
Macroeconomic Update & 

Commercial Paper Overview

Stephanie Harter, Senior Credit Analyst 
Public Trust Advisors
February 15, 2019 



Public Trust Advisors 2019 ©

Provide a macroeconomic overview and thoughts on the risks of 

the next recession

Understand the mechanics and risk profile of commercial paper
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Overview & Objectives
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Is a Recession Coming?
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• Business investment slowdown

• Housing sluggishness continues

• Overseas uncertainty

• Fiscal boost fading and 

monetary policy tightening

• Strong labor market and 

personal income growth

• Solid consumer spending

3

Maybe Yes Maybe No
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The State of the U.S. Consumer
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Household Debt Service as Percent of  Disposable Income
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Corporate and Government Spending

55Source: S&P Global Ratings, Jan. 15, 2019 
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Sales Start s

The State of the Housing Market

66Source: S&P Global Ratings, Jan. 15, 2019 
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Global Manufacturing

77Source: S&P Global Ratings, Jan. 15, 2019 
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The Fed is nearing its estimate of the neutral rate of 2.5%-3.0%

The Fed is ‘data dependent’

8

The U.S. Monetary Path is More Uncertain
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The Federal Reserve Dot Plot

9Source: Bloomberg 
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The Economic Expansion is Mature
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Source: National Bureau of Economic Research (NBER) and S&P Global Ratings, Jan. 15, 2019

Peak Trough

Expansion 
(trough to 

peak)

Recession 
(peak to 
trough)  Peak to peak Trough to trough

116 as of Feb
December 2007 June 2009 73 18 81 91
March 2001 November 2001 120 8 128 128
July 1990 March 1991 92 8 108 100
July 1981 November 1982 12 16 18 28
January 1980 July 1980 58 6 74 64
November 1973 March 1975 36 16 47 52
December 1969 November 1970 106 11 116 117
April 1960 February 1961 24 10 32 34
August 1957 April 1958 39 8 49 47
July 1953 May 1954 45 10 56 55
November 1948 October 1949 37 11 45 48

Average 58 11 69 69

Number of months

Current cycle  -???
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What Could Stop the Expansion?
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• Monetary policy

• Government policy/political risk

• Trade/investment protectionist 

policies

• Asset market declines/volatility

• Global growth concerns

• Housing starts/building permits

• ISM manufacturing

• S&P 500 Index

• Consumer sentiment

• Jobless claims

• Yield curve

11

Possible Scenarios Leading Indicators
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2-Year/10-Year Yields

12Source: National Bureau of Economic Research 
(NBER) and S&P Global Ratings, Jan. 15, 2019
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Other Leading Indicators: Flat to Slightly Softer

1313Source: S&P Global Ratings, Jan. 15, 2019 
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Yes

Slowdown in the U.S. economy is the base case outlook.

Some risk already present; some are amplifying.

Leading indicators suggest too early to tell.

Indicating data is widely available.

14

Is a Recession Coming?

, but not right around the corner.
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Total Commercial Paper (CP) Outstanding

Total commercial paper market 
peaked at $2.2T in August 2007.

The total CP market has declined 
to $1.06T as of Feb 6, 2019, 
because of smaller ABCP 
programs.

Source: Board of Governors of the Federal Reserve System (US), Commercial Paper Outstanding, retrieved from FRED, Feb. 12, 2019
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An Overview of Commercial Paper (CP)
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What?

Unsecured short-term loan for a specific dollar amount 
and maturity date.

Tenor is rarely longer than 270 days.

Generally “secured” or backstopped with liquidity 
facilities or cash balances.

Short-term obligations are generally done through a rolling, 
open-ended program.

Prime quality, determined by NRSROs.

Standard & Poor’s Moody’sWhy?

Low-cost financing alternative to bank loans for short-term liquidity 
needs (working capital, acquisitions, etc).

Exempt from SEC registration that is more costly and
takes time for approval.
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Why do Investors Like CP?

Safety Only high-grade issuers have CP programs and are 
backstopped by a revolving bank facility.

Liquidity CP is short term in nature and programs have rolling 
maturities supporting market liquidity for these investments.

Yield As shown below, there is additional yield over T-bills.
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How Does the Credit Team Evaluate CP?

18

CP is backed by the full faith and credit of the issuer. The 
issuer is the focus of the analysis.

Evaluate the cash flows and profitability.

Resources

Public filings

Investor relations

Sell-side research

NRSRO research/analysts

Earnings calls/transcripts Analyst days/conferences

Industry research

Market data News headlines
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Below is an assessment of Pepsi’s CP (short-term) ratings as 
presented to the Credit Committee.

Short-term ratings are “notched” off of the corporate credit rating.

Commercial Paper Rating Example: PepsiCo

19Public Trust Advisors 2019 ©Source: S&P Global Ratings 
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This presentation is for informational purposes only. All information is assumed to be correct but the accuracy has not been confirmed and therefore is
not guaranteed to be correct. Information is obtained from third party sources that may or may not be verified. The information presented should not
be used in making any investment decisions and is not a recommendation to buy, sell, implement, or change any securities or investment strategy,
function, or process. Any financial and/or investment decision should be made only after considerable research, consideration, and involvement with an
experienced professional engaged for the specific purpose. All comments and discussion presented are purely based on opinion and assumptions, not
fact. These assumptions may or may not be correct based on foreseen and unforeseen events. All calculations and results presented are for discussion
purposes only and should not be used for making calculations and/or decisions. The data in this presentation is unaudited.

Performance comparisons will be affected by changes in interest rates. Many factors affect performance including changes in market conditions and
interest rates and in response to other economic, political, or financial developments. Investment involves risk including the possible loss of principal.
No assurance can be given that the performance objectives of a given strategy will be achieved. Past performance is not an indicator of future
performance or results. Any financial and/or investment decision may incur losses.

The investment advisor providing these services is Public Trust Advisors, LLC, an investment adviser registered with the U.S. Securities and Exchange
Commission (SEC) under the Investment Advisers Act of 1940, as amended. Registration with the SEC does not imply a certain level of skill or training.
Public Trust is required to maintain a written disclosure brochure of our background and business experience. If you would like to receive a copy of our
current disclosure brochure, privacy policy, or code of ethics, please contact us.

Benchmarks are provided for illustrative purposes only. Comparisons to benchmarks have limitations because benchmarks have volatility and other
material characteristics that may differ from the portfolio. Performance results for benchmarks do not reflect payment of investment
management/incentive fees and other fund expenses. Because of these differences, benchmarks should not be relied upon as an accurate measure of
comparison.

Public Trust Advisors
717 17th Street, Suite 1850
Denver, Colorado 80202

Disclaimer
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