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Understanding Credit Index Futures

Introduction

Since the announcement of tariffs, the stock market has been notably volatile. However, the fixed
income markets—particularly corporate notes and bonds—have received comparatively less
attention. The graph below illustrates the spreads over the 10-year Constant Maturity Treasury
(CMT) for bonds rated Aaa and Baa by Moody'’s, dating back to the start of 2025. We can
observe that investment-grade spreads have widened from approximately 80 basis points to a
high of 130 basis points for Aaa-rated bonds, and from around 140 basis points to a high of
202 basis points for Baa-rated bonds.
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Source: Federal Reserve Bank of St. Louis, Moody's Seasoned Aaa Corporate Bond Yield Relative to Yield on 10-Year Treasury

Constant Maturity [AAA10Y], retrieved from FRED, Federal Reserve Bank of St. Louis; https://fred.stlovisfed.org/series/AAAT1OY

Portfolio managers and traders can invest, hedge, or speculate using various fixed income
instruments including:

e Credit Default Swaps (CDS) on single names or credit indexes
e Total Return Swaps (TRS) on single names or credit indexes

e Fixed income Exchange Traded Funds (ETFs)

The new kid on the block is credit index futures. This article introduces credit index futures and
explores basic applications using Chicago Mercantile Exchange (CME) contracts.
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First a Review of Corporate Bond Risk Factors

Corporate bonds are classified as investment grade (IG), also known as high grade, and non-
investment grade, also known as high yield (HY) or junk bonds. The yield can be shown by
breaking down the fundamental risk factors for corporate bonds:

T + S = Corporate Bond Yield

Where “T" is the yield on the respective U.S. Treasury, representing interest rate risk, and “S” is
the credit spread, capturing credit and liquidity risk.

Credit Index Futures

There are four main credit futures contracts. Two are based on total return indexes for IG and HY
bonds. The other two are duration-hedged contracts that isolate the credit spread by removing
interest rate exposure using the same indexes.

Futures derive their value from an underlying instrument or index and are standardized. Let’s
explore the features of these contracts.

Investment Grade (IG) Futures Contract

The CME credit index futures contract for investment-grade bonds tracks the Bloomberg U.S.
Investment Grade Index!. A comparable ETF is the JPMorgan BetaBuilders USD Investment Grade
Bond ETF, which follows a passive strategy for the same index. As of March 31, 2025, the ETF
demonstrates broad exposure to the U.S. corporate bond market as shown below:

Fact Sheet | March 31, 2025 | JPMorgan BetaBuilders USD Investment Grade Corporate Bond ETF
Holdings Maturity (%)
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‘ ' @® 144 Years5-7
. ® 124 Years7-10
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164 Years10-20

® 7.0Energy ® 21.0 Years20+
33.0 Financial Institutions . .
<o o Portfolio Analysis
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@ 9.6 Utility Number of holdings 998
. 3.1 Other Average life (years) 10.52
; Dividend Frequency Monthly
Credit Quality (%) Average duration 6,86
1.7 AAA Certain holdings not
’ ° be included due to de
1.2 A0 minimis values and
rounding. Values may not
® 4424 total 100%.
@ 448BBB
@® 0.1BB

Source: Factsheet: JPMorgan BetaBuilders USD Investment Grade Corporate Bond ETF
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The contract unit is $30 (this is the multiplier) times the Bloomberg U.S. Corporate Investment
Grade Index. For example, if the contract is trading at 3333.00 the contract’s notional value is

$30 x 3333.00 or $99,990.00.

The price is quoted in U.S. dollars and cents per index point. The minimum price movement is
$0.50 or $15.00. A move from 3333.00 to 3333.50 yields a $15.00 gain per contract. Owning
10 contracts and experiencing a move from 3333.00 to 3336.50 results in a profit of $1,050
(10 contracts x 7 ticks x $15.00).

A Speculative Application

If you anticipate corporate bond yields will decline, you would buy the futures contract.
Conversely, if you expect yields to rise, you would sell the contract.

