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�J�U�R�Z�W�K���R�S�S�R�U�W�X�Q�L�W�L�H�V���E�\���L�Q�Y�H�V�W�L�Q�J���L�Q���V�W�R�F�N�V�����E�R�Q�G�V�����D�Q�G���I�X�Q�G�V�����Z�L�W�K���W�K�H���K�R�S�H���R�I���I�X�W�X�U�H���U�H�W�X�U�Q�V���� 

�,�Q���F�U�L�V�L�V���F�R�Q�G�L�W�L�R�Q�V�����L�Q�F�O�X�G�L�Q�J���G�X�U�L�Q�J���W�K�H���&�2�9�,�'���������S�D�Q�G�H�P�L�F�����Q�R�U�P�D�O���F�D�S�L�W�D�O���P�D�U�N�H�W�V���I�X�Q�F�W�L�R�Q�V��
�F�D�Q���F�R�P�H���W�R���D���K�D�O�W�����&�H�U�W�D�L�Q���P�D�U�N�H�W�V���P�D�\���Q�R���O�R�Q�J�H�U���J�H�Q�H�U�D�W�H���W�U�D�Q�V�D�F�W�L�R�Q�V�����R�U���W�K�H���W�U�D�Q�V�D�F�W�L�R�Q�V���P�D�\��
�E�H�F�R�P�H���D�E�Q�R�U�P�D�O�O�\���H�[�S�H�Q�V�L�Y�H�����1�R�U�P�D�O���I�X�Q�G�L�Q�J���F�K�D�Q�Q�H�O�V���F�D�Q���E�H�F�R�P�H���X�Q�U�H�O�L�D�E�O�H�����F�U�H�D�W�L�Q�J���I�X�Q�G�L�Q�J��
�V�K�R�U�W�D�J�H�V���I�R�U���E�X�V�L�Q�H�V�V�H�V���D�Q�G���I�L�Q�D�Q�F�L�D�O���O�R�V�V�H�V���I�R�U���L�Q�Y�H�V�W�R�U�V�����)�X�U�W�K�H�U�P�R�U�H�����E�X�V�L�Q�H�V�V�H�V���D�Q�G���L�Q�Y�H�V�W�R�U�V��
�P�L�J�K�W���V�W�D�U�W���W�R���K�R�D�U�G���F�D�V�K���D�Q�G���V�H�O�O���U�L�V�N�\���D�V�V�H�W�V�����7�K�H�V�H���D�F�W�L�Y�L�W�L�H�V���P�D�\���O�H�D�G���W�R���D�V�V�H�W���G�H�Y�D�O�X�D�W�L�R�Q�����I�L�U�H��
�V�D�O�H�V�����D�Q�G���E�D�Q�N�U�X�S�W�F�L�H�V���W�K�D�W���P�D�\���K�D�Y�H���D���Q�H�J�D�W�L�Y�H���U�L�S�S�O�H���H�I�I�H�F�W���R�Q���W�K�H���E�U�R�D�G�H�U���H�F�R�Q�R�P�\���� 

�7�K�H���X�Q�F�H�U�W�D�L�Q�W�L�H�V���V�X�U�U�R�X�Q�G�L�Q�J���F�U�L�V�L�V���F�R�Q�G�L�W�L�R�Q�V���F�D�Q���L�Q�F�U�H�D�V�H���Y�R�O�D�W�L�O�L�W�\�����P�H�D�Q�L�Q�J���P�D�U�N�H�W�V��
�H�[�S�H�U�L�H�Q�F�H���J�U�H�D�W�H�U���S�U�L�F�H���I�O�X�F�W�X�D�W�L�R�Q���D�Q�G���G�L�V�S�H�U�V�L�R�Q��3���9�R�O�D�W�L�O�L�W�\�� �L�V���D���F�R�P�P�R�Q���L�Q�G�L�F�D�W�R�U���R�I���U�L�V�N�²

                                              
1 U.S. Securit ies and Exchange Commission (SEC), Fiscal Year 2021 Congressional Budget Justification Annual 
Performance Plan, at https://www.sec.gov/files/secfy21congbudgjust.pdf#page=6.  

2 SEC, Fiscal Year 2021 Congressional Budget Justification Annual Performance Plan.  
3 Volatility is a statist ical measure of �W�K�H���G�H�J�U�H�H���R�I���Y�D�U�L�D�W�L�R�Q���L�Q���D���I�L�Q�D�Q�F�L�D�O���L�Q�V�W�U�X�P�H�Q�W�¶�V trading price observed over a 

period of t ime. It can be historical or implied, and volatility itself can also be a tradable market instrument. A market 

index, called �W�K�H���9�,�;�� �L�Q�G�H�[�����L�V�� �R�I�W�H�Q���X�V�H�G���W�R���P�H�D�V�X�U�H���W�K�H���P�D�U�N�H�W�¶�V���H�[�S�H�F�W�D�W�L�R�Q���R�I������-day forward-looking volatility 

using inputs from S&P 500 options. This report does not cover the technical details of volatility. 
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Figure 1. Modeled Volatility (VIX Index) Over a Century  

 
Source:  BNP Paribas, 100 Years of Crashes: COVID-19 Crisis Playbook, April 17, 2020.  

Note:  The VIX index �L�V�� �D���P�D�U�N�H�W���L�Q�G�H�[���W�K�D�W���P�H�D�V�X�U�H�V�� �W�K�H���P�D�U�N�H�W�·�V�� �H�[�S�H�F�W�D�W�L�R�Q���R�I������-day forward-looking 
volatility using inputs from S&P 500 options. 
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Figure 2. U.S. Activity Declines vs. Pre -COVID -19, GDP-Weighted, % Change  

 
Source:  Goldman Sachs Global Macro Research, Reopening the Economy, April 28, 2020.  
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Figure 3. Government Spending as Share of GDP   
(as of 4/19/2020) 

 
Source:  Bank of America Research Investment Committee. �5�R�E�L�Q���:�L�J�J�O�H�Z�R�U�W�K���� �´�&�R�U�R�Q�D�Y�L�U�X�V���&�U�H�D�W�H�V���%�L�J�J�H�V�W��
�(�F�R�Q�R�P�L�F�� �8�Q�F�H�U�W�D�L�Q�W�\���L�Q���'�H�F�D�G�H�V���µ�� �$�S�U�L�O�� ���������������������D�W��https://www.ft.com/content/4d77ab77-0ff0-46ff-b30e-
ae712c582457.    

Notes:  WWI = World War  I; WWII = World War  II; GFC = the 2007-2009 global financial crisis. 
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�H�[�D�P�S�O�H�����R�Q�H���V�W�X�G�\���V�X�J�J�H�V�W�V���W�K�D�W���L�Q�G�X�V�W�U�L�D�O���R�X�W�S�X�W���I�H�O�O���V�K�D�U�S�O�\���G�X�U�L�Q�J���W�K�H�������������I�O�X���S�D�Q�G�H�P�L�F���E�X�W��
�U�H�E�R�X�Q�G�H�G���Z�L�W�K�L�Q���P�R�Q�W�K�V�����D�Q�G���W�K�D�W���W�K�H���D�G�Y�H�U�V�H���H�F�R�Q�R�P�L�F���H�I�I�H�F�W�V���F�D�S�W�X�U�H�G���L�Q���W�K�H���V�W�X�G�\���Z�H�U�H���V�K�R�U�W��
�O�L�Y�H�G��4���$�Q�R�W�K�H�U���V�W�X�G�\���R�I���������P�D�M�R�U���S�D�Q�G�H�P�L�F�V���V�X�J�J�H�V�W�V���W�K�D�W���W�K�H�L�U���D�G�Y�H�U�V�H���P�D�F�U�R�H�F�R�Q�R�P�L�F���D�I�W�H�U��
�H�I�I�H�F�W�V���O�D�V�W�H�G���D�E�R�X�W���������\�H�D�U�V��5�� 

