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Why Index Calculation
Differences Matter
Case Study of JNK and HYG
While investors cannot invest directly in an index, they can invest in products, such as ETFs,
that seek to track the performance of an index. However, an index is a theoretical construct
created to measure the performance of a group of assets, whether they are US equities or high
yield bonds. Indices are often rules-based and aim to provide a standard for which investments
can be measured and tracked.
While active managers are evaluated based on the magnitude of outperformance relative to a
benchmark, passive managers are judged by how closely they match the investment results of
theirs. The most common measurement of index management efficiency is tracking difference.
Definitions around tracking difference are sometimes confused, but for simplicity purposes the
market identifies tracking difference as the difference between the return of a fund and its index.
Using this simpler definition, tracking difference can be positive when a fund outperforms its
index, or negative when it underperforms.

ETFs, Indices
and Costs

Most index returns are calculated excluding any transaction costs that may be associated with
the rebalance or reconstitution of the index, as these costs will vary. However, for funds that
are designed to track an index, the portfolio managers will incur these transaction costs as
they seek to replicate the benchmark and its changes. In highly efficient markets, such as US
equities, transaction costs are lower due to price transparency and orderly exchange closing
mechanisms. However, in less efficient markets, such as high yield bonds, transaction costs can
be sizable, leading to differences between the index and a fund seeking to track it. Therefore,
understanding the construction methodology of an index or a group of like indices is paramount
to evaluating the performance of passive indexed products.
Case in point, Figure 1 shows the reported performance figures for the SPDR Bloomberg Barclays
High Yield Bond ETF (JNK) and the iShares iBoxx $ High Yield Corporate Bond ETF (HYG)
and their respective indices from 2010 to 2020. On the surface, HYG appears to approximate
the performance of its benchmark with greater precision. In order to assess if this is the case,
however, there must be a clear understanding of how HYG’s index accounts for transaction costs.
HYG is benchmarked to the Markit iBoxx USD Liquid High Yield Index. This index’s performance
includes transaction costs in two ways.
First, bonds entering the index (in an index reconstitution, for example) enter on the offer side of
the market, which is higher than the bid price and is the traditional quoted price for buyers of a
bond. But each night, the bonds within an index are priced at the bid. Thus, the Markit iBoxx index
performance reflects the natural drop in prices from the offer to the bid side on rebalance date.
A phenomenon that an ETF may also experience, as they will typically transact at the offer, but
will use bid prices for NAV calculation purposes.

Second, and more importantly, the index includes a Rebalancing Cost Factor, which further
affects the index performance, as it will now reflect the costs associated in rebalancing the index
— which can be considerable.
As for JNK, it seeks to track the Bloomberg Barclays High Yield Very Liquid Index. This index,
like most others from Bloomberg, follows a common convention and has all bonds enter the index
on the bid side (while as stated, ETFs typically buy at the higher offer price) and does not include
any adjustment for the monthly rebalance costs that the fund incurs.
Effective June 1, 2017, the Bloomberg Barclays High Yield Indices have changed the pricing
calculation for new issue bonds entering the index to be priced at the offer, and no longer the bid
price. These changes were not implemented retroactively. Therefore, performance prior to the
effective date will remain impacted by the aforementioned calculation difference.
In order to make it an apples-to-apples comparison between the two indices, Bloomberg
estimates the transaction costs associated rebalancing the index using their proprietary Liquidity
Analysis function. On average, the transaction costs explained 52 of the 100 basis points in
tracking difference for JNK or approximately 51% (average tracking difference drops from
1.01% to -0.49%). Now, after accounting for transaction costs, the average difference in tracking
difference between the two funds drops from 52 basis points to 0 basis points.

Figure 1
Does HYG Really Track
High Yield Bonds Better
than JNK?

