
Assessing Relative Value Across Fixed Income Instruments

FI ETFs
CDX / TRS /

Swaps

Futures

• Single Name Cash Bonds:

• High degree of flexibility

• Higher cost and discontinuous liquidity

• Exchange Traded Funds (ETFs):  

• Exchange traded bond portfolios that seek to track specified 

indices (e.g., Markit iBoxx) 

• Possible higher levels of correlation with cash markets 

relative to CDS/CDX1

• Increasing liquidity, mainly in credit products2

• Credit Default Index Swaps (CDX): 

• Most liquid and actively traded credit products

• Spread exposure

• Significant basis volatility

• Index Total Return Swaps (TRS): 

• OTC swap products designed to pay the total return on 

specified credit indices (e.g., Markit iBoxx)

• Low levels of liquidity and high transaction costs

• Futures

• Liquid futures generally limited to interest rate exposure 

(Treasuries, Eurodollars). CBOE has launched portfolio 

holding index futures on HYG & LQD

Cash Bonds

FOR INSTITUTIONAL USE ONLY - NOT FOR PUBLIC DISTRIBUTION

Past performance does not guarantee future results.

Source: Bloomberg, BlackRock

1. From  02/30/2013 to 12/30/2018, the correlation between Bloomberg Barclays Corporate Bond Index and IG CDX was 0.60, and 0.97 between NAV return of LQD (iShares iBoxx $ 

Investment Grade Corporate Bond ETF ). Likewise the correlation between Barclays High Yield Index and HY CDX was 0.62, and  0.88 between NAV return of HYG (iShares iBoxx $ 

High Yield Corporate Bond ETF). 

2. Between January 2007 and December 2018, the average trading volume of US Credit HY and IG ETFs grew from $21M to $3.7B.  

1
ICRMH0319U-779713-1/9



IBHY / IBIG Futures: Update On Activity Since Sept-18 Launch

2

IBHY Open Interest and Trading Volumes since launch

• IBHY Futures are now up to $60m open interest (gross notional), an all time high. IBIG futures activity has been muted –

still no open interest.

• IBHY Futures trading has been sporadic since launch, but slowly growing, averaging $10m of volumes per day (see 

below). Since launch, i) at least one contract has traded on 94% of the sessions , ii) >$5m of volumes on 68% of the 

sessions; iii) >$10m on 38% of the sessions.

• From September to December 2018, investors appeared to close majority of positions at month end expiration (as 

opposed to rolling into next contract). However, March 2018 saw the most roll activity of any month since inception which 

is a encouraging for investor adoption.

Source: Bloomberg, BlackRock, as of 03/08/2019.
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CBOE iBoxx iShares $ Corporate Bond Index Futures

FOR INSTITUTIONAL USE ONLY – NOT FOR PUBLIC DISTRIBUTION

• In 2018, CBOE launched futures on indices tethered to the holdings of HYG (IBXXIBHY) and LQD (IBXXIBIG) 

• These contracts expire and roll monthly, are settled at the index NAV and also have an ECRP mechanism

• The prices of these contracts provide visibility into the underlying borrow markets for the HYG & LQD ETFs and allow for 

comparisons to iBoxx TRS and options.

Because the CBOE futures contracts are on index levels, the carry argument is as follows:

F = S(1+ (r – b – y)d/360)

Where,

F = Forward

S = Spot

r = money market rate

b = borrow rate

y = assumed dividend yield of ETF

d = days to futures expiration

Assume the following for IBYJP (CBOE HYG futures contract expiring 4/1/2019):

F = 129.23

S = 128.9257

r = 2.485%

y = 5.35%

d = 23

We can solve for b = (((F/S)-1)/(d/360)-r)/-1

b = (((129.23/128.9257)-1)/(23/360)-2.485%)/-1 = -1.20%

Source: BlackRock, Bloomberg, as of 3/7/2019. Shown for illustrative purposes only.  
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CBOE iBoxx iShares $ Corporate Bond Index Futures

FOR INSTITUTIONAL USE ONLY – NOT FOR PUBLIC DISTRIBUTION

• We can now make comparisons in implied borrow across futures, iBoxx TRS and the options market.