"È×ÐÛÈÓɯ,ÈÙÒÌÛÚɯ5ÖÓÈÛÐÓÐÛàɯÈÕËɯ".5(#ɪƕƝ 
�7�K�L�V���V�H�F�W�L�R�Q���G�L�V�F�X�V�V�H�V���K�R�Z���V�W�U�H�V�V�I�X�O���F�R�Q�G�L�W�L�R�Q�V���D�U�H���R�E�V�H�U�Y�H�G���L�Q���W�K�H���P�D�U�N�H�W�V���I�R�U���V�W�R�F�N�V�����F�R�U�S�R�U�D�W�H��
�E�R�Q�G�V�����D�Q�G���I�X�Q�G�V�����7�K�H���V�X�E�V�H�F�W�L�R�Q�V���U�H�O�D�W�L�Q�J���W�R���H�D�F�K���R�I���W�K�H�V�H���W�K�U�H�H���F�R�P�S�R�Q�H�Q�W�V���L�G�H�Q�W�L�I�\���N�H�\��
�F�R�Q�F�H�U�Q�V�����G�L�V�F�X�V�V���V�H�O�H�F�W�H�G���P�D�U�N�H�W���V�H�J�P�H�Q�W�V���D�Q�G���W�K�H�L�U���V�W�U�H�V�V���F�R�Q�G�L�W�L�R�Q�V�����D�Q�G���G�H�V�F�U�L�E�H���S�R�O�L�F�\��
�U�H�V�S�R�Q�V�H�V���W�R���W�K�H�V�H���F�R�Q�G�L�W�L�R�Q�V���D�V���Z�H�O�O���D�V���W�K�H�L�U���H�I�I�H�F�W�V���� 

2ÛÖÊÒÚɯ 

�6�W�R�F�N�V�����D�O�V�R���F�D�O�O�H�G���H�T�X�L�W�L�H�V�����D�U�H���V�K�D�U�H�V���R�I���R�Z�Q�H�U�V�K�L�S���L�Q���D���S�X�E�O�L�F���F�R�P�S�D�Q�\�����J�H�Q�H�U�D�O�O�\���O�L�V�W�H�G���R�Q���D��
�Q�D�W�L�R�Q�D�O�� �V�H�F�X�U�L�W�L�H�V���H�[�F�K�D�Q�J�H�����7�K�H���V�W�R�F�N���P�D�U�N�H�W���F�R�Q�V�L�V�W�V���R�I���D�U�R�X�Q�G���������������F�R�P�S�D�Q�L�H�V���Z�L�W�K���D��
�F�R�P�E�L�Q�H�G���P�D�U�N�H�W���F�D�S�L�W�D�O�L�]�D�W�L�R�Q���R�I���P�R�U�H���W�K�D�Q�����������W�U�L�O�O�L�R�Q�� ���)�L�J�X�U�H��������6���,�Q���E�U�R�D�G���X�V�D�J�H�����W�K�H���V�W�R�F�N��
�P�D�U�N�H�W���D�O�V�R���U�H�I�H�U�V���W�R���W�K�H���S�X�E�O�L�F���R�I�I�H�U�L�Q�J���D�Q�G���W�U�D�G�L�Q�J���R�I���V�K�D�U�H�V���L�Q���L�Q�Y�H�V�W�P�H�Q�W���I�X�Q�G�V���D�Q�G���R�W�K�H�U��
�I�L�Q�D�Q�F�L�D�O�� �L�Q�V�W�U�X�P�H�Q�W�V�����$�U�R�X�Q�G���K�D�O�I���R�I���8���6�����K�R�X�V�H�K�R�O�G�V���R�Z�Q���V�W�R�F�N���L�Q�Y�H�V�W�P�H�Q�W�V��7�� 

                                              
4 Francois Velde, What Happened to the US Economy During the 1918 Influenza Pandemic? A View Through High-
Frequency Data, Federal Reserve Bank of Chicago Working Paper no. WP-2020-11, April 17, 2020, at 

https://www.chicagofed.org/publications/working-papers/2020/2020-11.  
5 Oscar Jorda, Sanjay R. Singh, and Alan M. Taylor, Longer-Run Economic Consequences of Pandemics, Federal 

Reserve Bank of San Francisco Working Paper no. 2020-09, March 2020, at https://www.frbsf.org/economic-research/

files/wp2020-09.pdf. 

6 As compared to the 2018 U.S. gross domestic product of $20 trillion. Market capitalization refers to the market value 

�R�I���D���F�R�P�S�D�Q�\�¶�V���R�X�W�V�W�D�Q�Ging shares of stock. For more details, see SEC, Office of the Advocate for Small Business 
Capital Formation FY2019 Annual Report, December 19, 2019, at https://www.sec.gov/files/

2019_OASB_Annual%20Report.pdf#page=30; and Bureau of Economic Analysis, Gross Domestic Product, Fourth 
Quarter and Annual 2018 (Initial Estimate), February 28, 2019, at https://www.bea.gov/news/2019/init ial-gross-

domestic-product-4th-quarter-and-annual-2018. 
7 �.�L�P���3�D�U�N�H�U���D�Q�G���5�L�F�K�D�U�G���)�U�\�����³ �0�R�U�H���7 �K�D�Q���+�D�O�I���R�I���8���6�����+�R�X�V�H�K�R�O�G�V�� �+�D�Y�H���6�R�P�H���,�Q�Y�H�V�W�P�H�Q�W���L�Q���W�K�H���6�W�R�F�N���0�D�U�N�H�W���´��Pew 

Research Center, March 25, 2020, at https://www.pewresearch.org/fact-tank/2020/03/25/more-than-half-of-u-s-

households-have-some-investment-in-the-stock-market. 
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Figure 4. U.S. Stock Market: Publicly Listed Companies and Their Ma rket 
Capitalization  

 
Source:  SEC, Office of The Advocate for Small Business Capital Formation Annual Report for Fiscal Year 2019, at 
https://www.sec.gov/files/2019_OASB_Annual%20Report.pdf#page=30. 

�7�K�H���V�W�R�F�N���P�D�U�N�H�W���S�U�R�Y�L�G�H�V���D���P�H�D�Q�V���R�I���I�X�Q�G�U�D�L�V�L�Q�J���D�Q�G���W�U�D�G�L�Q�J���I�R�U���E�X�V�L�Q�H�V�V�H�V���D�Q�G���L�Q�Y�H�V�W�R�U�V�����7�K�H�V�H��
�D�F�W�L�Y�L�W�L�H�V���G�L�U�H�F�W���P�R�Q�H�\���L�Q�W�R���E�X�V�L�Q�H�V�V�H�V���W�K�D�W���W�K�H���L�Q�Y�H�V�W�P�H�Q�W���F�R�P�P�X�Q�L�W�\���E�H�O�L�H�Y�H�V���W�R���E�H���W�K�H���P�R�V�W��
�S�U�R�P�L�V�L�Q�J���I�R�U���J�U�R�Z�W�K���D�Q�G���U�H�W�X�U�Q�V�����$�V���V�X�F�K�����W�K�H���V�W�R�F�N���P�D�U�N�H�W���I�X�Q�F�W�L�R�Q�V���W�R���D�O�O�R�F�D�W�H���D�V�V�H�W�V�����G�U�L�Y�H��
�H�F�R�Q�R�P�L�F���J�U�R�Z�W�K�����S�U�R�Y�L�G�H���O�L�T�X�L�G�L�W�\�����D�Q�G���I�D�F�L�O�L�W�D�W�H�� �V�D�Y�L�Q�J�V���D�Q�G���L�Q�Y�H�V�W�P�H�Q�W�V�����7�K�H���P�D�U�N�H�W���D�O�V�R���R�I�I�H�U�V��
�D���E�D�U�R�P�H�W�H�U���I�R�U���W�K�H���K�H�D�O�W�K���R�I���W�K�H���E�X�V�L�Q�H�V�V���D�Q�G���H�F�R�Q�R�P�L�F���H�Q�Y�L�U�R�Q�P�H�Q�W�V���� 

