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"The Market is designed to transfer money from the Active to the Patient.”* 

* Warren Buffet 
 

Theorical Cash Index against Tradable instrument? 
 

Jack Bogle, the innovative mind behind The Vanguard Group and a pioneer in index investing, became widely recognized for 
advocating the use of cost-effective index funds among individual investors. His notable achievements include a 
comprehensive exploration of the comparative returns of actively managed funds versus equity market indices. 
 
In 1976 Bogle's research and investment principles led to the introduction of the first retail index mutual fund, the Vanguard 500 
Index Fund. He firmly believed that, on average, actively managed funds often struggled to consistently surpass broad market 
benchmarks in the long term, particularly when considering the higher fees and expenses associated with active management. 
 
One of the well-known indices for credit cash bonds is the iBoxx € Corporate, and the ETF IEAC was developed to track its 
performance. Over the long term they exhibit a strong correlation, although significant divergence may occur during a crisis. 
 
It is often reiterated that bonds tend to experience reduced liquidity during stressful periods. While the bid-offer spread widens, 
the mid-price does not fluctuate significantly.  This is due to thin trading volumes caused by dealers' limited balance sheets and 
reduced appetite for less liquid assets in a stressed environment, where they might need to swiftly reduce their positions. 
Consequently, the iBoxx tends to fall behind in terms of price action, making it challenging to replicate with liquid products that 
adjust during trading. It is evident that the valuation (versus price action) of this index during a period of stress is not accurate. 
 
When comparing the iBoxx NAV performance to the liquid ETF (IEAC) it becomes evident that during the peak of the COVID crisis 
in early 2020 the iBoxx lagged IEAC. The iBoxx experienced a drawdown of -8% (not a tradable level!), while the ETF plummeted 
by -15%, giving a better idea of the real cost of exit. Therefore, there can be a “feeling” of liquidity and lower volatility but mind 
the gap. 

 
Fig. 1: iBoxx € Corporate compared to ETF (Open, Close, Low, High) 

 

Source: Selwood AM France, Bloomberg.  

Executive Summary 
- Long term approach should generate income, in a steady and low volatile way. 
- Credit IG has the advantage to show small default risk with good carry and roll down. 
- Theoretical benchmark credit cash index analysis shows illiquid behaviour in a volatile market. 
- Liquid products tend to be more volatile than illiquid ones but they offer an exit door. 
- Volatility from 30 days S&P options (VIX) shows the uncertain environment. 
- In this uncertain environment iTraxx seems fairly priced  
 

 
"Market liquidity is like oxygen; you only realize it's missing when it's gone." 
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iTraxx show a fair level of Spread in regards of volatility. 
 
Market volatility represents a direct gauge of unpredictability. One of the most esteemed indices for gauging volatility in developed 
markets is the VIX index. This index is computed by taking a weighted average of the implied volatility of different options on the 
S&P 500 index. Finally, the VIX is scaled to represent the expected annualized volatility of the S&P 500 index over the next 30 days. 
The final value is expressed as a percentage. 
 
Analysing the daily returns of the S&P in relation to the VIX level (Fig.2), we observe that once the VIX surpasses 14.4, the S&P index 
begins to display fluctuations of approximately -/+ 1 standard deviation (around -/+ 1.30%) in its daily returns.  
 
This observation leads us to qualitatively determine that a stressed market environment typically emerges when the VIX surpasses 
~14.4. Illustratively, in Fig.2, it is evident that by the end of September, the VIX had peaked at 17.5, indicating heightened 
uncertainty and market stress. 
 

Fig. 2: S&P and VIX 

 
Source: Selwood AM France, Bloomberg. 
 
The credit spread serves as an important indicator for investors, analysts, and stakeholders, providing valuable insights into the 
perceived credit risk and market sentiment associated with a specific corporate bond and the issuing company. 
 
