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INDEX METHODOLOGY 
 

The Bloomberg European Banks Funding Margin Index 
(BXEBFM) is designed to measure the performance of 
European bonds priced in EUR that reflect the funding 
levels of the 6-month daily average asset swap spread of 
high-quality European banks in select Eurozone countries. 
Bonds are selected from the Bloomberg EUR Investment 
Grade European Corporate Bond Index. 
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The index family uses these guidelines: independence, transparency and representativeness. 
 

Independence – Independence is the bedrock of Bloomberg’s 
bond index family. In contrast to other index families where 
selection and pricing are done by a single dealer or where 
a single dealer uses a small number of contributors to arrive 
at a composite price, each Bloomberg index is independently 
selected and priced. Index constituents are priced by BVAL, 
Bloomberg’s securities valuation service, which draws on market 
data sourced by more than 4,000 market participants. 

 

Transparency – All criteria for index construction are publicly 
available, including the criteria for index membership, the 
rebalancing frequency and all data required for the computation 
of index returns and statistics. Index constituents and weights 
are available, without the restrictions often imposed by single- 
dealer providers and at no additional cost via the Bloomberg 
Professional®  service. 

 

Representativeness – Investors use indices to measure the 
performance and risk profile of a market. If that market includes 
illiquid securities or securities with limited data, a balance 
must be struck between investability and completeness when 
determining index membership. Bloomberg indices have been 
designed to include bonds with sufficient liquidity, reliable pricing 
and complete and easily monitored terms and conditions. 

 
 

TABLE 1: BLOOMBERG GLOBAL INVESTMENT GRADE CORPORATE BOND INDEX 
 

Global Investment Grade Corporate Bond Index (BCOR) 
 

U.S.  Bloomberg EUR Investment Grade Corporate Bond Index (BERC) AUD CAD JPY 
 
 

Commun- 
ications 

Consumer 
Disc. 

Consumer 
Staples 

 

Energy 
 

Financials 
 

Health Care 
 

Industrials 
 

Materials 
 

Tech 
 

Utilities 

 
Banking 

 
Bloomberg European Banks 

Funding Margin Index (BXEBFM) 



INDEX METHODOLOGY // 3
 

 

METHODOLOGY OVERVIEW 
Daily Index Calculation 
Bloomberg index returns and statistics are calculated every 
weekday, regardless of local holidays. Adhering to the 
principle of incorporating the most accurate and recent data 
available, when a local holiday precludes employing same-day 
pricing, then the index uses the previous day’s pricing but 
maintains same-day settlement. 

 

Treatment of Cash 
Cash generated from constituent bonds’ coupons, pay 
downs or calls is assumed to be reinvested in the index 
portfolio upon receipt. 

 

Settlement 
All bonds are assumed to have settled for cash regardless of 
individual settlement conventions. That is, the settlement date 
is the same as trade date (same day settlement) for purposes 
of calculating accrued interest and market capitalization. 

 

Rebalancing 
All indices are rebalanced monthly unless otherwise noted. 
The actual day for the rebalancing is universal for all indices 
regardless of geographic region and is governed by the U.S. 
holiday schedule. The rebalancing day is the last calendar day 
of the month unless a weekend or U.S. holiday. The returns 
and statistics reported for any given month reflect those 
values from, and on, actual rebalancing dates as opposed to 
calendar dates. 

 

For example: The last calendar day of August 2003 was a 
Sunday, making Friday the 29th the last non-holiday business 
day and, therefore, the rebalancing day. Statistics reported for 
August 2003 would be as of August 29, 2003, not August 31, 
2003. Similarly, returns would reflect performance from July 
31, 2003 to August 29, 2003. 

 

Lockout Date – The “lockout” date is two business days 
before the rebalancing date. Bonds issued after the lockout 
date are not considered for inclusion in the index. Similarly, 
other criteria normally taken into account are not taken into 
consideration. For example, an issue losing its investment- 
grade status subsequent to the lockout date would remain in 
investment-grade indices until the following month’s rebalancing. 

 

 
Ratings 
Multiple rating agencies provide credit opinions on individual 
bonds and bond issuers. Bloomberg indices employ a 
composite of four ratings agencies—DBRS, Fitch, Moody’s and 
Standard & Poor’s. See the Ratings section for more details. 
 