2010

JNK NAV
Return (%)

Bloomberg Barclays High
Yield Very Liquid Index (%)

JNK Reported Tracking
Difference (%)

HYG NAV
Return (%)

Markit iBOXX Liquid
High Yield Index (%)

HYG Reported
Tracking Difference

13.97

15.08

-1.11

12.08

12.58

-0.50

2011

4.69

6.06

-1.37

5.89

5.94

-0.05

2012

14.34

15.37

-1.03

13.83

14.15

-0.32

2013

5.91

6.60

-0.69

5.90

5.93

-0.03

2014

1.14

2.10

-0.96

2.00

2.13

-0.13

2015

-7.21

-5.26

-1.95

-5.55

-5.03

-0.52

2016

14.75

16.65

-1.90

13.92

15.31

-1.39

2017

6.49

6.81

-0.32

6.09

6.32

-0.23

2018

-3.17

-2.57

-0.60

-1.93

-1.48

-0.45

2019

14.97

15.28

-0.31

14.23

14.65

-0.42

2020

4.95

5.78

-0.82

4.48

5.78

-1.30

Average

6.44

7.45

-1.01

6.45

6.93

-0.49

Source: BlackRock, State Street Global Advisors, as of 12/31/2020.
The above net tracking difference figures are inclusive of gross expense ratios; of 0.40% for JNK and 0.49% for HYG.
Performance quoted represents past performance, which is no guarantee of future results. Investment return and principal value will fluctuate, so you may
have a gain or loss when shares are sold. Current performance may be higher or lower than that quoted. All results are historical and assume the reinvestment
of dividends and capital gains. Visit ssga.com and other fund family website for most recent month-end performance.
The calculation method for value added returns may show rounding differences.
It is not possible to invest directly in an index. Index performance does not reflect charges and expenses associated with the fund or brokerage commissions
associated with buying and selling a fund. Index performance is not meant to represent that of any particular fund.

Why Index Calculation Differences Matter Case Study of JNK and HYG

2

Figure 2
Tracking Difference Drops
for JNK When Using the
Same Methodology as HYG
JNK NAV
Return (%)

Bloomberg Barclays
High Yield Very
Liquid Index (%)

JNK Reported
Tracking
Difference (%)

Barclays Estimate of
Transaction Costs (%)

Index Adjusted for
Transaction
Costs (%)*

JNK Comparable
Tracking
Difference (%)

HYG Tracking
Difference (%)

2010

13.97

15.08

-1.11

1.27

13.81

0.16

-0.50

2011

4.69

6.06

-1.37

0.77

5.29

-0.60

-0.05

2012

14.34

15.37

-1.03

0.97

14.40

-0.06

-0.32

2013

5.91

6.60

-0.69

0.74

5.86

0.05

-0.03

2014

1.14

2.10

-0.96

0.47

1.63

-0.49

-0.13

2015

-7.21

-5.26

-1.95

0.44

-5.70

-1.51

-0.52

2016

14.75

16.65

-1.90

0.51

16.14

-1.39

-1.39

2017

6.49

6.81

-0.32

0.31

6.50

-0.01

-0.23

2018

-3.17

-2.57

-0.60

0.07

-2.64

-0.53

-0.45

2019

14.97

15.28

-0.31

0.05

15.23

-0.26

-0.42

2020

4.95

5.78

-0.82

0.09

5.69

-0.73

-1.30

Average

6.44

7.45

-1.01

0.52

6.93

-0.49

-0.49

Source: Bloomberg Finance, L.P., BlackRock, State Street Global Advisors, as of 12/31/2020.
The above net tracking difference figures are inclusive of gross expense ratios; of 0.40%* for JNK and 0.49% for HYG.
Performance quoted represents past performance, which is no guarantee of future results. Investment return and principal value will fluctuate, so you may
have a gain or loss when shares are sold. Current performance may be higher or lower than that quoted. All results are historical and assume the reinvestment
of dividends and capital gains. Visit ssga.com and other fund family website for most recent month-end performance.
The calculation method for value added returns may show rounding differences.
It is not possible to invest directly in an index. Index performance does not reflect charges and expenses associated with the fund or brokerage commissions
associated with buying and selling a fund. Index performance is not meant to represent that of any particular fund.