Risk Metrics

Metrics, such as Option-Adjusted Spread (OAS), Option-Adjusted Duration (OAD), and Option-
Adjusted Spread Duration (OASD) are available via CME's Credit Futures Analytics (Credit
Futures Analytics - CME Group). For example:

INDEX RISK

INDEX INDEX VALUE OAS OAD OASD
LUACTRUU Index 3305.63 1.12 6.79 6.80

The OAD measures interest rate risk, while the OASD measures credit spread risk. If the Treasury
curve shifts by 100 basis points, the price impact on the index is approximately 6.79% of
3305.63, or about 225 index points. These metrics are for the cash index.

If the futures contract is trading at 3312.50, the DVO1 (Dollar Value of a 1 basis point move) is
calculated as: 6.79 x 3312.50 x 30 x 0.0001 = $67.48.

Note: Futures prices above come from CME Credit Futures Analytics. The futures contract OAD is
assumed to match the index. Technically there will be a difference, which is referred to as the
basis, between the two prices and, therefore, the OAD would be different.

High Yield (HY) Index Futures Contract

The CME high yield contract tracks the Bloomberg High Yield Very Liquid Index'. The SPDR
Bloomberg High Yield Bond ETF is a comparable fund, although it uses a sampling strategy rather
than holding the full index2. For our purposes, the ETF sufficiently illustrates index features.
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As of April 8, 2025:

Sector Allocation — Fund

Sector Allocation — Index

Sector Weight Sector Weight
Corporate - Consumer Cyclical 17.58% Corporate - Consumer Cyclical 1822%
Corporate - Communications 1513% Corporate - Communications 14.58%
Corporate - Energy 12.31% Corporate - Energy 1.68%
Corporate - Consumer Non-Cyclical 1.85% Corporate - Consumer Non-Cyclical n63%
Corporate - Capital Goods 1068% Corporate - Capital Goods 1ni8%
Corporate - Technology T52% Corporate - Technology 756%
Corporate - Basic Industry 568% Corporate - Basic Industry 6.00%
Caorporate - Finance Companies 4.50% Corporate - Finance Companies 442%
Corporate - Insurance 3.55% Corporate - Insurance 376%
Corporate - Transportation 2.89% Corporate - Transportation 2.86%
Corporate - Electric 258% Corporate - Electric 277%
Corporate - REITS 179% Corporate - REITS 1.83%
Corporate - Brokerage Assetmanagers Exchanges 1.30% Corporate - Brokerage Assetmanagers Exchanges 123%
Corporate - Other Financial 1.20% Corporate - Other Financial 110%
Corporate - Industrial Other 081% Corporate - Industrial Other Q76%
Corporate - Banking 042% Corporate - Banking 041%
Other 0.04%
Credit Quality Breakdown — Fund Credit Quality Breakdown — Index
Name Weight Name Weight
AAA 0.04% BA1 10.82%
BAAZ 045% BAZ 1617%
BA1 10.51% BA3 24.03%
BAZ 1570% Bl 12.20%
BAZ 23.99% B2 14.49%
B1 12.02% B3 1.20%
B2 14.50% CAAL 541%
B3 n54% CAAZ 34T%
CAA1L 597% CAAZ 079%
CAAZ 331% CCC or Lower 0.20%
CAAS 105% Mot Rated 1.23%
CCC or Lower 007%
Mot Rated 0.86%
Maturity Ladder — Fund Maturity Ladder — Index
Name Weight Name Weight
0-1Year 019% 1-2Years 418%
1-2Years 4.32% 2-3Years G.564%
2-3Years T06% 3-5Years 44.60%
3-5Years 464% 5-TYears 3064%
5-7 Years 2059% 7-10 Years 13.39%
7-10 Years 174% 10 -15 Years 0.35%
10 - 15 Years 040%
15 - 20 Years 001%
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Fund Characteristics ...:sp00205

