
 
Credit Por�olio Trading 

The Sea Change in Credit Markets 
 

We believe credit markets are fundamentally changing in an important way. 
 
Growth in bond ETFs is echoing what was seen in the equity markets in the early 2000s. Thanks 
to the cost benefits and ability to efficiently customize exposures, BlackRock predicts bond ETFs 
growing from the current $1.8Tn to $5Tn by 2030. 
 
In the wake of bond ETF growth comes Credit Por�olio Trading (CPT) – transac�ons in which 
dozens or even hundreds of bonds can be offered in a single trade to one or several 
counterpar�es. Current GS es�mates peg the footprint of Credit Por�olio Trading at 30% of their 
flows while JPM believes the overall market is roughly 15% CPT1. X Cubed expects this to rise to 
closer to 50% for the market over the coming years and we believe CPT is the leading edge for 
how much of the credit market will trade. The recent entry of Citadel Securi�es into corporate 
bond market making underscores the growth of this phenomenon. 
 
We believe the most useful way to think about Credit Por�olio Trading is through the lens of 
equity-like macroeconomic or style factors. This image from a screen in GS’s Marquee system 
illustrates the breadth of factors available in IG: 
 

 
 
At X Cubed, we’ve been using a por�olio approach to credit for some �me. Earlier this year for a 
trade in our Credit RV sleeve we created a basket “by hand” of 10 regional banks that we were 
long versus broader S&P leverage and vola�lity. We believe the crea�on of the basket may have 
mi�gated single name default risk, isolated the factor/theme we had a world view on, and 
enabled efficient execu�on.  
 
Understanding and applying factors across asset classes has been central to X Cubed (and indeed 
Andy’s mul�-decade career) from the very beginning. 
 
What’s exci�ng to us now is that the structure of the credit market is increasingly mee�ng us in 
this por�olio and factor-based approach inves�ng in credit. This means that we now can:  
 

 
1 Es�mates based on conversa�ons with GS and JPM trading desks as of 11/28/23 



 
1) Mone�ze systema�c credit opportuni�es through diversifica�on that would have 

otherwise been prohibi�ve: We now execute one systema�c credit por�olio trade at the 
beginning of each week targe�ng our 15 to 20 best screen ideas, iden�fying the factors 
these create and thus the hedge strategy we will deploy. The efficiency of this execu�on 
versus the need previously to line up each single name and nego�ate with mul�ple trading 
desks allows us beter to focus on the most op�mized investment parameters. We can 
tailor the exact exposures we want in ways that would have been hard to do only 6 months 
ago. 
 

2) Use off-the-shelf baskets for very targeted exposures and hedging: Our systema�c capital 
structure engine analyzes approximately 50 standardized por�olios offered by the street 
every day to iden�fy opportuni�es for us as (a) Standalone Trades: We mine for a signal 
that a basket screens rich or cheap to index equity and vola�lity, typically and (b) Hedging 
Opportuni�es: Can we use a standard basket to hedge exposures created via our screen 
ideas? If we are delivered a concentra�on that derives significant short credit risk in a 
tenor in the curve (for example short front end) and/or an asset class (for example short 
industrials or financials) we search for an offse�ng standard factor mi�gant that signals. 
 

3) Realize price and liquidity improvement over single name trading: The CPTs we have 
executed in November created upfront transac�on costs of no more than 0.20%. We 
believe this has reduced our transac�on costs over trading single names by at least half. 
 

4) Lower Funding Costs: We typically execute CPTs as total return swaps and not cash 
trades. This has resulted in lower funding costs for us versus typical prime brokerage 
funding levels. 
 

Capitalizing on this sea change in credit markets has been the most significant effort inside our 
firm in the past year. We began this evolu�on with the advantage of a framework that lends itself 
to granular expressions of rela�ve value. We’ve also benefited from having GS as one of our 
primes (they are one of the dealers shaping CPT).  Nevertheless, in the last few months, we’ve 
had to op�mize our modeling to determine the right number of names to create a por�olio that 
gives us specific factor exposures while minimizing dilu�on of iden�fied edge from high 
convic�on single names. 
 
 
With por�olio trades executed as total return swaps, we’ve also had to re-configure counter party 
rela�onships. In addi�on to GS, we’ve ini�ated coverage with Citadel Securi�es and expanded 
rela�onships with Jane Street and JP Morgan – firms that are also shaping this fundamental shi� 
in credit trading. 
 
We’re excited to be in the vanguard of hedge funds in por�olio trading and we believe capitalizing 
on the benefits will have a profoundly posi�ve impact on our risk/return profile moving forward.  
 
We welcome your ques�ons and discussion on a topic that not only is important to our firm but 
also may likely have an impact on credit alloca�ons in your wider por�olio. 
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Disclaimer & Disclosure 
 
This document has been prepared by X Cubed Capital Management, LLC (X3) and is for informational purposes only. Under no circumstances 
should this document or any information herein be construed as investment advice, or as an offer to sell or the solicitation of an offer to buy any 
securities or other financial instruments. Furthermore, this document is not and shall not be construed as an advertisement, or an offer or 
solicitation for any investment advisory services, by X3 or any of its affiliates. 
Model outputs provided in this document are hypothetical and produced by a model following what is believed to be a materially similar 
strategy as will be utilized by X3. Hypothetical performance results have many inherent limitations. No representation is made that any pool will 
or is likely to achieve a performance record similar to that shown. In fact, there are frequently sharp differences between a hypothetical 
performance record and the actual record subsequently achieved. One of the limitations of a hypothetical performance record is that decisions 
relating to the allocation of assets are made with the benefit of hindsight. Therefore, hypothetical performance records invariably show positive 
rates of return.  Many of the statements included herein are based on anticipated future operations, which are subject to change. To the extent 
there is any inconsistency between this document and a fund’s governing documents, such documents shall control. Additionally, information 
regarding the risk management and investment process with respect to portfolio investments is meant to be indicative of the general process 
that X3 intends to follow and is not meant to be construed as a description of the process followed with respect to every portfolio investment. 
 
ANY DISUSSION OF PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS. There is no guarantee that any fund managed 
by X3 will achieve its investment objective. X3 makes no representation or warranty, express or implied, regarding future performance or events. 
Any statements regarding future events constitute only the subjective views or beliefs of X3. Words like “believe,” “expect,” “anticipate,” 
“promise,” “plan,” and other expressions or words of similar meanings, as well as future or conditional verbs such as “will,” “would,” “should,” 
“could,” or “may” are generally intended to identify forward-looking statements.  Certain assumptions have been made in the course of 
preparing this document, and X3 makes no 
representations or warranties  that these assumptions are accurate. Any changes to assumptions made in the preparation of this document 
could have a material impact on the information presented.  In certain circumstances, this document may employ data derived from third-party 
sources. No representation is made as to the accuracy of such information and the use of such information in no way implies an endorsement of 
the source of such information or its validity. All information is provided as of the date of this document, and X3 undertakes no obligation to 
update the information herein.  This document is being provided to you on a confidential basis and has been prepared solely to assist you in 
deciding whether or not to proceed with further due diligence on a potential investment. Accordingly, this document may not be reproduced in 
whole or in part and may not be delivered to any person without the consent of X3. 


