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FRIDAY, APRIL 10, 2020 

• Fed launches $2.3 trillion funding program (link)  

• Eurogroup package underwhelms (link) 

• Japan’s short-term funding rates higher amid increased demand for cash (link)  

• China’s bank lending surged in March (link)  

• Thailand looks to issue a record amount of debt to support the economy (link) 

• Latin America’s downgrade trend continued (link) 
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Fed’s stimulus sends credit markets higher ahead of long weekend 

The Federal Reserve’s announced series of programs yesterday gave an additional boost to risk 

appetite yesterday. The primary beneficiary was debt markets, especially high yield after secondary 

market support was extended to issuers who previously were investment grade as late as March 22, but 

were since downgraded amid the recent rout.  Additionally, the program allows the purchase of some high 

yield ETFs while the majority will be investment grade. High yield bond spreads fell sharply on the day. The 

rally even extended to high yield energy debt, even as oil prices took a step backwards after OPEC+ failed 

to reach an agreement, reportedly due largely to the reluctance of Mexico to agree to the proposed deal. 

Yesterday, the Eurogroup announced a package of up to €540bn, but analysts have been largely 

underwhelmed by the package. While most markets are closed today for Good Friday, those that have 

traded today are mostly higher. EM currencies that have traded overnight are all stronger with the exception 

of the Turkish lira.   

 
  

http://www.cvent.com/api/email/dispatch/v1/click/7m5gjzlpkltd4g/kr5j7w4y/aHR0cHMlM0ElMkYlMkZ3d3cuaW1mY29ubmVjdC5vcmclMkZjb250ZW50JTJGaW1mJTJGZW4lMkZnbW0lMkZhcmNoaXZlLmh0bWwmU1U2YyUyRkpWNXpnWSUyQjdGYmdRWTZpSDBrVERJSXlOS2FSZGhVYWVFcXlwYTAlM0Qmb25saW5lK2FyY2hpdmU
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United States          back to top 

The Fed announced enhanced measures that could provide as much as $2.3 tn of funding to support 

the economy. “We will continue to use these powers forcefully, pro-actively, and aggressively until we are 

confident that we are solidly on the road to recovery,” Fed Chair Powell said in a speech at the Brookings 

Institution. The Fed’s potential purchases of junk bonds and lower rated municipal debt as well as a broad 

spectrum of other lending sparked debate about whether this raises moral hazard issues and whether the 

Fed should be picking winners and losers. Chair Powell noted that many of these measures “rely on 

emergency lending powers that are available only in very unusual circumstances” and he stressed that 

“these are lending powers, not spending powers. The Fed is not authorized to grant money to particular 

beneficiaries.” 

 

ENHANCED FED INTITIATIVES ANNOUNCED ON FEBRUARY 9, 2020 

   

Paycheck Protection Program 

Lending Facility 

The Fed will provide term funding 

backed by PPP loans to small 

businesses 

100% guaranteed by the Small 

Business Administration. 

Main Street New Loan Facility Loans to businesses with up to 

10K employees or $2.5 bn in 

2019 annual revenues, loans 

from $1 m-$150 m. 

Up to $600 bn with $75 bn of 

equity from Treasury funded by 

the CARES act 

 

Eligible banks to provide loans to 

businesses, retaining 5% and 

sell 95% to the Fed Loans will be 

made by banks, retaining 5% and 

selling 95% to the Fed. 

Main Street Expanded Loan 

Facility  

Loans to businesses with the 

same terms as above but with 

larger loan sizes. 

Eligible banks to provide loans to 

businesses, retaining 5% and 

sell 95% to the Fed 

Primary and Secondary Market 

Corporate Credit Facilities and 

Term Asset-Backed Securities 

Loan Facility (TALF)  

Fed will provide funds to these 

facilities 

Up to $850 bn with $85 bn in 

credit protection from Treasury.  

