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Central Bank CP Backstops
Vital But May Not Fully Restore
Liquidity
Wed 15 Apr, 2020 - 5:34 PM ET

Fitch Ratings-Chicago-15 April 2020: Emergency short-term market support measures by

central banks around the world to unfreeze CP markets may not fully restore market

liquidity, says Fitch Ratings. Central banks introduced the CP programs after coronavirus-

driven risk aversion caused spreads to widen and made it dif�cult for borrowers to issue CP.

While these measures stabilized parts of the �nancial market during a period of extreme

volatility and uncertainty, rollover risk will not be eliminated for low-investment-grade

corporates in the US and �nancial institutions in Europe due to participation restrictions.  

Parameters of the US Federal Reserve’s (the Fed) Commercial Paper Funding Facility

(CPFF), the Bank of England’s (BOE) Covid Corporate Financing Facility (CCFF) and the

European Central Bank’s (ECB) Pandemic Emergency Purchase Program (PEPP) vary,

leading to uneven levels of support and continued market uncertainty. Measures will

provide backstop facilities for CP issuers but issuer credit quality eligibility requirements

and restrictions on securities covered limit program breadth. If liquidity is not restored,

terming out CP with higher-cost debt will reduce issuers’ interest coverage. However, this

alone will not necessarily have negative rating implications.  

There is a lack of similar broad policy measures in Europe to support money market funds,

as in the US, given the BOE’s CCFF and ECB’s PEPP only apply to non-�nancial CP. Fitch

revised its sector outlooks for US and European prime money market funds to Negative

https://www.fitchratings.com/


11/11/2020 Central Bank CP Backstops Vital But May Not Fully Restore Liquidity

https://www.fitchratings.com/research/corporate-finance/central-bank-cp-backstops-vital-but-may-not-fully-restore-liquidity-15-04-2020 2/8

from Stable over the last month, despite central bank policy measures. The actions were

due to redemptions, reduced liquidity in short-term markets and an expectation of

increasing credit pressure on underlying portfolio holdings.  

The Fed’s CPFF, announced March 17, launched on April 14. In addition to CPFF, the Fed

also announced a Money Market Mutual Fund Liquidity Facility to indirectly support money

market fund liquidity. CPFF purchases US dollar- denominated three-month unsecured and

asset-backed CP of US issuers, including municipalities and subsidiaries of foreign parents,

rated at least ‘F1’ or equivalent.  

Unlike other central bank facilities, CPFF only makes one-time purchases of a limited

amount of CP from issuers that met credit quality eligibility requirements on March 17 but

were later downgraded to no lower than ‘F2’ or equivalent. The Fed created separate

facilities to support high-yield issuers in the bond market. 

US CP rates have declined from stress levels for Tier 1 ‘AA’ non-�nancial, ‘AA’ �nancial and

‘AA’ asset-backed CP, per Fed data. However, ‘F2’ or equivalent rates for Tier 2 issuers

remain elevated versus pre-virus levels, potentially re�ecting the limited ability of lower-

rated investment-grade issuers to participate in CPFF and increased credit risks facing such

entities, relative to higher-rated entities, in the current environment. Total CP outstanding

in the US is down roughly 5% since mid-March to USD1.1 trillion as of April 8. 

The BOE’s CCFF, launched March 23, will operate for at least one year. The facility

purchases sterling-denominated unsecured CP with maturities of one week to 12 months

issued by UK incorporated companies rated at least ‘F3’ or equivalent, where available,

prior to March 1, 2020. Unlike the Fed’s facility, CCFF does not purchase asset-backed CP

and excludes issuers that are �nancial institutions and municipalities. Per BOE data,

monthly gross issues of sterling-denominated CP by public non-�nancial companies

declined 23% in February. March data is not yet available.  

The ECB’s PEPP, launched March 26, terminates at YE 2020. The PEPP purchases Euro-

denominated CP with maturities of 28 days to 364 days issued by European-area

corporates with a minimum short-term rating of ‘F2’ or equivalent, such as the BOE’s CCFF,

issuers that are �nancial institutions and municipalities cannot participate. The ECB also

expanded its Corporate Sector Purchase Program to include eligible CP to provide CP

market support. Per ECB data, total issuance from non-�nancial corporates rated ‘F1’ and

‘F2’ has trended down since the end of February by over 5% to EUR30.3 billion on April 3.  
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Global Commercial Paper Outstanding

Source: Federal Reserve Economic Data, Bank of England Database (CPMB55M), and

European Central Bank Eurosystem.
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Related NRACs:  

Fitch Ratings Extends Negative Sector Outlook to All European Non-Govt MMFs (April

2020) 

Flurry of US IG Bond Issuance Replaces CP at Higher Cost (April 2020) 

Fed’s Facilities to Ease Some Investment-Grade Pressures (March 2020) 

US Investment-Grade Corp Liquidity Sound, Despite CP Dislocation (March 2020) 

US Prime Money Mkt Fund Outlook Negative on Liquidity Challenges (March 2020) 

U.S. Federal Reserve, Bank of England and European Central

Bank Commercial Paper Facilities - Select Terms and Conditions

Source: Fitch Ratings and Central Bank Press Releases and FAQ website documentation.
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Related Research: 