• Using ATM options, we can imply borrow rates from synthetic longs (long call / short put) and synthetic shorts (long put / 

short call)

Source:  Bloomberg as of March 7, 2019

HYG Listed Options April 18, 2019 Expiration

Short Long

Quoted Futures Px 129.20 129.23

Spot 128.93 128.93

Expiration 0.06 0.06

1ML (cash  rate) 2.49% 2.49%

All-in Rate -0.84% -1.20%

Short Long

IBYJ9 April -0.84% -1.20%

iBoxx HY TRS June -0.25% 0.67%

April 85 Strike Syn Fwd 0.70% -2.15%

IBYJ9 Future (expiration 4/1/19) Implied Borrow Rates

Source:  Bloomberg as of March 7, 2019

Source:  Bloomberg as of March 7, 2019

Source: BlackRock, Bloomberg, as of 3/7/2019. Shown for illustrative purposes only.  
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CBOE iBoxx iShares $ Corporate Bond Index Futures

FOR INSTITUTIONAL USE ONLY – NOT FOR PUBLIC DISTRIBUTION

• CBOE high yield index futures track closely to the IBXXIBHY index, HYG, and iBoxx TRS

Source:  Bloomberg as of March 8, 2019. Past performance does not guarantee future results.  For standardized performance, see the end of 

this document.  
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Comparing Options on Credit ETFs with CDX Swaptions

6

• Figure 1 provides a time series on implied CDX and HYG spread volatility

• HYG implied spread volatility does appear to move directionally with CDX implied volatility. 

Source: BlackRock, Bloomberg, as of 1/31/2019. For a more detailed overview of US FI ETF Options, please see our July 2017 Paper “Understanding FI ETF 

Options.”

Figure 1. HYG v CDX.HY Implied Spread Volatility
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Figure 1. HYG & CDX.HY Implied vs. Realized Volatility
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Standardized Performance as of 12/31/18

FOR INSTITUTIONAL USE ONLY – NOT FOR PUBLIC DISTRIBUTION

Fees as of Current Prospectus. All Other Data as of 

12/31/18

Fund 

Inception 

Date

Gross 

Expense 

Ratio

30-Day SEC Yield 

(With / Without 

Waiver)

Contractual Fee 

Waiver Expiration (If 

Applicable) 1-Year 5-Year 10-Year

Since 

Inception

iShares iBoxx $ High Yield Corporate Bond ETF 4/4/2007 0.49% 6.89% --

Fund NAV Total Return -1.93% 2.69% 8.68% 4.95%

Fund Market Price Total Return -1.99% 2.67% 7.55% 4.91%

The performance quoted represents past performance and does not guarantee future results. Investment return and principal value 

of an investment will fluctuate so that an investor’s shares, when sold or redeemed, may be worth more or less than the original

cost. Current performance may be lower or higher than the performance quoted. Performance data current to the most recent 

month end may be obtained by visiting www.iShares.com or www.blackrock.com. 

Shares of ETFs are bought and sold at market price (not NAV) and are not individually redeemed from the Fund. Brokerage commissions will 

reduce returns. Market returns are based upon the midpoint of the bid/ask spread at 4:00 p.m. eastern time (when NAV is normally

determined for most ETFs), and do not represent the returns you would receive if you traded shares at other times. 
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Important Information

748915   FOR INSTITUTIONAL USE ONLY – NOT FOR PUBLIC DISTRIBUTION

Carefully consider the Funds' investment objectives, risk factors, and charges and expenses 

before investing. This and other information can be found in the Funds' prospectuses or, if 

available, the summary prospectuses which may be obtained by visiting www.iShares.com or 

www.blackrock.com. Read the prospectus carefully before investing.

