
 
 
 

Fed Hitting the ETF “Buy” Button 
 
 
 

The Fed’s much-anticipated participation in corporate bond ETFs is said to have launched today. At this 
point, you may be asking whether it is really necessary given the V-shaped bounce back in all risk assets 
these last several weeks, but it does seem the Fed needs to follow through from a credibility standpoint. 
They have disclosed that they will pace their activities, so presumedly they will start small and engage more 
forcibly down the road if necessary. 
 
First, it is worth giving a nod (again) to what a remarkable moment this is. After 17 years of professional 
investors largely discounting the credit ETF product, we find ourselves on the verge of the Fed buying not 
only corporate bonds (that alone should take your wheels off) but instead skipping over that step and 
moving all the way to ETFs, purportedly for the sake of transactional expediency (specifically due to the 
issuer certification challenges around corporate bond purchases). That those purchases are under the 
advisement of the largest ETF asset manager is a further head scratcher.   
 
From a market perspective, two key issues we will be watching are the pace of the Fed’s engagement in 
both the Secondary and Primary Market Corporate Credit Facilities and the interplay between those two. 
Specifically, the requirement that corporate bond issuers certify their eligibility which would then open up 
their existing securities for Secondary purchase and reduce the amount of aid they could receive down the 
road from the Primary facility if needed, seems problematic. For example, if you are a large manufacturing 
company burning cash during this crisis, why would you want to limit the direct aid available from the 
PMCCF for the sake of the indirect benefit of having your bonds purchased by the SMCCF.  And as to the 
pace of engagement, corporate bond issuers will be giving the Fed every opportunity to join the fun as we 
are experiencing an unprecedented wave of bond supply. 
 
A sideshow to the story will be the particulars around the engagement of the Fed and their investment 
manager in the marketplace, one that financial advisors and individual holders will no doubt find of interest. 
As with much of the government intervention in the economy now, choices will have to be made by the Fed 
and their disclosures so far make evident just how much devil there is in the details. In the words of the 
SMCCF Investment Management Agreement (IMA), the Fed “will direct the Manager on the preferred 
purchase allocation across Eligible Bonds and Eligible ETFs.” Go figure! The IMA also spends a full five 



pages on conflicts of interest, without even mentioning the business benefit to the manager of having nearly 
unlimited funds available to keep their products from trading at a discount to NAV.  
 
It is a new day in corporate bond land. Commentators will be looking for signs of the Fed’s footprints in the 
market, first with these ETFs and then with bonds directly in the coming weeks. The good news for 
investors is that the Fed is providing a very firm backstop to the markets, particularly in investment grade 
credit. Unraveling this mess down the road may be a whole different story. 
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The opinions and views expressed are as of the date published and are subject to change without notice of any kind and may no 
longer be true after any date indicated. Information presented herein is for discussion and illustrative purposes only and should not 
be used or construed as financial, legal, or tax advice, and is not a recommendation or an offer or solicitation to buy, sell or hold 
any security, investment strategy, or market sector. No forecasts can be guaranteed, and the author and Smith Capital Investors 
assume no duty to and do not undertake to update forward-looking predictions or statements. Forward-looking predictions or 
statements are subject to numerous assumptions, risks, and uncertainties, which change over time. Actual results could differ 
materially from those anticipated in forward-looking predictions or statements. 
 
Any investment or management recommendation in this document is not meant to be impartial investment advice or advice in a 
fiduciary capacity and is not tailored to the investment needs of any specific individual or category of individuals. Opinions and 
examples are meant as an illustration of broader themes, are not an indication of trading intent, and are subject to changes at any 
time due to changes in the market or economic conditions. The information presented herein has been developed internally or 
obtained from sources believed to be reliable; however, neither the author nor Smith Capital Investors guarantees that the 
information supplied is accurate, complete, or timely, nor are there any warranties with regards to the results obtained from its 
use.  It is not intended to indicate or imply that any illustration/example mentioned is now or was ever held in any portfolio.  
  



Past performance is no guarantee of future results. As with any investment, there is a risk of loss. Investing in a bond market is 
subject to risks, including market, interest rate, issuer, credit, inflation, default, and liquidity risk. The bond market is volatile. The 
value of most bonds and bond strategies are impacted by changes in interest rates. The return of principal is not guaranteed, and 
prices may decline if an issuer fails to make timely payments or its credit strength weakens. High yield or “junk” bonds involve a 
greater risk of default and price volatility and can experience sudden and sharp price swings.   
 
Please consider the charges, risks, expenses, and investment objectives carefully before investing. Please see a prospectus, or, 
if available, a summary prospectus containing this and other information. Read it carefully before you invest or send 
money. Investing involves risk, including the possible loss of principal and fluctuation of value. 
 

All indices are unmanaged. You cannot invest directly in an index. Index or benchmark performance presented in this document 
does not reflect the deduction of advisory fees, transaction charges, and other expenses, which would reduce performance.  
 
This material may not be reproduced in whole or in part in any form, or referred to in any other publication, without express 
written permission from Smith Capital Investors. 
 
Smith Capital Investors, LLC is a registered investment adviser.  
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