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Summary
 Today, the FOMC expanded its large scale asset purchase program by promising to purchase
‘in the amounts needed.’ Previously, the FOMC had said it would purchase at least $500bn of
Treasury securities and at least $200bn of agency MBS. The FOMC also announced that the
agency MBS purchases will include agency commercial MBS.
 The Fed also made CPFF more generous in terms of pricing and opened CPFF and MMLF to a
wider set of assets.
 The Board of Governors relaunched the Term Asset-Backed Securities Loan Facility (TALF),
providing loans in exchange for ABS.
 Two novel facilities are the Primary Market Corporate Credit Facility (PMCCF) and the
Secondary Market Corporate Credit Facility (SMCCF). We are likely to see an increased
contribution by the Treasury Department to these facilities once the big fiscal stimulus has
been signed.
 In its press release, the Fed also said it expected to announce soon the establishment of a
Main Street Business Lending Program to support eligible small-and-medium sized
businesses. This may also be linked to the fiscal stimulus.

Introduction
While we are still waiting for the third and largest corona-related bill from Capitol Hill, the Fed
took the next steps in supporting the markets and the economy today. While the FOMC expanded
its large scale asset purchasing program by basically indicating that there will be no upper bound,
and by including agency commercial MBS, the Board of Governors relaunched TALF to support
ABS issuance and established two novel corporate credit lending facilities.

QE Unlimited
When the FOMC announced its large scale asset purchase program on March 15, it only gave a
lower bound for the amount of purchases: at least $500bn of Treasury securities and at least
$200bn of agency MBS. Today the Committee basically said that there will be no upper limit: it
twill purchase ‘in the amounts needed to support smooth market functioning and effective
transmission of monetary policy to broader financial conditions and the economy.’ So we may call
this large scale asset purchase program ‘QE Unlimited’ now, even though Powell was even
hesitant about calling it QE during the conference call on March 15. In addition to removing any
upper bound to the asset purchase program, the FOMC also announced that it would include
agency commercial MBS to its purchases of agency MBS under the program.

1/7

RaboResearch | QE Unlimited and Corporate Credit Facilities | 23-03-2020, 19:19
Please note the disclaimer at the end of this document.

The resurrection of TALF
As we described in Alphabet Soup, there were still a number of special lending facilities from the
previous crisis that had not yet been relaunched by the Fed. Today, the Board of Governors
brought TALF back to life, the Term Asset-Backed Securities Loan Facility. The Fed will lend
through a special purpose vehicle (SPV) on a non-recourse basis to holders of certain AAA-rated
ABS backed by newly and recently originated consumer and small business loans. The Treasury
Department will make a $10bn equity investment in the SPV using the Exchange Stabilization
Fund (ESF). TALF is aimed at supporting the issuance of ABS backed by student loans, auto loans,
credit card loans, loans guaranteed by the Small Business Administration (SBA), and certain other
assets. The loans under TALF will have a maturity of 3 years.

Introducing PMCCF and SMCCF
Two novel facilities are the Primary Market Corporate Credit Facility (PMCCF) and the Secondary
Market Corporate Credit Facility (SMCCF). Like TALF, they were established under the authority of
Section 13(3) of the Federal Reserve Act, which is a ‘unusual and exigent circumstances’ clause,
with the approval of the Treasury Secretary. The PMCCF is aimed at new bond and loan issuance,
while the SMCCF provides liquidity for outstanding corporate bonds.
The PMCCF will make loans to investment grade US companies, providing bridge financing of four
years through an SPV. The Treasury Department will make an initial $10bn equity investment in
the SPV using the ESF. Borrowers at the PMCCF may elect to defer interest and principal payments
during the first six months of the loan, extendable at the Fed’s discretion, in order to have
additional cash on hand that can be used to pay employees and suppliers. The SMCCF will
purchase, through an SPV, investment grade US corporate bonds and related ETFs in the
secondary market. The Treasury Department will make an initial $10bn equity investment in the
SPV using the ESF.
Note the word ‘initial’ used when the Fed described the Treasury equity investments in PMCCF
and SMCCF: we may see larger contributions from the Treasury once the big stimulus bill has
been approved by Congress and signed by the President. The current contributions from the
Treasury Department come out of the Exchange Stabilization Fund. The two corporate credit
facilities will continue until September 30, 2020, unless the facilities are extended by the Board of
Governors.
The novelty of these programs shows that this crisis is different from the previous one. Last time
the problems started in the financial sector, while this time the real economy is getting a hit from
the coronavirus and non-financial businesses are facing enormous cashflow problems. Note that
the corporate credit facilities are open only to investment grade companies, so lower rated firms
are still on their own as far as the Fed is concerned.