A wider credit spread typically suggests that investors perceive the company's credit risk to be higher. Factors contributing to this 
perception may include the company's financial health, debt levels, cash flow stability and free cash flow, market position, and 
overall industry and economic conditions.  High-level spreads indicate, to some extent, the uncertainty that companies face in 
dealing with challenges and the risk of a potential default. 
 
Upon close examination of the correlation between iTraxx Main 5Y and the VIX in Fig. 3, it becomes evident that the polynomial 
regression suggests that iTraxx is priced fairly, considering the current market volatility. The analysis does not point towards 
undervaluation or overvaluation, but rather indicates an appropriate pricing in line with the prevailing market conditions. 
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Fig. 3: iTraxx Main 5Y compared to VIX Level 

 
Source: Selwood AM France, Bloomberg. 

 
Conclusion: 
 
Our word cloud highlights China capturing significant attention due to indications of economic weakness. US Auto makers 
strikes, and a government shutdown emerged last month, with ongoing (never ending) discussions about Inflation, ECB, and 
FED's rates, as well as the Ukraine/Russia conflict. 
 
Market uncertainty persists, evident in the notably high level of VIX. Generally speaking, credit and rates tend to excel during 
crises. It remains challenging to determine whether rates are now at an equitable level. However, we demonstrate that in the 
current volatile and uncertain environment, spreads are at a fair level.  Hence, it is unsurprising to observe increased inflows 
into credit and rates since the beginning of the year. We believe that we have some compelling solutions in this “search for 
carry” landscape. 
 
Mathieu Labelle & Thibault Brohard. 19.10.2023 

Fig. 4: September word cloud** 

 
** Word Cloud from Selwood Asset Management France streaming of financial news during the month. A word cloud is a visual representation of  text data, which is used 
to depict keyword metadata on websites, or to visualize free form text. Tags are usually single words, and the importance of each tag is shown with font size or colour 

 
Selwood Asset Management France,  
Please feel free to contact us for any further information at paris@selwoodam.com or via our website 
https://www.selwoodam.fr/ 

This material is not intended to be relied upon as a forecast, research, or investment advice and is not a recommendation 
offer or solicitation to buy or sell any securities or to adopt any investment strategy.  

mailto:paris@selwoodam.com
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DSCLAIMER 

 
Monthly Letter. Selwood Asset Management France SAS ("Selwood") is providing this monthly commentary solely at the request of and for the exclusive use of 

the recipient (the "Recipient") in its capacity as the investment manager. 

 
Purpose and Non-Reliance. The monthly letter is provided to the Recipients who are sophisticated investors, being professional clients, eligible counterparties, 

accredited investors or qualified purchasers. The monthly letter is provided to the Recipient for the limited purpose of providing the Recipient with information 

relating to the performance and the risk profile of the Fund as at the date specified therein and/or for the purposes of discussion with Selwood only. 

The monthly letter is not intended to provide and should not be relied upon as any form of accounting, legal or tax advice or investment recommendations. The 

Recipient should consult its own tax, legal, accounting or other advisors about the issues contained herein. The Recipient should refer to the risk factors set out in 

the Fund’s prospectus and supplement. 

 
Carry. Any references to “carry” are intended to refer to a specific performance computation. Carry and theta would correspond to expected performance in a 12 

months' period. Certain assumptions are used to calculate “carry”, such as no trading and all market parameters staying intact, which may have inherent limitations. 

Accordingly, the estimated carry and performance is not reliable, is not exhaustive and represents subjective views of Selwood. Please also refer to the Risk Factors 

listed in the Fund’s prospectus and the supplement. Note also that any estimates are gross and do not include the deduction  of fees and trading costs. 

 
Accuracy of Information. The figures, estimated figures, projections, views, charts, calculations and other information (the "Information") contained in the monthly 

letter is indicative only and are provided as at the date specified therein. 

