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The attractive yield on high yield corporate bonds often comes with significant interest rate
risk. With rate hikes looming, this may be unwelcome. CDS indices like iTraxx Crossover
give you credit exposure without direct interest rate risk and are now accessible in ETF
format.
Is interest rate duration worth the risk?

Investors typically increase duration to achieve a higher
yield. Within the high yield market, where yield is driven by
interest rates and credit spreads, you’d expect a higher
return from both components when you buy longer maturity
bonds.
However, if we look at the interest rate component in
isolation, its contribution in recent years has been
unimpressive. Chart 1 shows yields on 3y and 5y German
government bonds. As you would expect, 5y yields have
typically exceeded 3y yields. However, since late 2015,
yields on even 5y bonds have been negative.
Given the expectation of ECB rate hikes towards the end of
2019, it may make sense to minimise this interest rate
exposure. It’s not enhancing the yield and will be a drag on
bond prices if rates rise.
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Longer-term credit spreads are attractive

Chart 2 shows the curves for iTraxx Crossover and German
government bonds. Not only are spreads on the credit curve
higher than interest rates over the spectrum, but the credit
curve is also substantially steeper.
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For passive investors who have a positive view on corporate
credit but are concerned about rate rises, there are two
common ways to reduce interest rate duration.
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An investor can hedge duration risk. However, this comes at
a cost and increases the operational burden.
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Alternatively, there are ETFs tracking short-term bond
indices. These have lower duration (typically around 2y,
compared to around 3.5y for a standard ETF) but the investor
also misses out on the credit duration in longer-term bonds.
The yield on the iBoxx Euro Liquid High Yield Index is 4.7%1,
compared to only 3.3%1 on the iBoxx Euro Liquid High Yield
1-3y Index, its short-term counterpart.
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However, there is a third and more efficient option. Taking
credit exposure via CDS indices rather than cash bond
indices removes direct interest rate duration risk altogether,
while maintaining credit duration.
1

iTraxx Crossover
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More pick-up from
credit than rates
when you increase
duration
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CDS indices are becoming more accessible

High yield credit
exposure with high
liquidity and minimal
interest rate risk

Since their introduction in 2001, CDS indices like iTraxx and CDX have become the default
instruments for active credit trading. These indices are baskets of reference entities with
standardised trading terms, central clearing and significant liquidity. They are widely used by
specialist fixed income managers to take long or short exposure, without the interest rate risk
inherent in cash bonds.
iTraxx Crossover, published by IHS Markit, is the established CDS benchmark for the European
high yield market. Tabula has worked with Markit to develop an investible, total return version
of the index, now available via a UCITS ETF.

iTraxx Crossover
–
–
–
–
–
–

UCITS ETF for tactical
or long-term HY credit
allocations

75 European sub-investment grade
entities selected according to liquidity
Equal weighting, avoiding overexposure to single names
Mainly corporate exposure, excluding
traditional financial issuers
New series published every six
months
3, 5, 7 and 10 year maturities
Average daily turnover of around
$1.8bn on the current 5y series in H2
20182

iTraxx European Crossover Long
Credit Index
–
–
–
–

Investible total return version of iTraxx
Crossover 5y
Reflects the return from taking credit
risk on the current series
Current yield of 4.0%3
Calculated by IHS Markit

Tabula UCITS ETF
–
–
–

Trades on London Stock Exchange
No need to sign ISDA or manage
collateral
Can be used for tactical or long-term
allocations

Visit tabulaim.com for full details.
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Important Information
This document is issued by Cheyne Capital Management (UK) LLP (“Cheyne Capital”) authorised and
regulated by the Financial Conduct Authority (“FCA”), a limited liability partnership registered in England
and Wales (Registered no. OC321484) Registered address: Stornoway House, 13 Cleveland Row, London,
SW1A 1DH, United Kingdom. Tabula Investment Management Limited (“Tabula IM”) is an Appointed
Representative of Cheyne Capital. Tabula IM is a private limited company registered in England and
Wales (Registered no. 11286661). Registered address: Stornoway House, 13 Cleveland Row, London,
SW1A 1DH, United Kingdom. The Tabula European Performance Credit UCITS ETF (EUR) (the “ICAV”) is
an open-ended investment ICAV with variable capital having segregated liability between their funds
organised under the laws of Ireland and authorised by the Central Bank of Ireland. This material is for
distribution to Professional Clients (as defined by the FCA or MiFID Rules) and Qualified Investors only
and should not be relied upon by any other persons. Tabula has not considered the suitability of this
investment against your individual needs and risk tolerance. The data displayed provides summary
information, any decision to invest must be based solely on the information contained in the ICAVs
Prospectus, Key Investor Information Document and the latest half-yearly report and unaudited
accounts and/or annual report and audited accounts, when available, free from your broker, financial
adviser or Tabula Investment Management Limited. It is the responsibility of every person reading this
document to satisfy himself as to the full observance of the laws of any relevant country, including
obtaining any government or other consent which may be required or observing any other formality
which needs to be observed in that country and which might be relevant to the subscription, purchase,
holding, exchange, redemption or disposal of any investments. No provider of information presented
here, including index and ratings information is liable for damages or losses of any type arising from use
of their information nor breach of such legislation or for any losses relating to the accuracy,
completeness or use of information in this communication, including consequential loss. No warranty of
accuracy is given and no liability in respect of any error or omission is accepted. No sale will be made in
any jurisdiction in which the offer, solicitation, or sale is not authorised or to any person to whom it is
unlawful to make the offer, solicitation or sale. This document does not constitute an offer to sell or
solicitation of an offer to buy interests in any product and may not be used to make such an offer. The
information contained in this document, especially as regards portfolio construction/parameter-type
information, reflects the current thinking of Tabula IM and may be changed or modified in response to its
perception of changing market conditions, or otherwise, without further notice to you. Accordingly, the
information herein, in respect of investment products and services, should be considered indicative of
Tabula IM current opinion and should not be relied on in making any investment decisions. This
document is not, and under no circumstances is to be construed as an advertisement or any other step
in furtherance of a public offering of shares in the United States or Canada. This document is not aimed
at persons who are resident in the United States, Canada or any province or territory thereof, where the
ICAV/securities are not authorised or registered for distribution and where no prospectus has been filed
with any securities commission or regulatory authority. The ICAV/securities may not be acquired or
owned by, or acquired with the assets of, an ERISA Plan. Investment in the products mentioned in this
document may not be suitable for all investors. Past performance is not a guide to future performance
and should not be the sole factor of consideration when selecting a product. The price of the
investments may go up or down and the investor may not get back the amount invested. Your income is
not fixed and may fluctuate. The value of investments involving exposure to foreign currencies can be
affected by exchange rate movements. We remind you that the levels and bases of, and reliefs from,
taxation can change. In respect of the products mentioned this document is intended for information
purposes only and does not constitute investment advice or an offer to sell or a solicitation of an offer to
buy the securities described within.
Benchmark source: the iTraxx European Crossover Long Credit Index referenced herein is the property
of Markit Indices Limited and is used under license.
© 2019 Tabula Investment Management Limited.
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