Sector Classification 
Bloomberg’s indices use the Bloomberg Industry 
Classification System for Fixed Income (BICS FI <GO>). 
This is a hierarchical system that classifies fixed income 
security issuers. See the Sector Classification section for 
more details. 
 

Exclusions 
The following bond types are excluded: 
 

•    Convertible 

•    Perpetuals 

•    Bonds with non-fixed coupon (except Greece since 
March 2012) 

•    Inflation-linked bonds 

•    Survivor puts 
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ELIGIBILITY OF SECURITIES 
To be eligible for inclusion in the index, bonds must meet all of the following criteria on the rebalancing date: 

 

Sector/Industry Group 
The Industry Group is Banking; it uses Bloomberg Industry 
Classification (BICS) level 2. 

 

Weighting 
The most liquid bond of each issuer that meets criteria 
described in the Eligibility of Securities section will be given 
membership, where amount outstanding is the primary criteria 
for liquidity. The index constituents are given equal weighting. 
For example, bonds A and B from European Bank One and 
bonds C and D from European Bank Two meet the criteria. 
Only a single bond from European Bank One and a bond 
from European Bank Two are chosen; those bonds are then 
weighted equally in the index calculations. More details are 
available in the filtering section. 

 

Currency 
Currency refers to the denomination of the bond’s principal 
and coupon payments—irrespective of the origin of the 
issuer. Bonds included in the index must be denominated in 
EUR. Bonds where the principal currency differs from the 
coupon currency are not eligible for inclusion. 

 

Amount Outstanding 
Amount outstanding is the current total principal of a bond. 
Individual bonds in the index have a minimum amount 
outstanding of €500 million. 

 

Maturity 
Maturity is the stated final maturity of a security, regardless of 
option clauses that may result in the investor receiving 
principal back via call or put. The minimum maturity of a bond 
to be included is 4 years at time of rebalancing, the maximum 
maturity is 10 years. 

 

Coupon Type 
Coupon type describes the type of interest to be paid to 
investors. These can include, but are not limited to: fixed, 
floating, fixed-to-floating and step-coupon. Index constituents 
must have a coupon with a fixed-rate coupon. 

 

Maturity/Refund Type 
Maturity/Refund Type refers to the bond’s structure or 
schedule of principal pay down. Examples include: bullet, 
callable, putable, sinkable, at-maturity and perpetual. 
Perpetual bonds have no maturity date and are excluded from 
the index. Bonds need to have a bullet maturity to be included 
in the Bloomberg European Banks Funding Margin Index. 

 

Rating/Quality 
A bond must have a Bloomberg Index Rating from A- to AA- 
to be included in the index. To derive the index rating, 
Bloomberg employs a composite of four ratings agencies— 
DBRS, Fitch, Moody’s and Standard & Poor’s. More details 
are available in the ratings section. 

 

Collateral Type 
Bonds must be senior unsecured to be index eligible. 

 

Country of Risk 
Index-eligible bonds must have a country-of-risk criterion of 
EU countries rated by Moody’s A1 or better plus Sweden, 
Norway, Denmark and Switzerland.  This list includes: 
Austria, Belgium, Denmark, Finland, France, Germany, 
Luxembourg, Netherlands, Norway, Sweden, Switzerland and 
United Kingdom. Countries are reviewed at least once a year. 
 

Market Type 
Market type must be Domestic, Domestic MTN, Euro MTN, 
Euro Non-Dollar, Global or Eurozone. 
 

Inception Date 
Daily history is available for the index starting on January 1, 2010. 
 

Filtering 
After an eligible list of bonds has met the criteria, a filtering 
technique is employed to determine the most liquid bond 
and adjust (if needed) the index-weighted average maturity 
to 5-to-7 years. 
 

1) If issuer has only 1 bond for selection, remove if amount 
outstanding is less than €1 billion. 

 

2) For each unique issuer, select largest issue via amount 
outstanding with a BVAL price on rebalancing date. 

 

3) When 2 issues share the same largest amount outstanding, 
select the one with maturity closest to 6 years. 

 

4) If same 2 issues share a common maturity, select the one 
with the lowest ASW value. 

 

From the index membership selected in steps 1 to 4, adjust 
membership so that the equal-weighted average maturity is 
5-to-7 years. 
 

If necessary to adjust a too long (or too short) maturity: 

A) Identify issuer with the longest (shortest) maturity bond. 

B) Switch current bond with bond of same issuer with the 
shortest (longest) maturity, but if the total number of 
securities selected in steps 1 to 4 is 10 or fewer, switch 
current bond with bond of the same issuer with the next- 
longest (shortest) maturity. 

