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What has happened 

  

US markets closed up 12% in the shortened week pre-Easter as new case growth fell globally and an 

undercurrent of monetary and fiscal support helped keep sentiment buoyant. Many global markets 

have now entered ‘bull market’ territory however European markets remain 20-25% off their 1st 

January levels so you’d be forgiven for not feeling overly jubilant. 

  

What have the Federal Reserve changed 

  

The US central bank unveiled its latest stimulus plans on Thursday last week with a substantial 

$2.3trn package to support the economy and financial markets. The major change was an expansion 

of the scope of asset purchases. When Quantitative Easing has previously dabbled in the US 

corporate bond market it has been exclusively in the investment grade space but this restriction is 

being softened. The bank will now buy corporates that were recently investment grade but have now 

been downgraded to high yield. This will include some of the blockbuster ‘fallen angels’ such as Ford 
credit which have had to be absorbed by the far smaller US High Yield index. The Fed will also buy 

US High Yield ETFs which is another first for a major central bank.  

  

What is next for the oil price 

  

After a long negotiation OPEC+ and G20 countries agreed to restrict their oil supply by up to 10 

million barrels per day. Whilst this restriction doesn’t make up for the huge reduction in demand 

caused by coronavirus, it does support the commodity after a month of uncertainty. As with many of 

these agreements the devil will be in the detail however the commitment to reduce supply sits in 
positive contrast to the previous desire by Saudi Arabia to flood the market to attain market share. 

Oil prices remain low but the deal has removed some of the clouds over oil valuations. 

  

What do Brooks Macdonald think 

  

Central banks have previously shied away from buying high yield debt given the amount of leverage 

in these companies. In addition, one of the criticisms of ultra-low rates and quantitative easing has 

been that zombie companies have remained alive despite low productivity, direct support of high 

yield companies would sharpen this reproach. The Fed’s expanded scope has helped support credit 

spreads as it expands the Fed’s toolkit but does introduce a moral hazard by ‘softening’ the impact of 

a credit being downgraded to junk status. Companies may be less commercially prudent if they know 

that the central bank will still buy their bonds if they move into High Yield. This however, is a risk for 

another day and in the current environment the market has embraced it. 

 


