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FIXED INCOME PERSPECTIVE from the Investment Advisory Group 
The Fed’s Fixed Income Frenzy 

What Happened 

Last week, the Federal Reserve (Fed) took additional steps to provide up to $2.3 
trillion in loans to support the domestic economy through the economic shutdown 
and beyond. A good portion of the new announcement carries direct implications 
for US fixed income markets through three areas of support:  
1.  Primary and Secondary Market Corporate Credit Facilities (PMCCF and SMCCF);  
2. the Term Asset-Backed Securities Loan Facility (TALF); and  
3. the Municipal Liquidity Facility (MLF).  
 
These moves by the Fed are unprecedented and represent significant support for 
fixed income markets. To fund these purchases, the central bank is utilizing $450 
billion from the CARES Act and deploying leverage to potentially reach over $2 
trillion in buying power. To date, approximately 43% of those funds have been 
tapped. Therefore, over half of the money allocated has yet to be deployed, leaving 
significantly more liquidity in play. These actions dwarf the Fed activity seen in 
2008-2009 during the Great Recession and will potentially move the Fed’s balance 
sheet from just over $4 trillion at the beginning of the year to as high as $10 trillion. 
 

The US Federal Reserve’s Balance Sheet ($Trillions) 

 
Data Source: SunTrust IAG, Bloomberg 
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“Fallen Angel” Debt Protection Serves as Backstop 

This latest round of central bank policy support highlights the Fed’s commitment 
to its “whatever it takes” pledge to support the US economy in its time of need. It 
also demonstrates the Fed’s willingness to unveil never-before-seen weapons in 
its arsenal. Between the PMCCF, SMCFF and TALF, up to $850 billion in new credit 
will be made available to corporate issuers. The biggest change for the PMCCF 
and SMCCF is the newly granted authority to purchase “fallen angel” debt.  
 
“Fallen angels” are debt securities that have been downgraded from investment 
grade status to below the Baa3/BBB- threshold. As long as the issuer’s debt rating 
was investment grade as of March 22, 2020 and is still no less than Ba3/BB- at the 
time of purchase, the Fed can buy those bonds either through the new issue or 
secondary markets. This is a creative way for the Fed to help companies 
downgraded as a result of the economic lockdown, while not extending lifelines to 
companies which were already low on the credit spectrum.  
 
The $750 billion pledge for these purchases by the PMCCF and SMCFF account 
for roughly 8% of the US corporate debt market’s current market value. The initial 
announcement sent high yield corporate debt soaring just ahead of the holiday 
weekend. The size of the Fed’s backstop provides comfort that forced selling as a 
result of pandemic-driven downgrades will not overwhelm the corporate bond 
market. That should further tighten high yield credit spreads in the near term, 
which have already retraced roughly 40% of their widening from the February-
March timeframe.   

Expanded Scope of TALF will support CMBS Liquidity 

The Fed also increased the scope of TALF-eligible purchases to include AAA-rated 
commercial mortgage-backed securities (CMBS) and newly-issued collateralized 
loan obligations (CLO). The Fed left the size of TALF unchanged at $100 billion, 
simply adding eligible CMBS and CLO securities to the approved list alongside 
AAA-rated auto, credit card and student loan asset-backed securities. The 
relatively small dollar commitment will mitigate the positive impact of their 
inclusion, but it does provide a modest liquidity boost for the CMBS market and 
should help unlock some CMBS lending and issuance. 

 



 
 

 
 

 

Municipals See Support from MLF 

Lastly, the newly created MLF will allow state and local governments to sell their 
debt to the Fed and create emergency access to cash. MLF will offer up to $500 
billion in new lending to qualifying states and municipalities, purchasing maturities 
no longer than 24 months. Eligible cities and counties must have at least 1 and 2 
million residents, respectively. The front end of the municipal bond curve has been 
one of the hardest hit segments of the US fixed income markets. Indiscriminate 
selling strained municipal bond liquidity and created a historical disconnect 
between municipals and US Treasury yields. The establishment of MLF will 
provide a much needed source of liquidity and should help with that relationship. 
While we still see value in high-grade, short-dated municipal bonds, MLF will likely 
lessen the opportunity available in the weeks ahead. 

Bottom Line 

The most recent round of Fed support aligns well with the tactical overweight in 
investment grade and high yield corporate bonds presented in our most recent 
House Views. As a result of the Fed’s unprecedented actions, we expect to see 
continued improvement in the function of the fixed income markets and a 
tightening in credit spreads. The credit spread tightening since mid-March has 
somewhat diminished the opportunity we highlighted just under a month ago, but 
credit spreads still offer an attractive entry point on a historical basis. In this 
environment, we prefer to “follow the Fed” and focus on the sectors they are 
buying. Within the municipal bond market, the Fed may now buy money market-
eligible municipal bonds (i.e., with maturities up to 24 months); however, it is doing 
so via new issues only and is not directly buying securities in the secondary 
market – a differentiation to its approach within the corporate space. Thus, given 
the recent rally, we prefer up-in-quality essential revenue credits and state general 
obligation issuers with healthy balance sheets.  