 

Information related to any net estimated returns is based on unaudited, internally prepared assessments of the performance of  the Fund's portfolio by Selwood 

and have not been independently verified or confirmed. The net estimated returns are subject to adjustment as a result of items such as changes or delays in 

Selwood's or the Fund’s administrator’s calculation of the profit and loss of the portfolio in whole or in part and/or Selwood's assessment of the month-end value 

of any one or more of the financial instruments in the Fund's portfolio. Any such adjustments could have a material impact on the estimated net returns, including 

a change from a positive monthly net return or year to date performance estimate to a negative monthly net return or year to date performance estimate. 

 

Market views presented herein, including any forward-looking statements, are reasonably held by Selwood as at the date hereof but are subjective and have not 

been independently verified. Market pricings assume. These are not intended to and do not constitute financial or investment advice. 

 
Selwood is not under any obligation to update or revise this monthly letter or any specific Information (including, without limitation, the estimated net returns or 

carry) contained therein or to correct any inaccuracies, whether as a result of new information, future events or otherwise.  

 
No representation, warranty or undertaking, express or implied, is given as to the fairness, correctness, accuracy or completeness of the Information or the models 

used in preparing such, opinions or any forward-looking statements contained in the monthly letter by any of Selwood, or its respective members, employees or 

affiliates (together "Selwood Parties") and no liability is accepted by such persons for the accuracy or completeness of any such information or opinions, and nothing 

contained herein shall be relied upon as a promise or representation whether as to past or future performance. 

 

Use of Models and Simulations. Certain information contained herein is derived from simulations or models. Methodologies and models used by Selwood are just 

some among alternative other methodologies that could be used, and such can produce different results. Neither the simulations, nor the models have been 

independently verified. The derived information is therefore based on certain assumptions which may be subjective and may not necessarily be reflective of reality. 

 

Distribution and Non-Solicitation. The monthly letter is not intended, and must not be construed, as an offer of, or a solicitation of an offer to purchase, any 

investments in any jurisdiction where such offer or solicitation would be unlawful. The distribution of the monthly letter may be restricted in certain jurisdictions. 

It is the responsibility of any person or persons in possession of this monthly letter to inform themselves of, and to observe, all applicable laws and regulations of 

any relevant jurisdiction. Please refer to the country-specific disclaimers in the prospectus and the supplements of the Fund. 

 
External Market Conditions. The current global market conditions are exceedingly impacted by the Russia/Ukraine conflict and the continuing uncertainty around 

COVID-19 which creates unprecedented volatility and could last for an extended period thus adversely affecting the Fund’s performance and liquidity. 

 

Solvency II (SCR). No representations or guarantees as to compliance with Solvency II are being made by Selwood. Prospective and existing investors need to 

complete their own analysis of Solvency II requirements. 

 
Confidentiality. Selwood is distributing this monthly letter to the Recipient only. The monthly letter is strictly confidential and may contain proprietary information 

of Selwood. It may not be reproduced, distributed or published by any Recipient for any purpose without the prior written consent of Selwood. 

 
Selwood. Nothing contained herein shall be deemed to create any obligations or commitment on the part of Selwood or any of the Selwood Parties. Selwood is 

acting solely as an arm's length contractual counterparty to the Fund and not as the Recipient’s financial advisor or fiduciary. To the maximum extent permitted by 

law, none of the Selwood Parties shall be liable (including in negligence) for any direct, indirect or consequential losses, damages, costs or expenses arising out of 

or in connection with the use of or reliance on the monthly letter. By accepting a copy of the monthly letter, the Recipient agrees to be bound by the foregoing 

limitations and conditions. 

 

Selwood Asset Management (France) SAS is registered in France (884 339 839 RCS) with its registered office at 106 Boulevard Haussmann – 75008 – Paris; and is 

authorised and regulated by the Autorité des Aprilés financiers (AMF) (GP- 21000006). 

 
© Copyright 2023 Selwood Asset Management (France) SAS. All rights reserved. 

 
 
 
 