Investing involves risk, including possible loss of principal.

Fixed income risks include interest-rate and credit risk. Typically, when interest rates rise, there is a corresponding decline in bond values. Credit 

risk refers to the possibility that the bond issuer will not be able to make principal and interest payments. Non-investment-grade debt securities 

(high-yield/junk bonds) may be subject to greater market fluctuations, risk of default or loss of income and principal than higher-rated securities. 

Investment comparisons are for illustrative purposes only. To better understand the similarities and differences between investments, including 

investment objectives, risks, fees and expenses, it is important to read the products' prospectuses. Information on non-iShares Fund securities is 

provided strictly for illustrative purposes and should not be deemed an offer to sell or a solicitation of an offer to buy shares of any security other 

than the iShares Funds, that are described in this material. 

The strategies discussed are strictly for illustrative and educational purposes and are not a recommendation, offer or solicitation to buy or sell any 

securities or to adopt any investment strategy. There is no guarantee that any strategies discussed will be effective. The information presented 

does not take into consideration commissions, tax implications, or other transactions costs, which may significantly affect the economic 

consequences of a given strategy or investment decision. 

This material represents an assessment of the market environment as of the date indicated; is subject to change; and is not intended to be a 

forecast of future events or a guarantee of future results. This information should not be relied upon by the reader as research or investment advice 

regarding the funds or any issuer or security in particular. 

The iBoxx® iShares® $ High Yield Corporate Bond Index and the iBoxx® iShares® $ Investment Grade Corporate Bond Index (the “Indexes”) and 

futures contracts on the Indexes (“Contracts”) are not sponsored by, or sold by BlackRock, Inc. or any of its affiliates (collectively, “ BlackRock”). 

BlackRock makes no representation or warranty, express or implied to any person regarding the advisability of investing in securities, generally, or 

in the Contracts in particular. Nor does BlackRock make any representation or warranty as to the ability of the Index to track the performance of the 

fixed income securities market, generally, or the performance of HYG, LQD or any subset of fixed income securities. BlackRock is not affiliated with 

Cboe.
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Important Information

748915   FOR INSTITUTIONAL USE ONLY – NOT FOR PUBLIC DISTRIBUTION

Options involve risk and are not suitable for all investors. Prior to buying or selling an option, a person must receive a copy of "Characteristics and Risks 

of Standardized Options." Copies of this document may be obtained from your broker, from any exchange on which options are traded or by contacting 

The Options Clearing Corporation, One North Wacker Dr., Suite 500, Chicago, IL 60606 (1-888-678-4667). The document contains information on 

options issued by The Options Clearing Corporation. The document discusses exchange traded options issued by The Options Clearing Corporation and 

is intended for educational purposes. No statement in the document should be construed as a recommendation to buy or sell a security or to provide 

investment advice.  If you need further information, please feel free to call the Options Industry Council Helpline. They will be able to provide you with 

balanced options education and tools to assist you with your iShares options questions and trading. The Options Industry Council Helpline phone number 

is 1-888-Options (1-888-678-4667) and its website is www.888options.com. 

Options on iShares ETFs are issued by the Options Clearing Corporation, which is not affiliated with BlackRock. BlackRock does not offer or issue 

options on iShares ETFs, nor is this a service provided by BlackRock. There is no guarantee that options will be available for any particular ETF. iShares 

ETFs may directly or indirectly benefit from increased usage of options on iShares ETFs as reference assets for derivative based strategies.

The iShares Funds are distributed by BlackRock Investments, LLC (together with its affiliates, “BlackRock”). 

The iShares Funds are not sponsored, endorsed, issued, sold or promoted by Markit Indices Limited,  nor does this company make any representation 

regarding the advisability of investing in the Funds. BlackRock is not affiliated with Markit Indices Limited. 

©2019 BlackRock. iSHARES and BLACKROCK are registered trademarks of BlackRock. All other marks are the property of their respective owners. 
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