�7�K�H���'�R�Z���-�R�Q�H�V���,�Q�G�X�V�W�U�L�D�O���$�Y�H�U�D�J�H���R�U���6�	�3�������������L�Q�G�H�[�H�V���W�K�D�W���F�R�P�S�U�L�V�H���������D�Q�G�����������O�D�U�J�H���O�L�V�W�H�G��
�F�R�P�S�D�Q�L�H�V�����U�H�V�S�H�F�W�L�Y�H�O�\�����D�U�H���R�I�W�H�Q���X�V�H�G���W�R���J�D�X�J�H���W�K�H���V�W�R�F�N���P�D�U�N�H�W�¶�V���P�R�Y�H�P�H�Q�W�V��8���7�K�H���V�W�R�F�N��
�P�D�U�N�H�W�¶�V���R�Y�H�U�D�O�O���S�H�U�I�R�U�P�D�Q�F�H���J�H�Q�H�U�D�O�O�\���I�R�O�O�R�Z�V���X�Q�G�H�U�O�\�L�Q�J���E�X�V�L�Q�H�V�V���D�Q�G���H�F�R�Q�R�P�L�F���F�R�Q�G�L�W�L�R�Q�V���D�Q�G��
�H�Q�W�H�U�V���L�Q�W�R���E�X�O�O�� �R�U���E�H�D�U���U�X�Q�V��9�� 

1È×ÐËɯ!ÜÓÓɯÈÕËɯ!ÌÈÙɯ3ÙÈÕÚÐÛÐÖÕÚ 

�7�K�H���&�2�9�,�'���������S�D�Q�G�H�P�L�F���H�Q�G�H�G���D�Q������ ���\�H�D�U���8���6�����V�W�R�F�N���P�D�U�N�H�W���E�X�O�O���U�X�Q���L�Q���P�L�G���0�D�U�F�K�����U�H�V�X�O�W�L�Q�J���L�Q��
�W�K�H���T�X�L�F�N�H�V�W���G�U�D�Z�G�R�Z�Q���R�Q���U�H�F�R�U�G�����)�L�J�X�U�H��������10���7�K�H���P�D�U�N�H�W���V�X�E�V�H�T�X�H�Q�W�O�\���U�H�E�R�X�Q�G�H�G���W�R���D�Q���H�[�W�H�Q�W����

                                              
8 The Dow Jones Industrial Average is a 30-stock, price-weighted index that measures the performance of some of the 

largest U.S. companies. The index covers all industries except for transportation and utilit ies. The S&P 500 is based on 

market capitalization and measures the performance of 500 large-cap companies covering around 80% of available 
�P�D�U�N�H�W���F�D�S�L�W�D�O�L�]�D�W�L�R�Q�����)�R�U���P�R�U�H���G�H�W�D�L�O�V�����V�H�H���6�	�3���*�O�R�E�D�O���� �³S&P 500���´���D�W��https://us.spindices.com/indices/equity/sp-500, 

�D�Q�G���³Dow Jones Industrial Average���´���D�W��https://us.spindices.com/indices/equity/dow-jones-industrial-average. 

9 �)�L�G�H�O�L�W�\�����³Sector Investing Using the Business Cycle���´���0�D�\�����������������������D�W��https://www.fidelity.com/viewpoints/

investing-ideas/sector-investing-business-cycle. 

10 �7 �R�P���:�H�V�W�E�U�R�R�N���D�Q�G���6�F�R�W�W���0�X�U�G�R�F�K�����³ �+�R�Z���W�K�H���/�R�Q�J�H�V�W���%�X�O�O���5�X�Q�� �L�Q���+�L�V�W�R�U�\���(�Q�G�H�G���L�Q���3�D�Q�G�H�P�L�F���3�D�Q�L�F���´��Reuters, 

March 13, 2020, at https://www.reuters.com/article/us-health-coronavirus-markets-ticktock/how-the-longest-bull-run-

in-history-ended-in-pandemic-panic-idUSKBN21038A. 
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�I�R�O�O�R�Z�L�Q�J���O�L�T�X�L�G�L�W�\�� �L�Q�W�H�U�Y�H�Q�W�L�R�Q�V���E�\���W�K�H���)�H�G�H�U�D�O���5�H�V�H�U�Y�H���D�Q�G���&�R�Q�J�U�H�V�V�¶�V���������W�U�L�O�O�L�R�Q���F�R�U�R�Q�D�Y�L�U�X�V��
�U�H�O�L�H�I���S�D�F�N�D�J�H�����3���/����������������������11�� 

Figure 5. Quickest Drawdown for U.S. Stocks on Record  
(the number of trading days it took for the S&P 500 index to drop 30%) 

 
Sourc e: Bank of America Global Research. Yun Li, � T́his was the fastest 30% sell-off ever, exceeding the pace of 
declines during the Great Depression���µ CNBC, March 23, 2020, at https://www.cnbc.com/2020/03/23/this-was-
the-fastest-30percent-stock-market-decline-ever.html. 

2ÌÊÜÙÐÛÐÌÚɯ5ÈÓÜÈÛÐÖÕɯ#ÜÙÐÕÎɯ,ÈÙÒÌÛɯ2ÛÙÌÚÚ 

�6�W�R�F�N���S�U�L�F�H�V���D�U�H���I�R�U�Z�D�U�G���O�R�R�N�L�Q�J�����J�H�Q�H�U�D�O�O�\���U�H�I�O�H�F�W�L�Q�J���W�K�H���P�D�U�N�H�W�¶�V���H�[�S�H�F�W�D�W�L�R�Q�V���R�I���D���F�R�P�S�D�Q�\�¶�V��
�Z�R�U�W�K�����7�K�H�V�H���H�[�S�H�F�W�D�W�L�R�Q�V���D�U�H���L�Q�I�R�U�P�H�G���E�\���G�L�I�I�H�U�H�Q�W���P�H�W�K�R�G�V���R�I���G�H�W�H�U�P�L�Q�L�Q�J���D���F�R�P�S�D�Q�\�¶�V��
�X�Q�G�H�U�O�\�L�Q�J���Y�D�O�X�H�����)�R�U���H�[�D�P�S�O�H�����W�K�H���G�L�V�F�R�X�Q�W�H�G���F�D�V�K���I�O�R�Z���P�R�G�H�O���F�D�O�F�X�O�D�W�H�V���W�K�H���F�X�U�U�H�Q�W���Y�D�O�X�H���R�I���D��
�F�R�P�S�D�Q�\�¶�V���I�X�W�X�U�H���L�Q�F�R�P�H���V�W�U�H�D�P�����Z�K�H�U�H�D�V���P�X�O�W�L�S�O�H�V���D�Q�D�O�\�V�L�V���J�D�X�J�H�V���D���F�R�P�S�D�Q�\�¶�V���Z�R�U�W�K���X�V�L�Q�J��
�P�X�O�W�L�S�O�H�V�� �R�I���L�W�V���H�[�L�V�W�L�Q�J���H�D�U�Q�L�Q�J�V���R�U���V�D�O�H�V�����D�P�R�Q�J���R�W�K�H�U���P�H�D�V�X�U�H�V��12���7�K�H�V�H���I�X�Q�G�D�P�H�Q�W�D�O���D�Q�D�O�\�V�H�V��
�D�L�P���W�R���F�D�O�F�X�O�D�W�H���D���I�L�U�P�¶�V���L�Q�W�U�L�Q�V�L�F���Y�D�O�X�H���I�R�U���F�R�P�S�D�U�L�V�R�Q���Z�L�W�K���L�W�V���V�W�R�F�N���S�U�L�F�H���D�Q�G���D�O�O�R�Z���L�Q�Y�H�V�W�R�U�V���W�R��
�G�H�W�H�U�P�L�Q�H���Z�K�H�W�K�H�U���W�K�H�\���V�K�R�X�O�G���E�X�\���R�U���V�H�O�O�� 