Mumber of Holdings

1,206

Average Maturity in Years @
4.85

Average Yield To Worst Q
8.59%

Option Adjusted Spread
425.02

Average Coupon @
6.77T%

Average Price @
$93.98

Option Adjusted Duration @

3.32 years

Yield to Maturity @
8.66%

Index Characteristics ...ras 00200

MNumber of Holdings
1,095

Average Maturity in Years

4.92

Average Yield To Worst

8.43%

Option Adjusted Spread
408.75

The HY Credit Index Futures Contract

HY Contract Specifications:

e Unit: $150 times the Bloomberg HY Index

Average Coupon
6.69%

Average Price

$94.8

Option Adjusted Duration

3.35years

Yield to Maturity

8.52%

e Example: 674.00 x $150 = $101,100.00 notional value
®  Minimum price movement: 0.10 index points = $15.00

If you hold 10 contracts bought at 674.00 and the price rises to 675.20, your profit is:
10 contracts x 12 ticks x $15.00 = $1,800.00.

Speculative Application

Like IG futures, if you forecast a decline in corporate bond yields, you would buy the contract. If
you expect yields to rise, you would sell it.
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Duration Hedged Futures Contracts
The Duration (Interest Rate) Hedged IG Index (DHB)

The formula T + S = Corporate Bond Yield is modified by removing the “T” component. This is
achieved by selling U.S. Treasury futures across maturity buckets to achieve a duration of zero,
isolating the credit spread. Here is the example used by the CME on the Credit Futures Analytics
page (Credit Futures Analytics - CME Group):

SHORT TREASURY FUTURES POSITIONS

The Bloomberg US Corporate Duration Hedged Index (130287US) is an index whose return reflects the return on the
underlying US Coporate Investment Grade index (LUACTRUU), with its option-adjusted duration (OAD) hedged with
short positions in Treasury futures across the curve. The table below shows the number of Treasury futures contracts
used in the Duration Hedged Index to hedge the OAD for a $10 million index position. Note that the Treasury futures
hedge is rebalanced monthly on the last business day of the month.

TUMS FVM5 TYMS UsMs WNMS5 TUMS FVMS5 TYMS USM5 WNMS5

# of Contracts 12 18 22 26 4 24 45 ] 0 0

For all intents and purposes, the end user is transacting on the spread and not the interest rate
portion of the corporate bond index.

The DHB Credit Index Futures Contract

Unit: $500 x Bloomberg U.S. Corporate IG Duration Hedged Index

Example: 207.00 x $500 = $103,500 notional value

Minimum price movement: 0.05 index points = $25.00

If you buy 10 contracts at 207.00 and the price increases to 208.00, the profit is: 10 x
20 ticks x $25.00 = $5,000.00

Speculative Application
This contract allows traders to speculate on credit spreads exclusively. If you expect spreads to
narrow, you would buy; if you expect them to widen, you would sell. The key distinction is that this

contract focuses solely on credit risk and removes interest rate risk.

There is a duration hedged contract on high yield (DHY) but will leave that for the reader to
explore.

Risk Metrics

For duration-hedged contracts, similar to the DVO1 contract above, the key metric is CRO1 (Credit
Risk of a 1 basis point move). Example calculation: 6.80 x 3312.50 x 30 x 0.0001 = $67.58.
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These contracts are designed with zero duration, meaning they focus solely on credit spread risk
and the corresponding risk measures of CRO1 and OASD and not OAD.

Conclusion

Credit index futures contracts provide portfolio managers and traders with tools to gain exposure
to either total return or credit spread movements. Investment-grade and high-yield credit index
futures are primarily designed to capture total return, whereas duration-hedged credit index
futures allow for the isolation and trading of credit spread risk independently from interest rate
fluctuations. These instruments enhance portfolio construction flexibility—enabling managers to
fine-tune fixed income exposures—while offering traders targeted opportunities to speculate on
either total return or credit spread performance.
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! For more information regarding the underlying Bloomberg indexes used in the CME credit
futures contract go to FAQ: Credit Futures - CME Group

2 For more information on the ETF see the prospectus
https: / /www.ssga.com /us /en/institutional /resources /doc-viewer#ink& prospectus
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