C) Repeat until average maturity is between 5 and 7 years. 

D) If no more bonds are available to be replaced, remove 
longest (shortest) constituent until within 5-to-7 years 

 

Asset Swap Spread 
The asset swap spread (ASW) of the bond is the key metric 
for this index. It is the difference between the bond’s implied 
value and its market price expressed in the number of basis 
points over the bond receiver leg of the underlying swap. It is 
widely used by financial professionals as a measure of credit 
risk and/or funding levels. 
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An asset swap changes the cash flows of a bond, usually 
transforming a fixed rate bond into a floating rate coupon. This 
transformation allows an investor to hedge interest-rate risk on 
a bond and still profit from the credit risk. To accomplish this, 
an institutional investor will typically approach a highly- rated 
counterparty, paying fixed coupons on a swap rate with a 
similar maturity to the underlying bond and receive floating 
coupons (usually 3 month Euribor). 

 

Example*: 

•  Issuer: ING Bank NV 

•  Currency: EUR 

•  Maturity: February 27, 2018 

•  Coupon: 1.875% Annually 

•  Dirty Price: 101.20 

•  Clean Price:  100.70 

•  Yield: 1.72 
 

To buy this bond, the investor would pay 101.20% of par 
value. The investor would receive the fixed coupons of 
1.875% of par value. Let’s assume the swap rate is 1.04% . 

 

The asset swap spread on this bond has the following 
components: 

 

1) The value of the excess value of the fixed coupons 
over the market swap rate is paid to the investor. Using 
Bloomberg’s asset swap calculator pricing screen ASW 
<GO> for the bond gets a value of .82% when spread 
into payments over the life of the asset swap. 

2) The difference between the bond’s price and par value 
is another factor in the pricing of the asset swap. For this 
example, the premium over par, which is expressed in 
present value terms, should be spread over the term of 
the swap and treated as a payment by the investor to the 
bank (and vice versa if the price was a discount to par). 
In this example, let’s assume that this results in a payment 
from the investor to the bank of approximately .21% when 
spread over the term of the swap. 

 

The two elements above result in a net spread of .82% - 
.21% = .61% . Thus, the asset swap would be quoted as 
Euribor + .61% . 
 

To determine the ASW of the bond, the calculation engine 
uses BVAL bid prices and the corresponding API fields 
(asset_swap_spd_bid, oas_curve_dt, and settle_dt) to 
generate an ASW for a particular date and historically. 
 

To ensure consistent results, settings on SWDF 2) for the 
EUR swap settings should be consistent. The pricing source 
should be 8 and the curve should be EUR Bloomberg Curve 
along with 2- Smooth Forward/Piecewise quadratic as the 
interpolation method. 

 

 
 
 

PRICING OF INDEX CONSTITUENTS 
Independent and transparent pricing is the key difference of Bloomberg’s  index family versus other index families, which rely on 
single-dealer pricing or composite pricing across a small number of dealers. Prices of index constituent bonds in Bloomberg’s 
indices are gathered from BVAL, Bloomberg’s securities valuation services. BVAL provides credible, transparent and defensible 
valuations across a broad spectrum of financial instruments, including fixed income, derivatives and structured notes. 

 

These prices are completely independent, drawing on market data contributed by more than 4,000 market participants. This 
broad global dataset of market observations is combined with market-leading analytics and Bloomberg’s terms and conditions 
databases to produce objective third-party pricing with deep transparency for how the prices are derived. 

 

Prices are assigned to bonds with the BVAL snapshot in closest proximity to the markets’ close. All prices are assigned on 
the bid side regardless of whether the bond is new to or is leaving an index. 

 

An important feature of BVAL as it relates to indexing is the BVAL Score, which measures the relative strength of the quantity 
and quality of market inputs used to produce BVAL prices. These scores are used by regulators, auditors and repo desks and 
can potentially be used as index criteria for customized solutions. For example, using BVAL Scores as a screen in constituent 
selection rules could potentially improve tradability for enhanced or dynamic indices. 