�,�Q���W�K�H���F�R�Q�W�H�[�W���R�I���W�K�H���F�R�U�R�Q�D�Y�L�U�X�V���L�Q�G�X�F�H�G���P�D�U�N�H�W���V�W�U�H�V�V�����)�L�J�X�U�H�����������G�R�H�V���P�D�U�N�H�W���Y�R�O�D�W�L�O�L�W�\���P�H�D�Q��
�W�K�D�W���F�R�P�S�D�Q�L�H�V�¶���X�Q�G�H�U�O�\�L�Q�J���I�L�Q�D�Q�F�L�D�O���F�R�Q�G�L�W�L�R�Q�V���V�X�G�G�H�Q�O�\���F�K�D�Q�J�H�G�����R�U���D�U�H���W�K�H�U�H���R�W�K�H�U���I�D�F�W�R�U�V���W�K�D�W��
�F�R�P�H���L�Q�W�R���S�O�D�\�"���7�K�H���D�Q�V�Z�H�U���V�H�H�P�V���P�L�[�H�G�����(�D�U�Q�L�Q�J�V���H�V�W�L�P�D�W�H�V���D�Q�G���R�W�K�H�U���I�D�F�W�R�U�V���I�H�H�G�L�Q�J���L�Q�W�R��
�Y�D�O�X�D�W�L�R�Q�� �H�V�W�L�P�D�W�H�V���F�H�U�W�D�L�Q�O�\���K�D�Y�H���F�K�D�Q�J�H�G�����)�R�U���H�[�D�P�S�O�H�����W�K�H���F�R�U�R�Q�D�Y�L�U�X�V���G�L�U�H�F�W�O�\���U�H�G�X�F�H�G��
�H�F�R�Q�R�P�L�F���D�F�W�L�Y�L�W�L�H�V���L�Q���F�H�U�W�D�L�Q���L�Q�G�X�V�W�U�L�H�V�����7�K�H���Y�L�U�X�V���P�L�J�K�W���D�O�V�R���L�Q�G�L�U�H�F�W�O�\���U�H�G�X�F�H���F�R�P�S�D�Q�L�H�V�¶��
�R�X�W�O�R�R�N�V���E�H�F�D�X�V�H���F�H�U�W�D�L�Q���P�D�F�U�R�H�F�R�Q�R�P�L�F���F�R�Q�G�L�W�L�R�Q�V���K�D�Y�H���Z�R�U�V�H�Q�H�G�����H���J�������K�L�J�K�H�U���X�Q�H�P�S�O�R�\�P�H�Q�W��
�U�D�W�H�����U�H�G�X�F�H�G���V�S�H�Q�G�L�Q�J�����D�Q�G���W�K�H���W�K�U�H�D�W���R�I���Z�L�G�H�V�S�U�H�D�G���E�D�Q�N�U�X�S�W�F�L�H�V�������I�X�U�W�K�H�U���V�X�S�S�U�H�V�V�L�Q�J���V�W�R�F�N��
�S�U�L�F�H�V�����6�X�F�K���H�F�R�Q�R�P�L�F���H�I�I�H�F�W�V�����K�R�Z�H�Y�H�U�����G�R���Q�R�W���W�H�O�O���W�K�H���Z�K�R�O�H���V�W�R�U�\�����6�W�R�F�N���S�U�L�F�H�V���F�D�Q���R�I�W�H�Q��
�G�H�F�R�X�S�O�H���I�U�R�P���X�Q�G�H�U�O�\�L�Q�J���F�R�U�S�R�U�D�W�H���I�X�Q�G�D�P�H�Q�W�D�O�V���G�X�U�L�Q�J���P�D�U�N�H�W���W�X�U�P�R�L�O�����Z�L�W�K���P�D�U�N�H�W��
�S�V�\�F�K�R�O�R�J�\���D�Q�G���O�L�T�X�L�G�L�W�\�� �F�U�X�Q�F�K�H�V���D�G�G�L�Q�J���W�R���V�W�U�H�V�V���O�H�Y�H�O�V�����5�H�D�F�W�L�R�Q�V���W�R���P�D�U�N�H�W���V�W�U�H�V�V���F�D�Q���D�O�V�R��

                                              
11 For more details on the capital markets reactions toward the liquidity interventions, see CRS Insight IN11340, 

COVID-19: Selected Capital Markets Segments Supported by Federal Government Liquidity Interventions, by Eva Su.  
12 �)�R�U���P�R�U�H���R�Q���W�K�H���G�L�V�F�R�X�Q�W�H�G���F�D�V�K���I�O�R�Z�� �P�R�G�H�O���D�Q�G���P�X�O�W�L�S�O�H�V���D�Q�D�O�\�V�L�V�����V�H�H���:�D�O�O�6�W�U�H�H�W�3�U�H�S�����³Introduction to The DCF 

Model���´���D�W��https://www.wallstreetprep.com/knowledge/dcf-model-training-6-steps-building-dcf-model-excel; and 

�0�F�.�L�Q�V�H�\���	���&�R�P�S�D�Q�\�����³The Right Role for Mult iples in Valuation���´���0�D�U�F�K���������������D�W��https://www.mckinsey.com/

business-functions/strategy-and-corporate-finance/our-insights/the-right-role-for-mult iples-in-valuation.  
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Figure 6. Office of Financial Research Financial Stress Index  

 
Source:  Office of Financial Research, U.S. Department of the Treasury, OFR Financial Stress Index, at 
https://www.financialresearch.gov/financial-stress-index/. 

Note:  Shaded areas indicate U.S. recessions.  
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�L�Q�I�R�U�P�D�W�L�R�Q���W�R���H�Q�V�X�U�H���P�D�U�N�H�W���W�U�D�Q�V�S�D�U�H�Q�F�\��14 
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13 �6�(�&�� �&�K�D�L�U�P�D�Q���-�D�\���&�O�D�\�W�R�Q�����³ �5�H�P�D�U�N�V���W�R���W�K�H���)�L�Q�D�Q�F�L�D�O���6�W�D�E�L�O�L�W�\���2�Y�H�U�V�L�J�K�W���&�R�X�Q�F�L�O���´���0�D�\�����������������������D�W��
https://www.sec.gov/news/speech/clayton-remarks-financial-stability-oversight-council-051420. 
14 For more details, see CRS In Focus IF11256, SEC Securities Disclosure: Background and Policy Issues, by Eva Su.  

15 �6�(�&���� �³ �6�(�&�� �)�R�U�P�V���&�U�R�V�V-Divisional COVID-������ �0�D�U�N�H�W���0�R�Q�L�W�R�U�L�Q�J���*�U�R�X�S���´���S�U�H�V�V���U�H�O�H�D�V�H�����$�Sril 24, 2020, at 

https://www.sec.gov/news/press-release/2020-95. 

16 �6�(�&���� �³SEC Coronavirus (COVID-19) Response���´���D�W��https://www.sec.gov/sec-coronavirus-covid-19-response. 
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Figure 7. Incidence  of Circuit Breakers  
(number of times the S&P 500 fell 7% and hit a circuit breaker [as of April 2020]) 

 
Source:  Deutsche Bank Research; Lev Borodovsky, � T́he Daily Shot: The Expected Spike in Savings Rate Will 
Hinder Recovery���µ��Wall Street Journal, April 23, 2020. 

