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BACKGROUND  
Corporate bond portfolios are vulnerable to both interest 
rate risk as well as default risk. This use case explores how a 
US high yield bond portfolio manager may be able to hedge 
these risks with corporate bond futures compared to trading 
credit default swaps or ETFs.

 APPROACH  
For international investors, tax and regulatory concerns are additional considerations when deciding on the investment vehicle. 

For example, foreign investors are typically subject to a withholding tax on dividend payments by US corporations, including 
fund distributions paid out by US-listed ETFs. The base withholding rate is 30%, which means a foreign holder of a US-listed ETF 
will only be receiving 70% of the gross dividends available to US investors. In contrast, futures contracts do not pay dividends. 
In this case, dividends are already incorporated in the underlying total return index on which the Cboe® iBoxx® iShares® Bond 
Index futures are based. 

Additionally, for many European funds, UCITS compliance is another consideration. US-listed ETFs are typically not eligible 
investments for European UCITS funds, whereas index futures are typically eligible.  

On the options side, for investors (regardless of domicile) looking to hedge US high yield exposure, one obstacle to using US-
listed ETF options, particularly longer-dated options (3M+ tenors), is the uncertainty around the associated borrowing cost 
and dividend payments. As a result, despite potential abundant US-listed ETF option liquidity, most of the volume i could be 
concentrated in the front 2-month tenors, as the volatility around the forward makes trading longer-dated options difficult. 
In contrast, Options on Cboe® iBoxx® iShares® Bond Index futures are based on the total return of the underlying index, which 
includes dividends. Additionally, the ability to hedge longer-dated options with futures helps reduce the uncertainty around the 
borrow cost of the underlying. As a result, options on futures may enhance liquidity in the longer dated vol market for high yield 
bonds.

SOLUTION 

For foreign investors, the Cboe® iBoxx® iShares® Bond Index futures may offer a cheaper alternative to trading ETFs as dividends 
are included in the total return of the futures whereas ETF dividends are subject to a withholding tax. Additionally, the index 
futures are typically UCITS compliant whereas US-listed ETFs typically are not, which is an important consideration for many 
European funds. By reducing the uncertainty around dividend and borrow cost, options on the corporate bond futures may also 
help enhance the liquidity in the longer dated vol market for corporate bonds.

For more information about Cboe® iBoxx® iShares® Bond Index futures and options on futures
reach out to Cboe at Sales@Cboe.com.  

The information provided is for general education and information purposes only. No statement provided should be construed as a recommendation to buy or sell a security, future, option on a future, security future, digital asset, financial instrument, investment 
fund, or other investment product (collectively, a “financial product”), or to provide investment advice. There are important risks associated with transacting in any of the Cboe Company products or any digital assets discussed here.  Before engaging in any 
transactions in those products or digital assets, it is important for market participants to carefully review the disclosures and disclaimers contained at: https://www.cboe.com/us_disclaimers/. These products and digital assets are complex and are suitable only 
for sophisticated market participants. These products involve the risk of loss, which can be substantial and, depending on the type of product, can exceed the amount of money deposited in establishing the position. Market participants should put at risk only 
funds that they can afford to lose without affecting their lifestyle. For additional information regarding the risks associated with trading futures and options on futures and with trading security futures, see respectively the Risk Disclosure Statement Referenced 
in CFTC Letter 16-82 and the Risk Disclosure Statement for Security Futures Contracts. No Cboe Company is an investment adviser or tax advisor, and no representation is made regarding the advisability or tax consequences of investing in, holding, or selling any 
financial product. A decision to invest in, hold, or sell any financial product should not be made in reliance on any of the statements or information provided. Market participants are advised to make an investment in, hold, or sell any financial product only after 
carefully considering the associated risks and tax consequences, including information detailed in any offering memorandum or similar document prepared by or on behalf of the issuer of a financial product, with the advice of a qualified professional investment 
adviser and tax advisor. The iBoxx iShares $ High Yield Corporate Bond Index and the iBoxx iShares $ Investment Grade Corporate Bond Index (“iBoxx iShares $ Corporate Bond Indices”) are products of S&P Dow Jones Indices LLC or its affiliates or licensors 
(“S&P DJI”) and have been licensed for use by Cboe Exchange, Inc. iBoxx®, S&P®, “S&P 500® and “Dividend Aristocrats® are registered trademarks of Standard & Poor’s Financial Services LLC (“S&P”); Dow Jones® is a registered trademark of Dow Jones Trademark 
Holdings LLC (“Dow Jones”) and has been licensed for use by S&P Dow Jones Indices; and these trademarks have been licensed for use by S&P DJI and sublicensed for certain purposes by Cboe Exchange, Inc. Cboe® iBoxx® iShares® $ High Yield Corporate Bond 
Index futures and options on futures and Cboe® iBoxx® iShares® $ Investment Grade Corporate Bond Index futures and options on futures are not sponsored, endorsed, sold or promoted by S&P DJI, Dow Jones, S&P, their respective affiliates, 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 iShares $ Corporate Bond Indices. The iBoxx® iShares® $ High Yield Corporate Bond Index 
and the iBoxx® iShares® $ Investment Grade Corporate Bond Index (the “Indexes”), futures contracts on the Indexes and options on 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 has not calculated, composed or determined the constituents or weightings of 
the fixed income securities that comprise the Indexes (“Underlying Data”). BlackRock is not responsible for and has not participated in the determination of the prices and amounts of the Contracts, or the timing of the issuance or sale of such Contracts or in 
the determination or calculation of the equation by which the Contracts are to be converted into cash (if applicable). BlackRock has no obligation or liability in connection with the administration or trading of the Contracts. BlackRock does not guarantee the 
accuracy or the completeness of the Underlying Data and any data included therein and BlackRock shall have no liability for any errors, omissions or interruptions related thereto. BlackRock makes no warranty, express or implied, as to results to be obtained 
by S&P DJI, the parties to the Contracts or any other person with respect to the use of the Underlying Data or any data included therein. BlackRock makes no express or implied warranties and expressly disclaims all warranties of merchantability or fitness for 
a particular purpose or use with respect to the Underlying Data or any data included therein. Without limiting any of the foregoing, in no event shall BlackRock have any liability for any special, punitive, direct, indirect or consequential damages (including lost 
profits) resulting from the use of the Underlying Data or any data included therein, even if notified of the possibility of such damages. iShares® is a registered trademark of BlackRock Fund Advisors and its affiliates.
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