Tweaking CPFF and MMLF
In addition to launching three special lending facilities, the Board of Governors also tweaked two
recently launched lending facilities: CPFF and MMLF. The Fed made the Commercial Paper
Funding Facility (CPFF) cheaper by reducing the pricing to 3 month OIS plus 110 bps instead of
200 bps. The old pricing of 3 month OIS plus 200 bps now applies to commercial paper that was
rated A1/P1/F1 on March 17, but was subsequently downgraded to at least A2/P2/F2. The Fed
also included high-quality tax-exempt commercial paper. The Money Market Mutual Fund
Liquidity Facility (MMLF) now includes a wider range of securities, including municipal variable
rate demand notes (VRDNs) and bank certificates of deposit.
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What’s next?
In its press release, the Fed also said it expected to announce soon the establishment of a Main
Street Business Lending Program to support eligible small-and-medium sized businesses. This
may also be linked to the fiscal stimulus. Two special lending facilities that have yet to make a
comeback are the ‘auction-equivalents’ of the discount window and PDCF: TAF and TSLF. Also, we
may see additional USD liquidity swap lines with a wider set of central banks. For more details and
an overview of the various special lending programs we refer to Alphabet Soup. Finally, the FOMC
could also provide stronger forward guidance regarding the federal funds rate.

Table 1: Rabobank forecast of federal funds rate path
FOMC meeting

Decision

Target range for the federal
funds rate (%)

29 Jan 2020

1.50-1.75

3 Mar 2020 (Emergency meeting)

50 bps cut

1.00-1.25

15 Mar 2020 (Emergency meeting)

100 bps cut

0.00-0.25

22 March 2020 (Emergency

0.00-0.25

meeting)
29 Apr 2020

0.00-0.25

10 June 2020

0.00-0.25

29 July 2020

0.00-0.25

16 Sept 2020

0.00-0.25

5 Nov 2020

0.00-0.25

16 Dec 2020

0.00-0.25

Source: Rabobank
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Disclaimer
Non Independent Research
This document is issued by Coöperatieve Rabobank U.A. incorporated in the Netherlands, trading as Rabobank
(Rabobank) a cooperative with excluded liability. The liability of its members is limited. Rabobank is authorised by
De Nederlandsche Bank (DNB) and the Netherlands Authority for the Financial Markets (AFM). Rabobank London
Branch (RL) is authorised by the Prudential Regulation Authority (PRA) and subject to limited regulation by the
Financial Conduct Authority (FCA) and PRA. Details about the extent of our authorisation and regulation by the PRA,
and regulation by the FCA are available from us on request. RL is registered in England and Wales under Company
no. FC 11780 and under Branch No. BR002630. This document is directed exclusively to Eligible Counterparties and
Professional Clients. It is not directed at Retail Clients.
This document does not purport to be impartial research and has not been prepared in accordance with legal
requirements designed to promote the independence of Investment Research and is not subject to any prohibition
on dealing ahead of the dissemination of Investment Research. This document does NOT purport to be an impartial
assessment of the value or prospects of its subject matter and it must not be relied upon by any recipient as an
impartial assessment of the value or prospects of its subject matter. No reliance may be placed by a recipient on
any representations or statements made outside this document (oral or written) by any person which state or imply
(or may be reasonably viewed as stating or implying) any such impartiality.
This document is for information purposes only and is not, and should not be construed as, an offer or a
commitment by RL or any of its affiliates to enter into a transaction. This document does not constitute investment
advice and nor is any information provided intended to offer sufficient information such that is should be relied
upon for the purposes of making a decision in relation to whether to acquire any financial products. The
information and opinions contained in this document have been compiled or arrived at from sources believed to be
reliable, but no representation or warranty, express or implied, is made as to their accuracy, completeness or
correctness.
The information contained in this document is not to be relied upon by the recipient as authoritative or taken in
substitution for the exercise of judgement by any recipient. Any opinions, forecasts or estimates herein constitute a
judgement of RL as at the date of this document, and there can be no assurance that future results or events will be
consistent with any such opinions, forecasts or estimates. All opinions expressed in this document are subject to
change without notice.
To the extent permitted by law, neither RL, nor other legal entities in the group to which it belongs accept any
liability whatsoever for any direct or consequential loss howsoever arising from any use of this document or its
contents or otherwise arising in connection therewith.
Insofar as permitted by applicable laws and regulations, RL or other legal entities in the group to which it belongs,
their directors, officers and/or employees may have had or have a long or short position or act as a market maker
and may have traded or acted as principal in the securities described within this document (or related investments)
or may otherwise have conflicting interests. This may include hedging transactions carried out by RL or other legal
entities in the group, and such hedging transactions may affect the value and/or liquidity of the securities described
in this document. Further it may have or have had a relationship with or may provide or have provided corporate
finance or other services to companies whose securities (or related investments) are described in this document.
Further, internal and external publications may have been issued prior to this publication where strategies may
conflict according to market conditions at the time of each publication.
This document may not be reproduced, distributed or published, in whole or in part, for any purpose, except with
the prior written consent of RL. By accepting this document you agree to be bound by the foregoing restrictions.
The distribution of this document in other jurisdictions may be restricted by law and recipients of this document
should inform themselves about, and observe any such restrictions.
Please email fm.global.unsubscribe@rabobank.com to be removed from this mailing list
A summary of the methodology can be found on our website www.rabobank.com
© Rabobank London, Thames Court, One Queenhithe, London EC4V 3RL
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