                                              
17 �6�(�&���� �³Investor Bulletin: Measures to Address Market Volatility���´���-�X�O�\���������������������D�W��https://www.sec.gov/oiea/investor-

alerts-bulletins/investor-alerts-circuitbreakersbulletinhtm.html. 

18 A market decline that triggers a Level 1 or Level 2 circuit breaker before 3:25 p.m. will halt market-wide trading for 

15 minutes, whereas a similar market decline at or after 3:25 p.m. will not halt market-wide trading.  
19 �6�(�&���� �³Investor Bulletin: Measures to Address Market Volatility���´���-�X�O�\���������������������D�W��https://www.sec.gov/oiea/investor-

alerts-bulletins/investor-alerts-circuitbreakersbulletinhtm.html. 
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Figure 8. Number of Unique Securities Triggering LULD Trading Pauses  
(illustrative examples of LULD trading pauses between 3/3/2020 and 3/13/2020) 

 
Source:  Bank of America Securities, Global Banking & Markets: Market Insights, at https://www.bofaml.com/en-us/
content/trader-insights/coronavirus-impact-market-structure-volatility.html.  
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20 Alexander Osipovich and Dawn Lim�����³ �:�D�O�O���6�W�U�H�H�W���(�[�S�O�R�U�H�V���&�K�D�Q�J�H�V���W�R���&�L�U�F�X�L�W���%�U�H�D�N�H�U�V���$�I�W�H�U���&�R�U�R�Q�D�Y�L�U�X�V���&�U�D�V�K���´��
Wall Street Journal, April 15, 2020, at https://www.wsj.com/articles/wall-street-explores-changes-to-circuit-breakers-

after-coronavirus-crash-11586952558. 

21 �)�R�U���P�R�U�H���R�Q���W�K�H���X�S�W�L�F�N���U�X�O�H�����V�H�H���6�(�&���� �³SEC Approves Short Selling Restrict ions���´���S�U�H�V�V���U�H�O�H�D�V�H�����)�H�E�U�X�D�U�\�� ��������������������
at https://www.sec.gov/news/press/2010/2010-26.htm. 

22 �6�(�&���� �³Short Sales���´�� �D�W��https://www.sec.gov/answers/shortsale.htm.  
23 Robert Battalio, Hamid Mehran, and Paul S�F�K�X�O�W�]���� �³ �0�D�U�N�H�W���'�H�F�O�L�Q�H�V�����:�K�D�W���,�V���$�F�F�R�P�S�O�L�V�K�H�G���E�\���%�D�Q�Q�L�Q�J���6�K�R�U�W-

�6�H�O�O�L�Q�J�"�´��Federal Reserve Bank New York, 2012, at https://www.newyorkfed.org/medialibrary/media/research/

current_issues/ci18-5.pdf. 

24 �5�H�X�W�H�U�V�����³ �8���6�����)�L�Q�D�Q�F�H���,�Q�G�X�V�W�U�\���6�D�\�V�� �0�D�U�N�H�W�V���0�X�V�W���6�W�D�\���2�S�H�Q���'�X�U�L�Q�J�� �3�D�Q�G�H�P�L�F���´���0�D�U�F�K�����������������������D�W��
https://www.reuters.com/article/us-health-coronavirus-usa-markets/u-s-finance-industry-says-markets-must-stay-open-

during-epidemic-idUSKBN21720O. 
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25 SEC, Order Under Section 36 of the Securities Exchange Act of 1934 Granting Exemptions from Specified 
Provisions of the Exchange Act and Certain Rules Thereunder, at https://www.sec.gov/rules/other/2020/34-88318.pdf. 

26 SEC, Staff Guidance for Conducting Shareholder Meetings in Light of COVID-19 Concerns, at https://www.sec.gov/

ocr/staff-guidance-conducting-annual-meetings-light-covid-19-concerns. 
27 SEC, Update on Consolidated Audit Trail; Temporary COVID-19 Staff No-Action Letter; Reducing Cybersecurity 
Risks, March 17, 2020, at https://www.sec.gov/news/public-statement/statement-clayton-cat-covid-19-nal-

cybersecurity-2020-03-17; and SEC, Order Granting Conditional Exemptive Relief, Pursuant to Section 36 of the 
�6�H�F�X�U�L�W�L�H�V���(�[�F�K�D�Q�J�H���$�F�W���R�I���������������³�(�[�F�K�D�Q�J�H���$�F�W�´�����D�Q�G���5�X�O�H�����������H�����R�I���5�H�J�X�O�D�W�L�R�Q���1�0�6���8�Q�G�H�U���W�K�H���(�[�F�K�D�Q�J�H���$�F�W�����I�U�R�P��
Sections 6.4, 6.7(a)(v) and 6.7(a)(vi) of the National Market System Plan Governing the Consolidated Audit Trail, 
April 20, 2020, at https://www.sec.gov/rules/exorders/2020/34-88702.pdf. 

28 SEC, Self-Regulatory Organizations; New York Stock Exchange LLC; Notice of Filing and Immediate Effectiveness 
of Proposed Rule Change to Amend Rules 7.35A, 7.35B, and 7.35C for a Temporary Period, March 20, 2020, at 

https://www.sec.gov/rules/sro/nyse/2020/34-88444.pdf. 
29 For more details, see CRS Report R46301, Title IV Provisions of the CARES Act (P.L. 116-136), coordinated by 

Andrew P. Scott.  

30 For more details, see CRS Report R46329, Treasury and Federal Reserve Financial Assistance in Title IV of the 
CARES Act (P.L. 116-136), coordinated by Andrew P. Scott.  
31 The corporate debt market also consists, to a much lesser extent, of leveraged loans, bank loans, and other liabilit ies. 

For more on leveraged loans, see CRS Report R46096, Leveraged Lending and Collateralized Loan Obligations: 
Frequently Asked Questions, by Eva Su, Marc Labonte, and David W. Perkins.  
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Figure 9. Corporate Debt as a Share of GDP  

 
Source:  Goldman Sachs, Assessing Credit Losses and Risks to the Banking System, May 25, 2020.  

Note:  Shaded areas indicate recessions.  
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Table 1. Corporate Bond Credit Ratings  

 �0�R�R�G�\�·�V �6�W�D�Q�G�D�U�G�� �	�� �3�R�R�U�·�V���D�Q�G�� �)�L�W�F�K 

Investment Grade    

Highest quality (best quality, smallest degree of investment risk) Aaa AAA 

High quality (often called high-grade bonds) Aa AA 

Upper medium grade (many favorite investment attributes) A A 

Medium grade (neither highly protected nor poorly secured) Baa BBB 

High Yield (Speculative Grade)    

Somewhat speculative (have speculative elements) Ba BB 

Speculative (generally lack characteristics of a desirable 
investment) 

B B 

Highly speculative (bonds of poor standing) Caa CCC 

                                              
32 PIMC�2�����³Corporate Bonds���´���D�W��https://www.pimco.com/en-us/resources/education/understanding-corporate-bonds. 
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 �0�R�R�G�\�·�V �6�W�D�Q�G�D�U�G�� �	�� �3�R�R�U�·�V���D�Q�G�� �)�L�W�F�K 