Beyond Broad
High Yield

The index-calculation differences also extend to other areas of the high yield market that ETFs
seek to track — specifically in the short-duration segment. The SPDR® Bloomberg Barclays
Short Term High Yield Bond ETF (SJNK), seeks to track the Bloomberg Barclays U.S. High Yield
350mn Cash Pay 0–5 Yr 2% Capped Index. SJNK’s benchmark adheres to common index
convention methodologies that Barclays uses, as described above.
One of SJNK’s competitors in this space, the iShares 0–5 Year High Yield Corporate Bond ETF
(SHYG), tracks the Markit iBoxx USD Liquid High Yield 0–5 Index. As is the case with HYG’s
index, SHYG’s index includes the two key factors mentioned above: namely, bonds in the index
come in at the offer side and, secondly, the return calculation includes a rebalancing cost factor
that accounts for certain transaction costs.
The pricing calculation change effective June 1, 2019 applies to all Bloomberg Barclays
High Yield Indices, including the U.S. High Yield 350mn Cash Pay 0–5 Yr 2% Capped Index
that underlies SJNK.
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Conclusion

Investors need to understand the construction methodology of the benchmarks within an asset
class and how slight differences can have a major impact on perceived investment performance.
As shown above, in certain asset classes such as US high yield, the treatment of transaction
costs can lead to vastly different performance measurements and potentially an incomplete
picture of how the fund is managed. Much like evaluating active managers where investors focus
on their investment process, index due diligence is critical to deciding the true efficiency of a
passive approach.

Figure 3
Standard Performance
Ticker

Name

YTD
(%)

1 Year
(%)

SPDR® Blmbg Barclays High Yield Bd ETF

3.66

JNK (MKT)

SPDR Blmbg Barclays High Yield Bd ETF

3.27

HYG (NAV)

iShares iBoxx $ High Yield Corp Bd ETF

HYG (MKT)

Annualized

Inception
Date

Gross
Expense
Ratio
(%)

3 Years
(%)

5 Years
(%)

10 Years
(%)

Since
Inception
(%)

9.84

5.84

5.49

6.09

5.53

11-28-2007

0.40

9.69

5.76

5.36

6.15

5.53

—

—

3.48

9.25

5.59

5.33

6.21

5.49

04-04-2007

0.49

iShares iBoxx $ High Yield Corp Bd ETF

2.95

8.92

5.46

5.16

6.23

5.44

—

—

SJNK (NAV)

SPDR Blmbg BarclaysST HY Bd ETF

4.78

10.89

5.24

5.40

—

4.58

03-14-2012

0.40

SJNK (MKT)

SPDR Blmbg BarclaysST HY Bd ETF

4.41

10.81

5.15

5.31

—

4.57

—

—

SHYG (NAV)

iShares 0–5 Year High Yield Corp Bd ETF

4.36

9.66

4.50

4.88

—

4.11

10-15-2013

0.30

SHYG (MKT)

iShares 0–5 Year High Yield Corp Bd ETF

3.89

9.27

4.38

4.78

—

4.10

—

—

JNK (NAV)

Source: ssga.com/etfs, ishares.com, as of 09/30/2021.
Performance quoted represents past performance, which is no guarantee of future results. Investment return and principal value will fluctuate, so you may
have a gain or loss when shares are sold. Current performance may be higher or lower than that quoted. Visit ssga.com and other fund family website for most
recent month-end performance. Performance returns for periods of less than one year are not annualized.
The market price used to calculate the Market Value return is the midpoint between the highest bid and the lowest offer on the exchange on which the shares of the Fund
are listed for trading, as of the time that the Fund’s NAV is calculated. If you trade your shares at another time, your return may differ.
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Information Classification: Limited Access
Glossary
The SPDR Bloomberg Barclays High Yield
Bond ETF (JNK) seeks to provide investment
results that, before fees and expenses, correspond
generally to the price and yield performance of the
Bloomberg Barclays High Yield Very Liquid Index.
The iShares iBoxx $ High Yield Corporate
Bond ETF (HYG) seeks to track the investment
results of an index composed of US dollardenominated, high yield corporate bonds. The
benchmark of the fund is Markit iBoxx USD
Liquid High Yield Index.
The funds presented herein have different
investment objectives, costs and
expenses. Each fund is managed by a different
investment firm, and the performance of each
fund will necessarily depend on the ability of
their respective managers to select portfolio
investments. These differences, among others,
may result in significant disparity in the funds’
portfolio assets and performance. For further
information on the funds, please review their
respective prospectuses.
State Street Global Advisors
One Iron Street, Boston MA 02210
T: +1 866 787 2257.
Important Risk Discussion
Investing involves risk including the risk of
loss of principal.

