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Article Fed now purchasing corporate bonds 
The Federal Reserve will begin purchasing individual corporate bonds 
under the secondary market corporate credit facility. We think this is a 
positive for USD credit 
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So far, the secondary market corporate credit facility (SMCCF), one of several emergency 

facilities recently launched by the Federal Reserve to improve market functioning in the wake of 

the coronavirus pandemic has only been purchasing exchange-traded funds (ETFs), where they 

have utilised roughly US$5.5bn of the US$250bn currently available for the programme. 

The SMCCF will initially compile a portfolio of USD corporate bonds that tracks a broad market 

index and the index will be recalculated every 4-5 weeks, with constant updating of the eligible list 

of bonds. As it stands, the facility will be active until 30 September this year, unless of course, the 

board decides to extend the programme. 

This is positive for US investment-grade corporates that have eligible debt for purchasing. An 

issuer must have significant operations in the US and have the majority of its employees US-

based to be eligible. This makes it unlikely any European corporates can find a work around to 

become eligible. The maximum amount the facility will purchase of an eligible issuer is 10% of 

the total outstanding bonds of said issuer. Additionally, the maximum amount the facility, 

combined with PMCCF, will purchase of an eligible issuer is 1.5% of the total combined size of 

SMCCF and PMCCF. Furthermore, the index will be under the basis of sector weights, which the 

Fed’s purchases will track closely. 
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The Fed identifies 12 sectors: 
 

• Basic industry 

• Capital goods 

• Communications 

• Consumer cyclical 

• Consumer non-cyclical 

• Energy 

• Insurance 

• Non-bank/Insurance financials 

• Real estate investment trusts 

• Technology 

• Transportation 

• Utilities 
 

The Fed is limited to a remaining maturity of five years or less. With the support limited to the 

short end, we will continue to see consistent steepening on USD credit curves. 

This may amplify the recent trend we have seen in USD/EUR corporate credit spread differential. 

As seen in the below figure, the long end of the USD curve is significantly wider than the long end 

of the Euro curve, this is due to the ECB purchasing across all maturities. The higher USD over EUR 

differential in the long end may offer an attraction for US corporates to issue in Euro (reverse 

yankee issue). 

EUR USD spread differential 
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Depending on how the corporate credit curves in both EUR and USD develop (in addition to 

cross-currency basis swaps), we may even see a scenario whereby it could be attractive for 

Euro corporates to issue short tenor USD bonds and USD corporates to issue long tenor EUR 

bonds. 

All in all, we consider the Fed purchasing under the secondary market corporate credit 

facility as a positive. 
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Disclaimer 

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank 

N.V. ("ING") solely for information purposes without regard to any particular user's investment 

objectives, financial situation, or means. ING forms part of ING Group (being for this purpose ING 

Group NV and its subsidiary and affiliated companies). The information in the publication is not an 

investment recommendation and it is not investment, legal or tax advice or an offer or solicitation 

to purchase or sell any financial instrument. Reasonable care has been taken to ensure that this 

publication is not untrue or misleading when published, but ING does not represent that it is 

accurate or complete. ING does not accept any liability for any direct, indirect or consequential 

loss arising from any use of this publication. Unless otherwise stated, any views, forecasts, or 

estimates are solely those of the author(s), as of the date of the publication and are subject to 

change without notice. The distribution of this publication may be restricted by law or regulation 

in different jurisdictions and persons into whose possession this publication comes should inform 

themselves about, and observe, such restrictions. Copyright and database rights protection exists 

in this report and it may not be reproduced, distributed or published by any person for any 

purpose without the prior express consent of ING. All rights are reserved. The producing legal 

entity ING Bank N.V. is authorised by the Dutch Central Bank and supervised by the European 

Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial 

Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 

Amsterdam). In the United Kingdom this information is approved and/or communicated by ING 

Bank N.V., London Branch. ING Bank N.V., London Branch is subject to limited regulation by the 

Financial Conduct Authority (FCA). ING Bank N.V., London branch is registered in England 

(Registration number BR000341) at 8-10 Moorgate, London EC2 6DA. For US Investors: Any person 

wishing to discuss this report or effect transactions in any security discussed herein should 

contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of 

ING, and which has accepted responsibility for the distribution of this report in the United States 

under applicable requirements. 
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