Most speculative (poor prospects) Ca CC 

Imminent default (extremely poor prospects) C C 

Default C D 

Source:  PIMCO, Understanding Corporate Bonds, at https://www.pimco.com/en-us/resources/education/
understanding-corporate-bonds. 
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�)�L�Q�D�Q�F�L�D�O�� �U�H�J�X�O�D�W�R�U�V���K�D�Y�H���V�K�R�Z�Q���S�D�U�W�L�F�X�O�D�U���F�R�Q�F�H�U�Q���R�Y�H�U���W�K�H���J�U�R�Z�W�K���R�I���%�%�%���E�R�Q�G�V�² �Z�K�L�F�K�����L�Q��
�W�K�L�V���U�H�S�R�U�W�����U�H�I�H�U���W�R���W�K�H���O�R�Z�H�V�W���T�X�D�O�L�W�\���L�Q�Y�H�V�W�P�H�Q�W���J�U�D�G�H���E�R�Q�G�V�����)�L�J�X�U�H���������D�Q�G���7�D�E�O�H�����������%�%�%��
�E�R�Q�G�V���P�D�G�H���X�S���D�U�R�X�Q�G���K�D�O�I���R�I���W�K�H���L�Q�Y�H�V�W�P�H�Q�W���J�U�D�G�H���P�D�U�N�H�W���D�V���R�I���������������F�R�P�S�D�U�H�G���W�R�����������L�Q��
����������36�� 

                                              
33 Claire Boston, Olivia Raimonde, and Alex Harris, �³High-Grade Bond-Fund Outflows Hit $35.6 Billion, Smashing 

�5�H�F�R�U�G���´ Bloomberg, March 19, 2020, at https://www.bloomberg.com/news/art icles/2020-03-19/investors-pull-record-

35-6-billion-from-investment-grade-debt.  
34 �7 �K�R�P�D�V���*�U�\�W�D���D�Q�G���-�H�Q�Q�L�I�H�U���0�D�O�R�Q�H�\�����³ �6�S�R�U�W�V�����5�H�W�D�L�O�R�U�V�����D�Q�G���$�L�U�O�L�Q�H�V�����$�X�W�R�V�����7 �K�H���'�D�P�D�J�H���$�F�U�R�V�V���%�X�V�L�Q�H�V�V���´��Wall 
Street Journal, March 15, 2020, at https://www.wsj.com/articles/how-a-virus-upended-the-business-world-

11584150596. 

35 For example, the restaurant and the airline industries were among the first to experience difficulty generating 

�H�D�U�Q�L�Q�J�V�����6�H�H�� �'�H�D�Q���'�R�Q�R�Y�D�Q�����³ �+�R�Z���W�K�H���$�L�U�O�L�Q�H���,�Q�G�X�V�W�U�\���:�L�O�O���7 �U�D�Q�V�I�R�U�P���,�W�V�H�O�I���D�V���,�W���&�R�P�H�V���%�D�F�N���I�U�R�P���&�R�U�R�Q�D�Y�L�U�X�V���´��
Forbes, March 30, 2020, at https://www.forbes.com/sites/deandonovan/2020/03/30/how-the-airline-industry-will -

transform-itself-as-it-comes-back-from-cornonavirus/#3e72600167b9. 
36 �.�D�U�H�Q���6�F�K�H�Q�R�Q�H�����³ �0�D�N�L�Q�J���W�K�H���*�U�D�G�H���� �+�R�Z�� �5�L�V�N�\���$�U�H���%�%�%�� �%�R�Q�G�V�"�´�� �1�D�V�G�D�T���� �2�F�W�R�E�H�U���������������������D�W����
https://www.nasdaq.com/articles/making-the-grade%3A-how-risky-are-bbb-bonds-2019-10-07.  
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Figure 10. Changes in Corporate Bond Credit Rating Composition  
(market capitalization of Bloomberg Barclays Corporate Indexes, BBB [Baa] growth highlighted in gray) 

 
Source:  Deutsche Bank Research; London Business School, Centre for Economic Policy Research COVID-19 
Webinar, April 1, 2020, at https://www.forbes.com/sites/lbsbusinessstrategyreview/2020/04/01/centre-for-
economic-policy-research-covid-19-webinar/#70f5d10257f2.  

�%�%�%�� �E�R�Q�G�V���G�U�D�Z���F�R�Q�F�H�U�Q�V���R�Y�H�U���³�I�D�O�O�H�Q���D�Q�J�H�O�V�´���U�L�V�N�² �W�K�H���U�L�V�N���W�K�D�W���I�X�U�W�K�H�U���G�R�Z�Q�J�U�D�G�H�V���F�R�X�O�G���S�X�V�K��
�D���%�%�%�� �E�R�Q�G�¶�V���U�D�W�L�Q�J���I�U�R�P���L�Q�Y�H�V�W�P�H�Q�W���J�U�D�G�H���W�R���K�L�J�K���\�L�H�O�G�����7�K�L�V���P�L�J�U�D�W�L�R�Q���Z�R�X�O�G���D�G�Y�H�U�V�H�O�\���D�I�I�H�F�W��
�F�R�P�S�D�Q�L�H�V�¶���E�R�U�U�R�Z�L�Q�J���F�D�S�D�F�L�W�\���D�Q�G���F�R�V�W�V�����W�K�X�V���L�Q�F�U�H�D�V�L�Q�J���W�K�H���O�L�N�H�O�L�K�R�R�G���W�K�D�W���W�K�H�V�H���D�O�U�H�D�G�\���U�L�V�N�\��
�F�R�P�S�D�Q�L�H�V���P�D�\���G�H�I�D�X�O�W�����/�D�U�J�H���V�F�D�O�H���G�H�I�D�X�O�W�V���P�L�J�K�W�����L�Q���W�X�U�Q�����O�H�D�G���W�R���V�\�V�W�H�P�L�F���U�L�V�N���D�Q�G���I�L�Q�D�Q�F�L�D�O��
�V�W�D�E�L�O�L�W�\�� �F�R�Q�F�H�U�Q�V�����7�K�H���O�R�Q�J���W�H�U�P���D�Y�H�U�D�J�H���U�D�W�H���E�\���Z�K�L�F�K���³�D�Q�J�H�O�V���I�D�O�O�´���L�V���D�U�R�X�Q�G���������S�H�U���\�H�D�U�����Z�L�W�K��
�K�L�J�K�H�U���U�D�W�H�V���V�H�H�Q���G�X�U�L�Q�J���E�X�V�L�Q�H�V�V���G�R�Z�Q�W�X�U�Q�V�����)�L�J�X�U�H������ �������9�D�U�L�R�X�V���F�U�H�G�L�W���V�W�U�D�W�H�J�L�V�W�V���K�D�Y�H���S�U�R�M�H�F�W�H�G��
�W�K�D�W���W�K�H���Y�R�O�X�P�H���R�I���I�D�O�O�H�Q�� �D�Q�J�H�O�V���Z�L�O�O���F�R�Q�W�L�Q�X�H���W�R���L�Q�F�U�H�D�V�H���V�X�E�V�W�D�Q�W�L�D�O�O�\���L�Q���������������D�O�W�K�R�X�J�K���W�K�H���H�[�D�F�W��
�S�U�R�M�H�F�W�L�R�Q�V���G�L�I�I�H�U�����7�D�E�O�H��������37�� 

                                              
37 �0�R�O�O�\���6�P�L�W�K�����³Virus Sell-�2�I�I�� �7 �X�U�Q�V���%�R�Q�G�V�� �,�Q�W�R���µ�)�D�O�O�H�Q���$�Q�J�H�O�V���¶���+�H�U�H�¶�V���:�K�\���'�R�Z�Q�J�U�D�G�H�V�� �0�D�W�W�H�U���´��Bloomberg, 

April 1, 2020, at https://www.bloomberg.com/news/art icles/2020-04-01/bond-downgrades-by-the-boatload-and-why-

they-matter-quicktake. 
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Figure 11. Percent age of BBB -Rated Issuers That Become Fallen Angel s Within a 
Year  

 
Source:  Organisation for Economic Co-operation and Development, Corporate Bond Market Trends, Emerging 
Risks and Monetary Policy, 2020, at http://www.oecd.org/corporate/ca/Corporate-Bond-Market-Trends-Emerging-
Risks-Monetary-Policy.pdf#page=47. 