 

TALF will be extended to all AAA-

rated CLOs and CMBS 

Municipal Liquidity Facility Fed will lend to state and local 

governments 

$500 bn with $35 bn of credit 

protection from Treasury 

 

This morning, US CPI numbers were reported weaker than expected across the board. Headline came 

in lower than expected at -0.4% versus the consensus forecast of -0.3%. Core CPI (ex-food and energy) 

also printed lower than expected at -0.1% versus the 0.1% consensus. The annualized numbers were 1.5% 

(vs. 1.6%) and 2.1% (vs. 2.3%). 

US markets rallied on the news and junk bond spreads were among the biggest beneficiaries.  

Treasuries also rallied across the curve. However, energy stocks underperformed on bad news from the oil 

talks. In other news, the University of Michigan consumer sentiment index saw its largest ever monthly 

decline, coming in well below expectations at 71 versus the consensus forecast of 75. The previous print 

was 89.1. The Fed also announced that it would reduce purchases of Treasuries to $30 bn per day, even 

as its balance sheet crossed the $6 tn mark. 

 

https://www.federalreserve.gov/newsevents/pressreleases/monetary20200409a.htm
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Rating agency downgrades are already at the highest levels since the global financial crisis, with 

most of the actions coming in late February and March. Analysts expect total downgrades in 2020 to 

dwarf the levels seen in the last crisis. This has highlighted the fallen angel problem of formerly investment 

grade companies downgraded to junk status. Bloomberg reports that March saw a record $92.8 bn of fallen 

angels entering the high yield bond market. The Fed’s latest measures include a move to buy junk bonds 

rated as low as BB- provided they were rated at least BBB- on March 22. Analysts have pointed out that 

this creates winners and losers such as Ford and Occidental Petroleum, which account for $70 bn of the 

March fallen angel volume. Ford is eligible for Fed bond purchases because it was downgraded by Moody’s 

and Fitch after March 22, but Occidental is not as it was downgraded on March 20. Ford junk bond prices 

soared on the Fed and although Occidental bonds also rallied sharply the gains were much smaller than 

for other Fed-eligible bonds. 

 

 

 

The US CLO market came under severe pressure in March and new deal flow collapsed. In March, 

there were just 8 new deals totaling $3.4 bn. BB-rated CLO tranches saw total return losses of 30% in 

March, according to analysis by Morgan Stanley, while AAAs were down 4.5%. S&P’s LCD noted that single 

B’s and lower account for the highest proportion of the $1.2 tn market in history. Issuers under credit watch 

negative now make up 10% of the CLO asset base by the end of March compared to 1.6% at the beginning 

of the month and the number is likely to grow. The analysts estimate that tranches above BBB will weather 

the storm, as it would take a median of 24.4% of all underlying assets to default every year over the life of 

the deals for these bonds to experience a principal write down. The threshold is 80% for AAA tranches. 

However, by design, lower rated tranches are at much greater risk. For BBB bonds the threshold is a median 

14.2% to trigger payments in kind (PIKs) where issuers can offer more debt in lieu of interest payments. 

The threshold is 15.2% for principal write downs, and lower rated tranches have much smaller thresholds. 

AAA CLOs did better on Wednesday after the Fed news. 
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Europe          back to top 

Equity and bond markets are closed for Easter Friday while European equities closed +1.7% higher 

yesterday.  

 

The Eurogroup announced a package of up to €540bn (about 4%GDP) from three different sources 

yesterday. The package includes €240 bn of potential ESM support for euro area countries, €200 bn for 

SMEs via EIB guarantees, and €100 bn of loans for short-term work schemes across the EU. Finance 

ministers have also "agreed to work on a Recovery Fund" to ensure EU solidarity with the most affected 

member states but the fund will be "temporary, targeted and commensurate" and no further details were 

provided.  

 

 

 

Analysts are generally underwhelmed by the Eurogroup’s package, describing it as a “deal without 

zeal”, “big bazooka in name only”, and “not a game changer.” Some analysts expect that only a handful of 

countries will apply for financial aid and that only one-third of the €540 bn may be used. Investors worry 

that increases in debt will still sit with individual countries, making it challenging to deal with the legacy of 

higher debt levels. 