 

 
 
 
 
 
 

*Example from YieldCurve.com 
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NUMERIC INDEX 
RATING 

MOODY’S S&P FITCH DBRS 

1 AAA Aaa AAA AAA AA 

2 AA+ Aa1 AA+ AA+ AA high 

3 AA Aa2 AA AA AA 

4 AA- Aa3 AA- AA- AA low 

5 A+ A1 A+ A+ A high 

6 A A2 A A A 

7 A- A3 A- A- A low 

8 BBB+ Baa1 BBB+ BBB+ BBB high 

9 BBB Baa2 BBB BBB BBB 

10 BBB- Baa3 BBB- BBB- BBB low 

11 BB+ Ba1 BB+ BB+ BB high 

12 BB Ba2 BB BB BB 

13 BB- Ba3 BB- BB- BB low 

14 B+ B1 B+ B+ B high 

15 B B2 B B B 

16 B- B3 B- B- B low 

17 CCC+ Caa1 CCC+ CCC+ CCC high

18 CCC Caa2 CCC CCC CCC 

19 CCC- Caa3 CCC- CCC- CCC low 

20 CC Ca CC CC CC 

21 C C C C C 

22 D D      

INDEX METHODOLOGY 
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METHOD DESCRIPTION MAXIMUM 
SCORE 

Direct Observations Direct market observations sourced from permissioned contributions, 
the Bloomberg Trading System and TRACE, MSRB, etc. 

10 

Historical Tracking For securities with no direct market observations, observed market 
data for comparable securities is used. 

7 

Observed Comps If neither of the above approaches is possible, generally accepted 
algorithms such as reference curves are used. 

5 

 

 

Historical prices in the index series for times that predate BVAL use two Bloomberg pricing sources developed earlier, BGN 
and BFV. Bloomberg Generic Price (BGN) is a market-reflective price for corporate and government bonds calculated by 
using prices contributed to Bloomberg and any other information that Bloomberg considers relevant. Bloomberg Fair Value 
(BFV) establishes a bond’s theoretical value based on where similar bonds, as defined by credit quality and market sector, 
have traded. This value is not based on market price, but it does incorporate OAS methodology in deriving the theoretical 
value. BGN is given higher priority than BFV in historical index pricing. 

 
 
 
 
 
 

RATINGS 
Bloomberg Indices employ a composite of four ratings agencies—DBRS, Fitch, Moody’s and Standard & Poor’s. Issue, or 
bond-level, ratings are used except for sovereigns. For sovereigns, the index uses the issuer’s long-term local or long-term 
foreign currency rating. 

 

Algorithm 
The algorithm used to derive index ratings gives all four 
agencies equal weight. Each rating gradation is assigned a 
numeric value as seen to the left. The algorithm generates an 
integer from which a corresponding index rating is assigned. 
Consideration is given to the circumstance of having 1, 2, 3 
or 4 ratings available in the following fashion, after a ranking 
of highest to lowest: 

 

Number Of Ratings Available/ Index Rating Assignment 
1. Assign that rating 
2. Assign the lower rating 
3. Assign the middle rating 
4. Assign the lower rating of the middle two 

 

Timing of Rating Assignment 
The Bloomberg Index Rating is updated immediately upon a 
ratings change from any of the four agencies and is reflected 
in subsequent index-level reporting. For the purpose of index 
assignment, the rating on the “lockout” date (two business days 
prior to rebalancing) is utilized. A change in the Index Rating 
does not affect its index membership until the next rebalancing. 

 

Index-Level Rating Calculation 
The algorithm for individual bonds results in an integer and is 
reported as the corresponding Bloomberg Index Rating; the 
average rating of an index will not always result in an integer. 
In these circumstances, the reported rating will be that rating 
corresponding to the nearest integer. 
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SECTOR (LEVEL 1) INDUSTRY GROUP (LEVEL 2) 

 
Health Care 

Health Care Facilities & Services 

Managed Care 

Medical Equipment & Devices 

Pharmaceuticals 

 
 
 
 
 
Industrials 

Aerospace & Defense 

Electrical Equipment 

Industrial Other 

Machinery 

Manufactured Goods 

Railroad 

Transportation & Logistics 

Waste & Environment Services 
Equipment & Facilities 

 
 
Materials 

Chemicals 

Construction Materials 

Construction & Packaging 

Forest & Paper Products 

Metals & Mining 

 
Technology 

Communications Equipment 

Hardware 

Software & Services 

Utilities Utilities 

 
 
 
Government 

Sovereign 

Government Agency 

Government Regional/Local 

Supranational 

Development Bank 

Winding Up Agency 

////////////////////////////////////////////////////////////////////////////////////////////////////////////////////////////////////// 
 