Table 2. �&�U�H�G�L�W���6�W�U�D�W�H�J�L�V�W�V�·���(�V�W�L�P�D�W�L�R�Q�V���R�I�������������)�D�O�O�H�Q���$�Q�J�H�O�V���9�R�O�X�P�H 

Credit Strategist  Fallen Angel Volume Estimate for 2020  

UBS $115 billion - $140 billion 

Barclays $175 billion - $200 billion 

Bank of America $200 billion 

JPMorgan $215 billion 

Citigroup $250 billion - $300 billion 

Morgan Stanley $300 billion - $350 billion 

Source: �0�R�O�O�\�� �6�P�L�W�K���� �´Virus Sell-�2�I�I�� �7�X�U�Q�V���%�R�Q�G�V���,�Q�W�R���¶�)�D�O�O�H�Q���$�Q�J�H�O�V���·�� �+�H�U�H�·�V�� �:�K�\���'�R�Z�Q�J�U�D�G�H�V���0�D�W�W�H�U���µ��
Bloomberg, April 1, 2020, at https://www.bloomberg.com/news/articles/2020-04-01/bond-downgrades-by-the-
boatload-and-why-they-matter-quicktake. 

�6�R�P�H���R�E�V�H�U�Y�H�U�V���D�U�H���D�O�V�R���F�R�Q�F�H�U�Q�H�G���W�K�D�W���O�D�U�J�H���Y�R�O�X�P�H�V���R�I���I�D�O�O�H�Q���D�Q�J�H�O�V���P�D�\���S�O�D�F�H���S�U�H�V�V�X�U�H���R�Q���W�K�H��
�K�L�J�K���\�L�H�O�G�� �P�D�U�N�H�W��38���7�K�L�V���L�V���D���F�R�Q�F�H�U�Q���E�H�F�D�X�V�H���L�Q�Y�H�V�W�P�H�Q�W���J�U�D�G�H���D�Q�G���K�L�J�K���\�L�H�O�G���E�R�Q�G�V���K�D�Y�H��
�G�L�I�I�H�U�H�Q�W���L�Q�Y�H�V�W�R�U���S�R�R�O�V���W�K�D�W���F�R�Q�Y�H�\���G�L�I�I�H�U�H�Q�W���O�H�Y�H�O�V���R�I���L�Q�Y�H�V�W�P�H�Q�W���F�D�S�D�F�L�W�\���D�Q�G���O�L�T�X�L�G�L�W�\�����V�R���W�K�H��
�K�L�J�K���\�L�H�O�G�� �P�D�U�N�H�W�¶�V���Q�D�U�U�R�Z�H�U���L�Q�Y�H�V�W�R�U���S�R�R�O���P�D�\���Q�R�W���E�H���D�E�O�H���W�R���D�E�V�R�U�E���O�D�U�J�H���Y�R�O�X�P�H�V���R�I���I�D�O�O�H�Q��
�D�Q�J�H�O�V���H�I�I�L�F�L�H�Q�W�O�\�� 

�,�Q���D�G�G�L�W�L�R�Q�����V�R�P�H���D�Q�D�O�\�V�W�V���D�U�H���F�R�Q�F�H�U�Q�H�G���W�K�D�W���I�R�U�F�H�G���V�D�O�H�V���E�\���L�Q�V�W�L�W�X�W�L�R�Q�D�O���L�Q�Y�H�V�W�R�U�V�����Z�K�R���D�U�H��
�U�H�T�X�L�U�H�G���W�R���K�R�O�G���R�Q�O�\���L�Q�Y�H�V�W�P�H�Q�W���J�U�D�G�H���E�R�Q�G�V�����F�R�X�O�G���I�X�U�W�K�H�U���G�L�V�W�R�U�W���W�K�H���E�R�Q�G�V�¶���S�U�L�F�H�V���D�Q�G���O�L�T�X�L�G�L�W�\����
�+�R�Z�H�Y�H�U�����V�R�P�H���D�F�D�G�H�P�L�F���U�H�V�H�D�U�F�K���V�X�J�J�H�V�W�V���W�K�D�W���W�K�H���D�F�W�X�D�O���O�L�T�X�L�G�D�W�L�R�Q���S�U�H�V�V�X�U�H���I�U�R�P���I�R�U�F�H�G���V�D�O�H�V��
�R�I���I�D�O�O�H�Q�� �D�Q�J�H�O�V���F�R�X�O�G���E�H���U�H�O�D�W�L�Y�H�O�\���V�P�D�O�O��39�� 

                                              
38 Organisation for Economic Co-operation and Development, Corporate Bond Markets in a Time of Unconventional 
Monetary Policy, February 18, 2020, at http://www.oecd.org/corporate/Corporate-Bond-Markets-in-a-Time-of-

Unconventional-Monetary-Policy.htm. 

39 Brent Amb�U�R�V�H�����1�L�D�Q�\�X�Q���.�D�L�����D�Q�G���-�H�D�Q���+�H�O�Z�H�J�H���� �³Forced Selling of Fallen Angels���´��Journal of Fixed Income, 
March 14, 2008, at http://citeseerx.ist.psu.edu/viewdoc/summary?doi=10.1.1.139.1160.  
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Figure 12. S&P High Yield Default Rate (Percent of Issuers)  

 
Source:  S&P Global Ratings; International Monetary Fund, Global Financial Stability Report: Markets in the Time of 
COVID-19, April 2020, at https://www.imf.org/~/media/Files/Publications/GFSR/2020/April/English/ch1.ashx. 
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40 �6�(�&���� �³What Are High-Yield Corporate Bonds?�´���D�W��https://www.sec.gov/files/ib_high-yield.pdf. 
41 For more on Fed liquidity facilit ies, see CRS Insight IN11327, Federal Reserve: Emergency Lending in Response to 
COVID-19, by Marc Labonte.  
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Figure 13. Changing Market Conditions  and Selected Federal  Reserve 
Announcement Dates   

(vertical lines indicate selected announcement dates of Federal Reserve emergency interventions) 

 
Source:  Congressional Research Service based on S&P Capital IQ data.  

Notes:  For more details on related Federal Reserve emergency facilities, see Appendix B . 
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42 For more details, see CRS Insight IN11275, COVID-19 and Corporate Debt Market Stress, by Eva Su. 
43 For more details on leveraged loans, see CRS Report R46096, Leveraged Lending and Collateralized Loan 
Obligations: Frequently Asked Questions, by Eva Su, Marc Labonte, and David W. Perkins.  
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49 For more details on different types of funds and the asset management industry, see CRS Report R45957, Capital 
Markets: Asset Management and Related Policy Issues, by Eva Su. 

50 Investment Company Institute, 2019 Investment Company Fact Book, at https://ici.org/pdf/2019_factbook.pdf. 
51 For a comprehensive overview of fund types and the asset management industry, see CRS Report R45957, Capital 
Markets: Asset Management and Related Policy Issues, by Eva Su.  

52 For more details, see CRS In Focus IF11320, Money Market Mutual Funds: A Financial Stability Case Study, by Eva 

Su.  

53 Dave Michaels, Justin Baer, and Paul Kiernan, �³ �6�(�&���*�L�Y�H�V�� �5�H�O�L�H�I�� �W�R���0�X�W�X�D�O���)�X�Q�G�V�� �)�D�F�L�Q�J���5�H�G�H�P�S�W�L�R�Q���,�V�V�X�H�V���´��Wall 
Street Journal, March 24, 2020, at https://www.wsj.com/articles/sec-gives-relief-to-mutual-funds-facing-redemption-

issues-11585076903. 
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Figure 14. Money Market Mutual Fund  Net Assets Changes in March 2020  
(in $billions) 

 
Source:  SEC, Money Market Fund Statistics Form N-MFP Data, period ending March 2020 Filings Received through 
April 13, 2020, at https://www.sec.gov/files/mmf-statistics-2020-03.pdf. 
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54 Investment Company Institute, 2020 Investment Company Fact Book, at https://ici.org/pdf/2020_factbook.pdf#page=

2. 