 

Potential ESM support of up to €240 bn in “Pandemic Crisis Support” will be based on the existing 

credit line (ECCL) for a maximum size of 2%GDP per country and available only during the pandemic 

emergency. The only requirement to access the credit line is that countries "commit to use this credit line 

to support domestic financing of direct and indirect healthcare, cure and prevention related costs due to 

Covid-19 crisis.” In contrast, ECB guidelines specify that a necessary condition for the OMT program is a 

“strict and effective conditionality” attached to an appropriate ESM program. After the program, member 

states would have to commit once again to the existing fiscal framework.  

 

Fiscal efforts in the EU have mainly come from the member states so far, and mainly via public 

sector guarantees of loans. SocGen points out that many measures have been adopted as open-ended 

schemes and expects that the ultimate fiscal cost of many measures could be much higher than initially 

budgeted. For example, SocGen expects that the short-term work scheme in France may eventually cost 

€48 bn, close to 5 times what was originally planned.  
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The French government now expects GDP to shrink 6% in 2020, with the budget deficit rising to 

7.6%GDP and debt at 112%GDP. The new budget currently estimates the fiscal cost of furloughing workers 

at €20 bn, more than double what was initially budgeted.  

Other Mature Markets          back to top 

Japan 

The demand for cash intensified with short-term funding rates sharply higher. Companies are 

reportedly increasing their holdings of cash amid an uncertain growth outlook. The rate on 3-month 

commercial paper jumped from less than 5 bps to 0.23% in recent days, the highest in more than 2 years. 

By comparison, the yield on the 2-year JGB is currently -0.20% ( -3 bps on the day). The outstanding 

amount of commercial papers reached a monthly record of ¥22.8 tn ($209 bn) in February and dipped to 

¥20.9 tn at the end of March after the BOJ increased its purchases of CPs. Underscoring corporates’ 

growing concerns, BOJ’s Tankan survey, released at the end of March, showed that confidence among big 

Japanese manufacturers dropped to the lowest level since 2013. The yen gained for a second day amid 

muted holiday trading while equities gained. The Topix climbed (+0.9%), posting its third weekly gain, 

boosted by global efforts to support financial markets amid the virus outbreak. Meanwhile, the BoJ stepped 

back in to support the market for the first time in a week, buying ¥121.4 bn ($1.1 bn) of ETFs on Thursday. 
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Emerging Markets          back to top 

Asian equities were mixed in a muted holiday-shortened session as several markets – including 

Australia, India, Singapore, and Hong Kong – were closed. Currencies posted broad-based gains amid 

dollar softness. South Korea’s won outperformed, reaching its strongest level in 2 weeks as fresh 

emergency measures from the Fed bolstered risk appetite. The BoK’s decision to leave rates unchanged 

at 0.75% earlier in the week - following last month’s 50-bps cut -- also boosted the won (+0.9%). Most 

CEEMEA stock exchanges are closed today. Those open are broadly higher, led by Romania (+2.2%) 

with Turkey equities only 0.3% higher. The Turkish lira is leading losses in EM currency markets today (-

0.6%). While currencies appreciated in some markets Thursday, most Latin American exchanges 

remained closed due to a public holiday. At the region’s only major open stock exchange, Brazilian 

equities lost 1.2% in a difficult environment set by political tensions between president Bolsonaro, his health 

minister and several state governors. Currencies remained flat in Brazil and Peru and appreciated 

elsewhere between 1% and 2%. Yields on USD denominated sovereign debt took a hint from lower US IG 

and HY yields and printed sharply lower: respective yield curves declined by at least 17 bps in Brazil, Chile 

and Mexico, with declines much stronger for some maturities, particularly in Mexico (up to 86bps on the 7-

year maturity). Local currency bond yields printed lower as well. 

