The Fed's Secondary Market Corporate Credit Facility, explained

America needs a bridge — a bridge that will get households, communities, and businesses over the
unanticipated challenges created by the COVID-19 shutdown. In helping to build that bridge, the Federal Reserve,
with authorization from Congress, has created and revived a number of rare lending programs, each providing
targeted assistance to the needs of those impacted.

The challenge Investors buy corporate bonds,
which are essentially IOUs that companies issue when
companies need money. While on the investors’ books,
the bonds generate income as issuing companies pay
interest and, after some period of time, the original
amount financed. In the event an investor wants to sell
off some of its bonds before they are paid off by the
borrower, they typically can do so because many other
investors are willing to buy corporate bonds. Current
conditions have made investors less willing to buy such
bonds, leaving those that want or need to sell the bonds
without buyers. At the same time, the pandemic-related
shutdown has caused lost revenues for many companies,
some of which invest in corporate bonds, and that means
more investors may want to sell off investments such as
corporate bonds to turn them into cash they can use to
pay their bills.

The response The Fed is buying corporate
bond-related assets so that investors that want or need
to sell them off are better able to do so and get the
cash they need.

The details This work is intended to stimulate the
marketplace in which corporate bonds are bought and
sold after they have been issued. Corporate bonds are
first issued by large businesses to raise funds. Investors
buy the bonds, lending businesses the cash they need,
and expect to be paid interest in addition to the original
amount borrowed. In the secondary market, those initial
investors sell the corporate bonds to other investors.
The Fed’s purchases are intended to allow investors to buy
and sell corporate bond investments in the secondary
market as needed. Should losses occur, the US Treasury
has invested $25 billion to cover losses arising from this
lending.

The goal? To help ensure a reliable market for
investors that need cash in order to pay off debt and
sustain themselves until economic conditions normalize.

The Fed is committed to transparency
and makes periodic reports and updates related to this
lending available.

For more information: www.newyorkfed.org/markets/secondary-market-corporate-credit-facility
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