55 �6�(�&���� �³Money Market Funds���´���D�W��https://www.sec.gov/answers/mfmmkt.htm.  

56 For more details, see SEC, Money Market Fund Statistics Form N-MFP Data, period ending March 2020 Filings 
Received through April 13, 2020, at https://www.sec.gov/files/mmf-statist ics-2020-03.pdf. 
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Figure 15. Bond ETF NAV Gaps  in March 2020  
(investment-grade ETFs [left] and high-yield ETFs [right]) 

 
Source:  Bank for International Settlements, The Recent Distress in Corporate Bond Markets: Cues from ETFs, April 
14, 2020, at https://www.bis.org/publ/bisbull06.pdf. 

Note:  Includes both U.S. and European ETFs. 
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57 Sirio Aramonte and Fernando Avalos, The Recent Stress in Corporate Bond Markets: Cues from ETFs, Bank for 

International Sett lements, BIS Bulletin no. 6, April 14, 2020, at https://www.bis.org/publ/bisbull06.pdf. For more on 
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58 For more on the liquidity mismatch-related policy debates, see CRS Report R45318, Exchange-Traded Funds 
(ETFs): Issues for Congress, by Eva Su, p. 13.  
59 Sirio Aramonte and Fernando Avalos, The Recent Stress in Corporate Bond Markets: Cues from ETFs. 
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Figure A-1. Credit Rating Agency Market Share Distribution  

 
Source:  SEC, Annual Report on Nationally Recognized Statistical Rating Organizations, January 2020, at 
https://www.sec.gov/files/2019-annual-report-on-nrsros.pdf#page=14. 

Note:  NRSRO = nationally recognized statistical rating organization. 

Figure A-2. Comparisons of Ratings: Three Largest vs. Smaller Rating Agencies  
(rating differences when two firms rated the same bond) 

 
Source:  Wall Street Journal analysis of Finsight.com data. Cezary Podkul and Gunjan Banerji���� �´�,�Q�I�O�D�W�H�G���%�R�Q�G��
�5�D�W�L�Q�J�V���+�H�O�S�H�G���6�S�X�U���W�K�H���)�L�Q�D�Q�F�L�D�O���&�U�L�V�L�V���� �7�K�H�\���$�U�H���%�D�F�N���µ��Wall Street Journal, August 7, 2019, at 
https://www.wsj.com/articles/inflated-bond-ratings-helped-spur-the-financial-crisis-theyre-back-11565194951. 

Note:  Debt includes securities backed by commercial mortgages, residential mortgages, credit cards, auto loans, 
student loans, equipment, and other esoteric business debts. 
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Appendix B.  "È×ÐÛÈÓɯ,ÈÙÒÌÛÚɯÈÕËɯ%ÌËÌÙÈÓɯ1ÌÚÌÙÝÌɯ$ÔÌÙÎÌÕÊàɯ%ÈÊÐÓÐÛÐÌÚ 

Table B-1. Selected Capital Markets Segments Supported by Federal Reserve Funding, Credit, Liquidity, and Loan Facilities  

Selected Capital 
Markets Segments  

Examples of Related Federal Reserve Facilities  Market Reactions Following the Announcements  

Corporate Bonds The Fed announced in March its intention to purchase higher credit quality 
investment-grade bonds for the first time through the Primary Market Corporate 
Credit Facility (PMCCF ) and Secondary Market Corporate Credit Facility 
(SMCCF).  

The programs were extended to fallen angels in April by including companies that 
lost investment-grade credit ratings after March 22, 2020. 

The Fed updated SMCCF on June 15, 2020, to spell out the plan to purchase 
bonds using an internally developed broad, diversified market index.  

At the first announcement of PMCCF  and SMCCF�·�V��
creation, the bond market rebounded, but high-yield 
bonds, which did not receive the announced support, 
stabilized less.  

Following the announcement of the expansion, prices for 
high-yield bonds rose substantially, possibly signaling the 
restoration of the market to some extent. 

Both investment-grade and high-yield bond markets 
reportedly reacted positively after the Fed disclosed more 
details on its index-based buying strategy.  

Asset-Backed 
Securities (ABS)�³
Collateralized Loan 
Obligations (CLOs) 

The Fed established the Term Asset-Backed Securities Loan Facility (TALF ) on 
March 23, 2020, to support ABS flow of credit to consumers and businesses. It 
expanded TALF  to provide funding for CLO investors (and indirectly leveraged 
loans) in April. Certain senior tranche AAA-rated static CLOs could qualify for 
TALF . Static CLOs are CLOs that do not include a period of reinvestment of 
collateral proceeds. The eligible CLOs must have been newly issued, on or after 
March 23, 2020. The Fed expanded TALF  again on May 12, 2020, to include 
CLOs backed by eligible leveraged loans from earlier periods, including loans 
originated on or after January 1, 2019.  

While higher-rated CLOs rebounded to a large extent, the 
lower-tranche CLOs, which are designed to absorb losses 
for the collateral pools, did not recover at the same level.  

Municipal Bonds The Fed included certain municipal bonds with short maturities in some of its 
early liquidity facilities�³ the Money Market Mutual Fund Liquidity Facility (MMLF ) 
and the Commercial Paper Funding Facility (CPFF). It later expanded its support 
of state and local governments on April 9 by announcing a program devoted 
specifically to municipal debt, purchasing certain longer-term bonds issued by 
states, cities, and counties�³ the Municipal Liquidity Facility (MLF ). 

Following the Fed announcements, certain municipal 
bonds�· pricing pressure appears to have been reduced. 
Some broad measures of the market�³ for example, the 
10-year municipal bond yields�³ declined substantially from 
the March selloff levels.  

Money Market Mutual 
Funds (MMF) 

The Fed created the MMLF  based on a facility it had deployed during the 2007-
2009 financial crisis. MMF assets that could serve as eligible collaterals include U.S. 
Treasuries, government-sponsored enterprise debt, high quality asset-backed and 
unsecured commercial paper, certain certificates of deposit, and certain municipal 
debt.  

After the announcement on March 18, 2020, certain MMFs 
(prime and municipal) that were previously facing 
redemption pressure saw waves of inflows. The conditions 
for MMFs and the related underlying short-term credit 
markets have eased since the announcement. 
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Selected Capital 
Markets Segments  

Examples of Related Federal Reserve Facilities  Market Reactions Following the Announcements  

Exchange-Traded 
Funds (ETF) 

For bond ETFs, on March 23, 2020, the Fed established the SMCCF, which can 
buy certain ETFs that provide broad exposure to investment-grade bonds. It 
expanded the program on April 9, 2020, to include certain high-yield bond ETFs as 
well.  

Before any actual purchases took place, the ETF market 
already showed signs of stabilization. Bond ETFs 
experienced strong inflows immediately following the 
announcement, and some ETFs reportedly ceased trading 
at discounts to their net asset value. 

Source:  Congressional Research Service based on Federal Reserve disclosures.  

Notes : The table provides general examples. It is not inclusive of all related emergency lending actions and market events. The market reactions capture changes in 
market activities; they do not suggest exact causal relationships. See Figure 13 for changes in market conditions following the related emergency facility announcements. 
Market conditions often changed before any actual purchases took place (e.g., TALF, SMCCF, PMCCF, and MLF). For more details on individual programs, see Federal 
Reserve Board, � F́unding, Credit, Liquidity, and Loan Facilities,�µ at https://www.federalreserve.gov/funding-credit-liquidity-and-loan-facilities.htm and CRS Insight IN11327, 
Federal Reserve: Emergency Lending in Response to COVID-19, by Marc Labonte. 
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