Germany

14.86 %

France
UK

8.78 %
2.52 %

Most frequently occurring BRC underlyings:
UNDERLYING

PERCENTAGE SHARE

LafargeHolcim

2.58 %

ABB

2.35 %

Credit Suisse

2.35 %

Zurich Insurance

2.14 %

Adecco

2.08 %

Roche

2.06 %

UBS

2.03 %

Galenica

1.73 %

Swatch

1.70 %

Logitech

1.64 %

Netherlands

1.70 %

Swiss Re

1.61 %

Spain

1.06 %

Syngenta

1.59 %

Italy

0.73 %

Actelion

1.59 %

Japan

0.21 %

Clariant

1.47 %

Meyer Burger

1.35 %

Swiss Life

1.29 %

Daimler

1.23 %

Apple

1.20 %

BASF

1.20 %

Bayer

1.17 %

Others*

3.49 %

0%

10 %

20 %

30 %

40 %

50 %

60 %

Sources: SIX Swiss Exchange data, Vontobel calculations; as at December 2016
*Other countries were Canada, Finland, Brazil, South Korea, Sweden, South Africa, Belgium, Norway and Russia.

Sources: SIX Swiss Exchange data, Vontobel calculations; as at December 2016

The data set we analysed covered 238 different
underlyings. We found that around 48% of all BRCs were
on Swiss underlyings, and 19% on US underlyings. Other
countries to which underlyings could be allocated included Germany (15%), France (9%) and the UK (3%). The
percentages for all other countries were in the single
digits.

Many thanks to SIX Swiss Exchange for providing
the data used in this publication.
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Conclusions

If you are looking to achieve positive performance, with
direct investments in equities you are focusing on price
gains. However, if share prices move in a sideways trend
and fluctuate only slightly, such conventional investments
lack potential. Situations like these are ideal for barrier
reverse convertibles (BRCs): structured products in the
yield-enhancement category that offer investors attractive
upside opportunities when prices show very little movement or none at all. In sideways phases, BRCs have the
potential to outperform their underlyings. Added to this,
they can reduce the share price risk of the direct investment in line with their design and the level of their barrier.
Even in markets that are declining slightly they can still
generate attractive returns thanks to the gap to the barrier
and the additional coupon.
Our analysis of the data set for the years 2014 and
2015 has shown that in most cases, BRCs were able to
deliver what they promise. All in all, 88% of the BRCs
we analysed posted a positive return. In addition, 78% of
products within the –10%/+10% sideways range out
performed their underlyings, as did virtually all BRCs
affected by declining markets. Even within a very broad
range (for a sideways market) of –30%/+30%, 46% of
BRCs still fared better than a direct investment in the
underlying. We found that the narrower the range of sideways movement, the more frequently BRCs beat their
underlying, with 98% of all BRCs outperforming in the
–5%/+5% range.

Predictably there was no outperformance in periods when
markets were rising. Direct investments fared better than
BRCs in such instances due to the upside cap at the level
of the coupon. BRCs by their nature posted a weaker
showing in rising markets. This is empirical evidence that
BRCs really come into their own in markets that are tending sideways or declining slightly. When markets rise
sharply, the upside cap means they cannot match direct
investments. By virtue of their design, BRCs have a lower
risk of loss than a direct investment, and therefore also a
lower maximum return than their underlying.
If investors expect the prices of the underlyings to trend
sideways over the investment horizon they are considering, and if this expectation is ultimately borne out, then
BRCs are a real alternative to a direct investment in the
underlying.
It should be noted that the findings of this survey refer to
products maturing in 2014 and 2015. It is therefore impossible to draw conclusions with regard to the future performance of barrier reverse convertibles and/or their underlyings. Besides the risk profile of the BRC chosen, much
hinges on whether the initial market expectation with
regard to the performance potential of the underlying
actually materialises. Changes in the market situation,
certain events at individual companies, and other unexpected developments can result in markedly different outcomes.
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Legal disclaimer
This publication is deemed to be marketing material within the meaning of Article 68 of the Swiss Financial Services Act and is provided for
informational purposes only. We will be happy to provide you with additional information about the specified financial products, such as the
prospectus or the basic information sheet, free of charge, at any time.
This publication is for information purposes only and does not represent an investment recommendation or advice. It does not replace the qualified advice necessary before any purchase decision, in particular as regards all associated risks. Past performance must not be taken as an
indication or guarantee of future performance. This publication has been prepared with the greatest of care and in good faith by Bank Vontobel
AG (hereinafter «Vontobel»). Vontobel, however, makes no warranty with respect to the content and completeness of the document and
accepts no responsibility for losses arising from the use of this information. The opinions expressed in this publication are those of Vontobel at
the time of writing and are subject to change at any time without notice. Unless otherwise indicated, all figures and information are unaudited.
This publication may not be reproduced in part or in whole without the express written consent of Vontobel. It is expressly not intended for
persons who, due to their nationality or place of residence, are not permitted access to such information under local law. Structured products
are not deemed collective investment schemes within the meaning of the Federal Act on Collective Investment Schemes (CISA), and are therefore not subject to the approval or supervision of the Swiss Financial Market Supervisory Authority FINMA. The value of structured products
may depend not only on the performance of the underlying, but also on the creditworthiness of the issuer. The investor is exposed to the risk of
the issuer / guarantor defaulting.
Copyright © 2020 Bank Vontobel AG and its affiliates. All rights reserved. DAX® is a registered trademark of Deutsche Börse AG.
Dow Jones® is a registered trademark of Dow Jones Trademark Holdings LLC («Dow Jones»). These trademarks have been licensed for use by
S&P Dow Jones Indices LLC («SPDJI») and sublicensed for certain purposes by Vontobel. Vontobel’s products are not sponsored, endorsed,
sold or promoted by SPDJI, Dow Jones or their respective affiliates, and none of these parties make any representation regarding the advisability of investing in such securities.
SMI® is the intellectual property (including registered trademarks) of SIX Swiss Exchange AG, Zurich, Switzerland («SIX Swiss Exchange»)
and / or its licensors («Licensors»), which is used under license. Structured products are not sponsored, promoted, distributed or in any other
manner supported by SIX Swiss Exchange and / or its Licensors. SIX Swiss Exchange and its Licensors do not give any warranty and exclude
any liability whatsoever (whether in negligence or otherwise), in particular in relation to any errors, omissions or interruptions in the SMI® or its
data.
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