
 

 

Market welcomes ECB plan; US bank credit improves 
 
Bond investors reacted positively as the ECB revealed the finer details of its corporate bond 
buying programme; while in the US earnings season has proved positive for US banks’ credit. 
 

 ECB will start buying corporate bonds in June, placing a 70% limit per non-bank bond issue 

 Markit iBoxx € Non-Financials index spread tightened to 131bps, an eight month low 

 Basis between US bank credit risk and broader US IG market tightened to 5bps from 14bps  
 
ECB reveals corporate bond plan details 
After slashing interest rates and expanding 
monthly QE purchases, ECB president Mario 
Draghi gave a more subdued performance in 
yesterday’s monetary policy meeting. The 
ECB did however reveal the finer details of its 
corporate sector purchase programme 
(CSPP), which is scheduled to commence in 
June. 
 

 
 
Corporate bonds in the European region, as 
represented by the Markit iBoxx € Non-
Financials, saw risk fall on the back of the 
disclosure. The annual spread (interest 
premium over German bunds) on the index 
tightened 3bps to 131bps, the lowest level 
since last August.  
 
CSPP summary: 

 Scheduled to commence in June 

 Investment grade, euro-denominated 
bonds issued by non-bank 
corporations eligible 

 6 months to 30 years maturity 

 Issuer has to be established in the 
euro area 

 70% limit per issue (ISIN) 
 

While Markit iBoxx € Non-Financials index 
has seen its annual spread fall over 25% from 
February’s highs, spreads are still around 
30bps wider than the start of ECB QE last 
year, as global growth concerns linger and 
the diminishing efficacy of monetary policy in 
Europe comes under further scrutiny. If 
covered bonds spreads are anything to go by 
(the ECB have been buying them since 2014), 
corporate bond spreads should fall further. 
Draghi was also quick to point out the ECB 
has further leeway should current measures 
not suffice in stimulating growth and inflation. 
 
Bank risk falls after earnings season 
Credit investors have reacted positively after 
US banks’ earnings fared better than feared, 
despite enduring one of their toughest periods 
in years. 
 
It was noted earlier this month the US 
banking sector was struggling to shake off 
headwinds faced in the first quarter of this 
year. It meant that investors were demanding 
more to insure against the sectors debt than 
that of the broader US investment grade 
market.  
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The average 5-yr CDS spread for major US 
banks (Bank of America, Citigroup, Goldman 
Sachs, J.P. Morgan, Morgan Stanley and 
Wells Fargo) tightened to 79bps, from 94bps 
ten days ago. The basis between US banks 
and the broader US investment grade market, 
as represented by the Markit CDX NA index, 
tightened to 5bps, from 14bps before 
earnings season. 
 
In bond markets, the annual spread on the 
Markit iBoxx $ Domestic Banks Senior index 
tightened to 135bps, just 9bps wider than at 
the start of the year. 
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