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ECB corporate lifts all euro denominated debt

Fears that the ECB’s decision to expand its quantitative easing program into the corporate bond
space would amount to a back door subsidy for Eurozone corporates have not materialized.

— CSPP has seen spreads from both non eligible and eligible euro IG bonds tighten by a fifth
— 98% of CSPP eligible bonds have seen spreads tighten since February vs 96% for non-eligible
— Euro denominated corporate bond ETFs have seen inflows taper off as yields fall to new lows

Despite only including debt issued by
eurozone domiciled firms in the basket of
investment grade corporate bonds eligible for
purchase under the Corporate Sector
Purchase Program (CSPP), the ECB’s
decision to include the asset class has
benefited both eurozone and non-eurozone
iIssuers evenly.
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The extra yield demanded by investors to
hold both by both eurozone and non-
eurozone domiciled non-bank constituents of
the Markit iBoxx € Corporates index has
fallen roughly evenly since the announcement
in late February, according to the latest
analytics from Markit Bond Pricing.

The average spreads of CSPP eligible
constituent bonds of the Markit iBoxx €
Corporates index stood at 177bps in February
29™: that spread has since fallen by 46bps to
132bps, in a fall of roughly a quarter. Non
CSPP eligible bonds have mirrored this trend
nearly perfectly with average spreads across
the 412 CSPP eligible constituents of the
index falling by 22% over the same period of
time.
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The tightening is not driven by a minority of
names on both sides of the eligibility divide
given that 98% of CSPP eligible bonds are
now trading with a tighter spread. The
proportion of non eligible bonds that have
seen spread tighten is lower at 96%, but the
difference is hardly noticeable.

While some feared that the CSPP would
essentially offer an implicit subsidy to
eurozone corporates, the fact that the
program has so far impacted the entire euro
denominated bond field evenly indicates that
this has yet to materialise one week after the
program’s implementation.

Investors continue to buy

ETF investors seem to be keen to ride the
improving investor sentiment seen in the
asset class, as euro corporate bond exposed
ETFs have seen large inflows in the four
months since the CSPP was announced.
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These inflows have stalled in recent weeks
however as last month’s inflow tally was one
third of that seen in March. The recent
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collapse in yield seen in the asset class could
be driving this tapering, given that investment
grade euro denominated bonds now yield one
quarter less than at the start of the CSPP
program.
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