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Agenda

• What are transaction costs? 

• Transaction costs – what do you think?

• Indices that contain Transaction Costs

• ICE BofA Fixed Income Methodology

• Markit iBoxx Methodology

• Comparison of Returns

• Closing Remarks
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Explicit costs

• The commission that a broker charges

• Clearing costs

• Exchange fees 

• Any taxes or levies payable

Implicit costs 

• Arise from the bid-ask spread and from the market impact 

of trading in larger size. 

• Opportunity Cost 

• Delay Cost

Source: https://www.blackrock.com/corporate/literature/whitepaper/viewpoint-disclosing-transaction-costs-august-2018.pdf

Transaction costs are made up of explicit costs – identifiable and easily quantifiable 

– and implicit costs which cannot be directly observed. 

What are Transaction Costs?

https://www.blackrock.com/corporate/literature/whitepaper/viewpoint-disclosing-transaction-costs-august-2018.pdf
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Source: https://spauldinggrp.com/transaction-costs-in-benchmarks-okay-or-not-okay/

Transaction Costs in benchmarks: okay or not okay?

https://spauldinggrp.com/transaction-costs-in-benchmarks-okay-or-not-okay/
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• ICE BofA Fixed Income Indices

• ICE BofA Fixed Income Indices

• ICE BofA Fixed Income Custom Indices

• ICE BofA Fixed Income Convertible Indices

• ICE BofA Fixed Income ESG Indices

• ICE BofA Fixed Income 4PM Indices

• Not Included: Spot currency indices, money market indices, 

swap indices, and any other indices solely comprised of 

synthetic securities, such as the US Treasury STRIP series 

and US Pension Index series.

• Markit iBoxx Indices

• Markit iBoxx Liquid Indices

• Custom Indices (net of fees)

Indices that contain Transaction Costs
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• The transaction cost will be calculated based on the bid-offer spread of each security, with the return 

adjustment applied to new additions to an index, and to any securities whose weights increase in the 

index, at each monthly rebalancing beginning 30th June 2022

• For each index security the transaction cost is calculated at each month-end rebalancing as follows:

Where TC is the transaction cost of security i at calendar month end date t, and spread is the ask price minus the bid price for security i at calendar month end 

date t. Where price represents the price of the security in the index.

• The transaction cost is applied to each security in an index based on its percentage market value added 

to the index at the rebalancing

Where Wt is the security percentage weight in the index at point t for the upcoming month (tNEW) and the ending weight at point t for the prior month (tOLD). 

Thus, any new additions to an index would see the full impact of the transaction cost applied to the position, where an increase in weight for 

an existing security would see the impact applied proportional to increase in weighting for the coming month. 

ICE BofA Fixed Income Methodology

Source: https://www.ice.com/publicdocs/data/Bond_Index_Methodologies.pdf

https://www.ice.com/publicdocs/data/Bond_Index_Methodologies.pdf
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• The impact of transaction costs is calculated at each month end rebalancing date (t) for 

the upcoming month. 

• The transaction cost (TCt) is then subtracted from the price return and total return of the 

indices from the first global business day of each month as described below.

ICE BofA Fixed Income Methodology

Source: https://www.ice.com/publicdocs/data/Bond_Index_Methodologies.pdf

https://www.ice.com/publicdocs/data/Bond_Index_Methodologies.pdf
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29th April 2003 Inclusion of new bonds into Markit iBoxx indices based on ask price

• The calculation of the iBoxx indices is based on bid prices

• New securities are included in the indices at their respective ask prices when they enter 

the index family

• If no price can be established for a particular security, the index continues to be 

calculated based on the last available price. This might be the case in periods of market 

stress, or disruption as well as in illiquid or fragmented markets. 

• If the required inputs become impossible to obtain, IHS Markit may consult market 

participants prior to the next rebalancing date. 

Markit iBoxx Methodology

Source: https://www.markit.com/Documentation/Product/IBoxx/Methodology

https://www.markit.com/Documentation/Product/IBoxx/Methodology
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The rebalancing cost factor for iBoxx Liquid Indices

Markit iBoxx Methodology

Source: https://www.markit.com/Documentation/Product/IBoxx/Methodology

https://www.markit.com/Documentation/Product/IBoxx/Methodology
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• Methodology changes and challenges
• Incorporating transaction costs at index level

– New Index TR calculation = Sum of Bond Contributions – Index Transaction Cost

– Client systems rely upon the standard: Index Return versus Sum of Bond Contributions

• No bond level return that includes transaction costs

• Requirement to calculate new bond returns and weights

• Limited history available

• Comparison of ICE BofA US High Yield Index:

Comparison of Returns
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• Availability of data (breadth and depth)

• Limited universe of benchmarks

• Consistency of methodologies

• Custom Indices

• How about ETFs

• Report Portfolios excluding fees and costs

• Any Final Thoughts?

Rethinking Benchmarks You Use: 

Should They Reflect The Fees & Transaction Costs?

Closing Remarks

Source: https://www.rafi.com/research/index-design-transaction-costs

https://www.rafi.com/research/index-design-transaction-costs