 

  



 
 

 
 

Disclosures 
This material was provided by SunTrust Private Wealth Management for use by BB&T Sterling Advisors.  

Advisory managed account programs entail risks, including possible loss of principal and may not be suitable for all investors. Please 
speak to your advisor to request a firm brochure which includes program details, including risks, fees and expenses. 

Investing in the bond market is subject to certain risks, including market, interest rate, issuer and inflation risk; investments may be worth 
more or less than the original cost when redeemed.  The value of most bond strategies and fixed income securities are impacted by 
changes in interest rates. Bonds and bond strategies with longer durations tend to be more sensitive and more volatile than securities 
with shorter durations; bond prices generally fall as interest rates rise, and values rise when interest rates decline 

SunTrust Private Wealth Management is a marketing name used by Truist Financial Corporation and the following affiliates: Banking 
products and services, including loans and deposit accounts, are provided by SunTrust Bank and Branch Banking and Trust Company, 
both now Truist Bank, Member FDIC. Trust and investment management services are provided by SunTrust Bank and Branch Banking 
and Trust Company, both now Truist Bank and SunTrust Delaware Trust Company. Securities, brokerage accounts and /or insurance 
(including annuities) are offered by SunTrust Investment Services, Inc., BB&T Securities, LLC, and P.J. Robb Variable Corp., which are 
SEC registered broker-dealers, members FINRA, SIPC, and a licensed insurance agency where applicable. Investment advisory 
services are offered by SunTrust Advisory Services, Inc., GFO Advisory Services, LLC, BB&T Securities, LLC, Sterling Capital 
Management, LLC, Precept Advisory Group, LLC, and BB&T Institutional Investment Advisors, Inc., each SEC registered investment 
advisers.  BB&T Sterling Advisors, BB&T Investments and BB&T Scott & Stringfellow are divisions of BB&T Securities, LLC. Mutual fund 
products are advised by Sterling Capital Management, LLC. 

While this information is believed to be accurate, SunTrust Banks, Inc., now Truist Financial Corporation, including its affiliates, does 
not guarantee the accuracy, completeness or timeliness of, or otherwise endorse these analyses or market data. 

The opinions and information contained herein have been obtained or derived from sources believed to be reliable, but Truist Financial 
Corporation makes no representation or guarantee as to their timeliness, accuracy or completeness or for their fitness for any 
particular purpose. The information contained herein does not purport to be a complete analysis of any security, company, or industry 
involved.  This material is not to be construed as an offer to sell or a solicitation of an offer to buy any security.  

Opinions and information expressed herein are subject to change without notice. STIS and/or its affiliates, including your Advisor, may 
have issued materials that are inconsistent with or may reach different conclusions than those represented in this commentary, and 
all opinions and information are believed to be reflective of judgments and opinions as of the date that material was originally 
published.  STIS is under no obligation to ensure that other materials are brought to the attention of any recipient of this commentary.   

Comments regarding tax implications are informational only. Truist and its representatives do not provide tax or legal advice. You 
should consult your individual tax or legal professional before taking any action that may have tax or legal consequences. 

Investments involve risk and an investor may incur either profits or losses. Past performance should not be taken as an indication or 
guarantee of future performance.  

STIS/STAS shall accept no liability for any loss arising from the use of this material, nor shall STIS/STAS treat any recipient of this 
material as a customer or client simply by virtue of the receipt of this material.  

The information herein is for persons residing in the United States of America only and is not intended for any person in any other 
jurisdiction.  

Investors may be prohibited in certain states from purchasing some over-the-counter securities mentioned herein.  

The information contained in this material is produced and copyrighted by Truist Financial Corporation and any unauthorized use, 
duplication, redistribution or disclosure is prohibited by law.    

STIS/STAS’s officers, employees, agents and/or affiliates may have positions in securities, options, rights, or warrants mentioned or 
discussed in this material. 

Asset classes are represented by the following indexes. An investment cannot be made directly into an index. 

S&P 500 Index is comprised of 500 widely-held securities considered to be representative of the stock market in general. 

©2020 Truist Financial Corporation. BB&T, SunTrust®, the SunTrust logo, and Truist are service marks of Truist Financial Corporation. 
All rights reserved. 

CN2020-0888 EXP12-2020 


