
This document is not intended to, and does not relate specifically to any investment strategy or product that AQR offers. It is being provided merely to provide a framework to assist
in the implementation of an investor’s own analysis and an investor’s own view on the topic discussed herein.
This document has been provided to you solely for information purposes and does not constitute an offer or solicitation of an offer or any advice or recommendation to purchase
any securities or other financial instruments and may not be construed as such. The factual information set forth herein has been obtained or derived from sources believed by the
author and AQR Capital Management, LLC (“AQR”) to be reliable but it is not necessarily all-inclusive and is not guaranteed as to its accuracy and is not to be regarded as a
representation or warranty, express or implied, as to the information’s accuracy or completeness, nor should the attached information serve as the basis of any investment decision.
This document is not to be reproduced or redistributed to any other person. The information set forth herein has been provided to you as secondary information and should not be
the primary source for any investment or allocation decision. Past performance is not a guarantee of future performance. Diversification does not eliminate the risk of experiencing
investment losses. 

This material is not research and should not be treated as research. This paper does not represent valuation judgments with respect to any financial instrument, issuer, security or
sector that may be described or referenced herein and does not represent a formal or official view of AQR. The views expressed reflect the current views as of the date hereof
and neither the author nor AQR undertakes to advise you of any changes in the views expressed herein. 

The information contained herein is only as current as of the date indicated, and may be superseded by subsequent market events or for other reasons. Charts and graphs provided
herein are for illustrative purposes only. The information in this presentation has been developed internally and/or obtained from sources believed to be reliable; however, neither
AQR nor the author guarantees the accuracy, adequacy or completeness of such information. Nothing contained herein constitutes investment, legal, tax or other advice nor is it to
be relied on in making an investment or other decision. There can be no assurance that an investment strategy will be successful. Historic market trends are not reliable indicators of
actual future market behavior or future performance of any particular investment which may differ materially, and should not be relied upon as such. Diversification does not

Corporate Bond Specialness
February 1, 2007


F I X E D  I N C O M E

NBER Working Paper

The U.S. bond market is a well-understood source of corporate financing, but academic research of its cash and lending markets has been
limited by their OTC structure and lack of transparency. Using a unique dataset of corporate bond-lending transactions arranged by one of
the world’s largest custodians, we shed light on the drivers of shorting activity, shorting costs and the economic implications.

We find that 3% of the corporate bonds in our sample are on loan, implying that corporate bond lending and shorting is almost as
prevalent as equity shorting. Corporate bond lending fees are substantial and tend to be largest for risky low-rated bonds — especially
around the time of downgrade — as well as for small issues, old bonds and bonds where a smaller fraction is held by the largest custodian
(i.e., likely harder to locate).

Interestingly, we find that a company’s equity specialness — a measure of the cost of borrowing a security in order to short sell it — is
positively related to the specialness of the same company’s bonds. This may indicate that short-selling investors view the company’s stock
and bonds both as being overvalued at the same time.

Finally, we present evidence that corporate bonds that have high shorting costs are likely to be overpriced relative to the CDS contract on
the issuer. Said differently, bonds with a higher specialness have a more positive bond-CDS basis. Surprisingly, equity specialness is also
significantly related to corporate bond over-valuation relative to the CDS, even after controlling for corporate bond specialness.
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eliminate the risk of experiencing investment losses.
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by subsequent market events or for other reasons. 
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