This material has been created for
informational purposes only and does not
constitute investment advice and it should
not be relied on as such. It does not take into
account any investor’s particular investment
objectives, strategies, tax status or investment
horizon. There is no representation or warranty
as to the current accuracy of, or liability for,
decisions made based on this material. All
material has been obtained from sources
believed to be reliable, but its accuracy is
not guaranteed.
The views expressed in this material are
the views of SPDR Americas Research and
are subject to change based on market and
other conditions. This document contains
certain statements that may be deemed
forward-looking statements. Please note
that any such statements are not guarantees of
any future performance and actual results or
developments may differ materially from
those projected.
State Street Global Advisors and its
affiliates have not taken into consideration
the circumstances of any particular
investor in producing this material and are
not making an investment
recommendation or acting in fiduciary
capacity in connection with the provision
of the information contained herein.
ETFs trade like stocks, are subject to
investment risk, fluctuate in market value and
may trade at prices above or below the ETFs’
net asset value. Brokerage commissions and
ETF expenses will reduce returns.
Passively managed funds invest by sampling
the index, holding a range of securities that,
in the aggregate, approximates the full Index

in terms of key risk factors and other
characteristics. This may cause the fund to
experience tracking differences relative to
performance of the index.
Investing in high yield fixed income
securities otherwise known as “junk bonds”
is considered speculative and involves greater
risk of loss of principal and interest than
investing in investment grade fixed income
securities. These lower-quality debt securities
involve greater risk of default or price change
due to potential changes in the credit quality of
the issuer.
Bonds generally present less short-term risk and
volatility than stocks, but contain interest rate risk
(as interest rates rise, bond prices usually fall);
issuer default risk; issuer credit risk; liquidity risk;
and inflation risk. These effects are usually
pronounced for longer-term securities. Any fixed
income security sold or redeemed prior to maturity
may be subject to a substantial gain or loss.
All the index performance results referred to
are provided exclusively for comparison purposes
only. It should not be assumed that they represent
the performance of any particular investment.

Dow Jones Trademark Holdings LLC (Dow Jones);
and these trademarks have been licensed for use
by S&P Dow Jones Indices LLC (SPDJI) and
sublicensed for certain purposes by State Street
Corporation. State Street Corporation’s financial
products are not sponsored, endorsed, sold or
promoted by SPDJI, Dow Jones, S&P, their
respective affiliates and third party licensors and
none of such parties make any representation
regarding the advisability of investing in such
product(s) nor do they have any liability in relation
thereto, including for any errors, omissions, or
interruptions of any index.
State Street Global Advisors Funds
Distributors, LLC, member FINRA, SIPC.

Before investing, consider the
funds’ investment objectives,
risks, charges and expenses. To
obtain a prospectus or summary
prospectus which contains
this and other information,
call 866.787.2257 or visit
ssga.com/etfs. Read it carefully.

Intellectual Property Information

Not FDIC Insured
No Bank Guarantee
May Lose Value

BLOOMBERG®, a trademark and service mark of
Bloomberg Finance L.P., and its affiliates, and
BARCLAYS®, a trademark and service mark of
Barclays Bank Plc, have each been licensed for
use in connection with the listing and trading of
the SPDR Bloomberg Barclays ETFs.

© 2021 State Street Corporation.
All Rights Reserved.
ID789754-2003077.19.1.AM.INST 1021
Exp. Date: 01/31/2022

Standard & Poor’s®, S&P® and SPDR® are
registered trademarks of Standard & Poor’s
Financial Services LLC, a division of S&P Global
(S&P); Dow Jones is a registered trademark of

Why Index Calculation Differences Matter Case Study of JNK and HYG

5