Fed’s Intervention Stems U.S. Prime MMF Liquidity Strains (April 2020)  
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The above article originally appeared as a post on the Fitch Wire credit market commentary
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are those of Fitch Ratings. 
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information, access to the management of the issuer and its advisers, the availability of pre-

existing third-party veri�cations such as audit reports, agreed-upon procedures letters,

appraisals, actuarial reports, engineering reports, legal opinions and other reports provided

by third parties, the availability of independent and competent third- party veri�cation

sources with respect to the particular security or in the particular jurisdiction of the issuer,

and a variety of other factors. Users of Fitch's ratings and reports should understand that

neither an enhanced factual investigation nor any third-party veri�cation can ensure that

all of the information Fitch relies on in connection with a rating or a report will be accurate

and complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the

information they provide to Fitch and to the market in offering documents and other

reports. In issuing its ratings and its reports, Fitch must rely on the work of experts,

including independent auditors with respect to �nancial statements and attorneys with

respect to legal and tax matters. Further, ratings and forecasts of �nancial and other

information are inherently forward-looking and embody assumptions and predictions

about future events that by their nature cannot be veri�ed as facts. As a result, despite any

veri�cation of current facts, ratings and forecasts can be affected by future events or

conditions that were not anticipated at the time a rating or forecast was issued or

af�rmed.The information in this report is provided "as is" without any representation or

warranty of any kind, and Fitch does not represent or warrant that the report or any of its

contents will meet any of the requirements of a recipient of the report. A Fitch rating is an

opinion as to the creditworthiness of a security. This opinion and reports made by Fitch are

based on established criteria and methodologies that Fitch is continuously evaluating and

updating. Therefore, ratings and reports are the collective work product of Fitch and no

individual, or group of individuals, is solely responsible for a rating or a report. The rating

does not address the risk of loss due to risks other than credit risk, unless such risk is

speci�cally mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch

reports have shared authorship. Individuals identi�ed in a Fitch report were involved in, but

are not solely responsible for, the opinions stated therein. The individuals are named for

contact purposes only. A report providing a Fitch rating is neither a prospectus nor a

substitute for the information assembled, veri�ed and presented to investors by the issuer

and its agents in connection with the sale of the securities. Ratings may be changed or

withdrawn at any time for any reason in the sole discretion of Fitch. Fitch does not provide

investment advice of any sort. Ratings are not a recommendation to buy, sell, or hold any

security. Ratings do not comment on the adequacy of market price, the suitability of any

security for a particular investor, or the tax-exempt nature or taxability of payments made

in respect to any security. Fitch receives fees from issuers, insurers, guarantors, other

obligors, and underwriters for rating securities. Such fees generally vary from US$1,000 to

US$750,000 (or the applicable currency equivalent) per issue. In certain cases, Fitch will

rate all or a number of issues issued by a particular issuer, or insured or guaranteed by a
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particular insurer or guarantor, for a single annual fee. Such fees are expected to vary from

US$10,000 to US$1,500,000 (or the applicable currency equivalent). The assignment,

publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch to

use its name as an expert in connection with any registration statement �led under the

United States securities laws, the Financial Services and Markets Act of 2000 of the United

Kingdom, or the securities laws of any particular jurisdiction. Due to the relative ef�ciency

of electronic publishing and distribution, Fitch research may be available to electronic

subscribers up to three days earlier than to print subscribers.For Australia, New Zealand,

Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian �nancial services

license (AFS license no. 337123) which authorizes it to provide credit ratings to wholesale

clients only. Credit ratings information published by Fitch is not intended to be used by

persons who are retail clients within the meaning of the Corporations Act 2001Fitch

Ratings, Inc. is registered with the U.S. Securities and Exchange Commission as a Nationally

Recognized Statistical Rating Organization (the "NRSRO"). While certain of the NRSRO's

credit rating subsidiaries are listed on Item 3 of Form NRSRO and as such are authorized to

issue credit ratings on behalf of the NRSRO (see

https://www.�tchratings.com/site/regulatory), other credit rating subsidiaries are not listed

on Form NRSRO (the "non-NRSROs") and therefore credit ratings issued by those

subsidiaries are not issued on behalf of the NRSRO. However, non-NRSRO personnel may

participate in determining credit ratings issued by or on behalf of the NRSRO.

Corporate Finance Non-Bank Financial Institutions Banks Middle East North America

Europe Germany Norway Greece United States Sweden Lithuania

United Kingdom Portugal Italy Turkey Finland France Poland Switzerland

Netherlands Luxembourg Spain Russia

https://www.fitchratings.com/site/regulatory
https://www.fitchratings.com/corporate-finance
https://www.fitchratings.com/non-bank-financial-institutions
https://www.fitchratings.com/banks
https://www.fitchratings.com/region/middle-east
https://www.fitchratings.com/region/north-america
https://www.fitchratings.com/region/europe
https://www.fitchratings.com/region/germany
https://www.fitchratings.com/region/norway
https://www.fitchratings.com/region/greece
https://www.fitchratings.com/region/united-states
https://www.fitchratings.com/region/sweden
https://www.fitchratings.com/region/lithuania
https://www.fitchratings.com/region/united-kingdom
https://www.fitchratings.com/region/portugal
https://www.fitchratings.com/region/italy
https://www.fitchratings.com/region/turkey
https://www.fitchratings.com/region/finland
https://www.fitchratings.com/region/france
https://www.fitchratings.com/region/poland
https://www.fitchratings.com/region/switzerland
https://www.fitchratings.com/region/netherlands
https://www.fitchratings.com/region/luxembourg
https://www.fitchratings.com/region/spain
https://www.fitchratings.com/region/russia