 

TABLE 3: BICS CLASSIFICATION HIERARCHY 
 

SECTOR (LEVEL 1) INDUSTRY GROUP (LEVEL 2) 
 
 
 
Communications 

Cable & Satellite 

Entertainment 

Media Non-Cable 

Wireless Telecom Services 

Wireline Telecom Services 
 
 
 
 
 
 
 
 
 
Consumer 
Discretionary 

Airlines 

Apparel & Textile Products 

Automotive 

Casinos & Gaming 

Consumer Services 

Distributors 

Educational Services 

Entertainment Resources 

Home & Office Products 

Home Builders 

Home Improvements 

Leisure Products 

Restaurants 

Travel & Lodging 
 
 
Consumer 
Staples 

Consumer Products 

Food & Beverage 

Retail Staples Supermarkets 

Tobacco 
 
 
 
 
Energy 

Exploration & Production 

Integrated Oils 

Oil & Gas Services 

Pipeline 

Refining & Marketing 

Renewable Energy 
 

 
 
 
 
Financials 

Banking 

Commercial Finance 

Consumer Finance 

Financial Services 

Life Insurance 

Property & Casualty 

Real Estate 
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SECTOR CLASSIFICATION 
BICS FI classifies companies by tracking their primary business as measured first by source of revenue and second by 
operating income, assets and market perception. Members of groupings should exhibit similar behavior in market cycles and 
companies in a grouping should be correlated. Issuing subsidiaries are classified by their principal business. Special Purpose 
Vehicles (SPVs) are classified by their parent company’s industry. 

 

“Sector” is the broadest classification and represents general business activities. Each Sector is further broken down into 
“Industry Groups,” which are classified by more narrowly defined business activities. BICS FI contains 11 Sectors (Level 
1) and 65 Industry Groups (Level 2). Issuers are assigned to a particular Industry Group based on their principal business 
activity. An Industry Group can only be a member of one Sector. The Industry Group criterion for the Bloomberg European 
Banks Funding Margin Index is Banking (within the Financials Sector). 

 

The full list of Sectors and Industry Groups is in Table 3. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

For additional information and licensing opportunities, please contact: 
info@bloombergindexes.com or call +1 212 617 5020 

 

bloombergindices.com 
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BLOOMBERG and the Bloomberg European Banks Funding Margin Index are trademarks or service marks of Bloomberg Finance L.P. Bloomberg Finance L.P. and its affiliates (collectively, “Bloomberg”) or Bloomberg’s licensors own 
all proprietary right in the Bloomberg European Banks Funding Margin Index. Bloomberg does not guarantee the timeliness, accuracy or completeness of any data or information relating to the Bloomberg European Banks Funding Margin 
Index. Bloomberg makes no warranty, express or implied, as to the Bloomberg European Banks Funding Margin Index or any data or values relating thereto or results to be obtained therefrom, and expressly disclaims all warranties of 
merchantability and fitness for a particular purpose with respect thereto. It is not possible to invest directly in an index. Back-tested performance is not actual performance. To the maximum extent allowed by law, Bloomberg, its licensors, 
and its and their respective employees, contractors, agents, suppliers and vendors shall have no liability or responsibility whatsoever for any injury or damages – whether direct, indirect, consequential, incidental, punitive or otherwise 
- arising in connection with the Bloomberg European Banks Funding Margin Index or any data or values relating thereto – whether arising from their negligence or otherwise. Nothing in the Bloomberg European Banks Funding Margin 
Index shall constitute or be construed as an offering of financial instruments or as investment advice or investment recommendations (i.e., recommendations as to whether or not to “buy”, “sell”, “hold”, or to enter or not to enter into any 
other transaction involving any specific interest or interests) by Bloomberg or its affiliates or a recommendation as to an investment or other strategy by Bloomberg or its affiliates. Data and other information available via the Bloomberg 
European Banks Funding Margin Index should not be considered as information sufficient upon which to base an investment decision. All information provided by the Bloomberg European Banks Funding Margin Index is impersonal and 
not tailored to the needs of any person, entity or group of persons. Bloomberg and its affiliates do not express an opinion on the future or expected value of any security or other interest and do not explicitly or implicitly recommend or 
suggest an investment strategy of any kind. 

 
The data included in these materials are for illustrative purposes only. ©2013 Bloomberg Finance L.P. All rights reserved. 54461177 DIG 1113 