 

China 

China’s bank lending and credit provision reached new highs in March, underscoring government 

efforts to boost the economy. Aggregate social financing – an estimate of total credit to the system - 

increased by RMB 5.15 tn ($732 bn) in March, a record high for the series dating back to 2017. New loans 

from financial institutions totaled RMB 2.85 tn ($405 bn), the highest March reading since the data series 

began in 1992.  Market contacts noted that an increase in corporate bond issuance, combined with a large 

amount of government bonds that were actually sold in February but missed the deadline for February 

inclusion contributed to the surge in the March tally. Meanwhile, March CPI slowed to the weakest pace 

since October amid a moderation in food and oil prices and depressed demand due to lockdowns. 

CPI rose 4.3%, y/y, short of consensus for an increase of 4.9%, y/y. The RMB gained against the dollar, 

with the offshore CNH (+0.2%) and the onshore CNY (+0.1%) both stronger on the day.  
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Thailand 

Thai authorities are unveiling its largest stimulus package to date to support the economy. The 

authorities are looking to borrow THB 1 tn ($30.6 bn) to finance a major economic stimulus program. The 

debt is a key element of the THB 1.9-tn package and is more than double the average annual budget deficit 

seen in recent years. That said, the extra borrowing under the stimulus plan will not be accounted for in the 

government’s regular fiscal deficit as it falls under a special law and will be treated separately, according to 

the Finance Ministry. Moreover, a mix of instruments, including government bonds, treasury bills, 

promissory notes, term loans and savings bonds are likely needed to meet the fundraising target. 

Government bond yields have edged lower in recent days. The 10-year note, at 1.38%, is more than 30 

bps lower than levels seen in mid-March. The baht gained 0.4% on the day but remains more than 8% 

weaker against the dollar on a year-to-date basis. Meanwhile, Thai equities gained (+0.7%), taking its total 

gains to roughly 20% since its low in late March as stimulus plans boosted sentiment.  

 

Latin America’s downward trend in ratings continued. Fitch downgraded Aruba’s long-term sovereign 

issuer rating from BBB- to BB, with a negative outlook. Fitch motivated the decision with expectations for a 

significant economic downturn, weaker fiscal and external positions and a rising debt burden as COVID-19 

may hurt the revenues of the island’s tourism industry by as much as 80%. The day subsequent to the 

decision the yield on Aruba’s 2023 USD bond increased by 34 bps to 5.09%. Moody’s changed the outlook 

for Bahama’s foreign and local currency debt from stable to negative, with no major reaction visible in the 

country’s USD debt yields.  

Chile 

Coordinated fiscal and monetary stimuli support credit supply and contributed to lower interest 

rates. Against an unexpected low CPI inflation print of 3.7% y/y in March, down from 3.9% in February and 

versus 3.8% expected by market consensus, the Chilean government topped up yesterday its fiscal stimuli 

plans by $5 bn or 2% of GDP to a total of $12 bn or 6.8% of GDP. $3 bn will expand guaranteed credit lines 

already in place up to a level of $24 bn (11% of banks’ credit stock) and $2 bn will be employed to protect 

the income of vulnerable households. The entire stimulus is estimated by JP Morgan to generate direct 

fiscal costs of 3.2% of GDP, half of which is financed via debt issuance, an additional third by budget 

reallocation and the remainder by lower savings for pensions and strategic reserves. Banco Central de 

Chile announced to increase its credit to banks through conditional lending up to an aggregate of $24 bn, 

to accept bonds as collateral in all liquidity facilities, to provide CCPs and credit and savings associations 

with access to its facilities and to extend its FX interventions until the end of the year. The monetary and 

fiscal programs are expected to continue reinvigorating the credit supply to the private sector. Sovereign 
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bond yields dropped 4 to 25 bps for local currency debt and 17 to 28 bps for USD debt. A market implied 

policy rate of 4 bps for the 3-month horizon, 46 bps lower than the actual policy rate, and 1-year ahead 

implied policy rate hardly changed since the policy announcement point to market anticipations for 

additional monetary easing. Bank of America analysts however expect additional monetary policy stimulus 

to take the form of quantitative easing rather than rate cuts.  
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Global Financial Indicators 
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Emerging Market Financial Indicators 
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