
  

 

 

 

 

 

Credit Markets: Thanks to the Fed 

By: Charles Else  

July 2020 

For the first time in history, the Fed is buying corporate bonds.  

 Credit markets participated in the overall market recovery in the second quarter, thanks in large 

part to the actions of the Federal Reserve. All categories of bonds showed positive returns in the second 

quarter.  

 The Fed was successful in averting a credit crisis in March and April by simply promising to start 

buying corporate bonds. In May, the Fed began by buying exchange-traded corporate bond funds and 

began buying individual corporate bonds in June. This is a first for the Fed, who didn’t even buy  

corporate bonds during the worst of the Financial Crisis in 2008-2009. As a result, corporate bonds 

snapped back, showing a total return of 5% for the first six months of the year after having fallen 3.6% in 

the first quarter. As of this writing, the Fed has purchased an estimated $8.7 billion in bonds and bond 

funds since the program started in mid-May. 

 The high-yield option-adjusted spread (OAS) fell from nearly 11% in late March to about 6.5% by 

the end of the second quarter. This despite a record junk bond issuance of $51.5 billion in the month of 

June alone, as struggling companies rushed to the capital markets to build up their cash buffers amid the 

ongoing COVID-19 pandemic. 

 With Chairman Jerome Powell indicating the Fed is unlikely to raise interest rates until late 2022 

at the earliest, and with continued corporate bond purchases by the Fed, overall interest rates are likely 

to remain low for the foreseeable future. For income-oriented investors, the next couple of years will 

likely present a significant challenge. We will look to generate more income from other asset classes 

such as our real estate asset class.  
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The opinions expressed herein are strictly those of Osborne Partners Capital Management, LLC (“OPCM”) as of the date of the material and is 

subject to change. None of the data presented herein constitutes a recommendation or solicitation to invest in any particular investment strategy 

and should not be relied upon in making an investment decision. There is no guarantee that the investment strategies presented herein will work 

under all market conditions and investors should evaluate their ability to invest for the long-term. Each investor should select asset classes for 

investment based on his/her own goals, time horizon and risk tolerance. The information contained in this report is for informational purposes 

only and should not be deemed investment advice. Although information has been obtained from and is based upon sources OPCM believes to be 

reliable, we do not guarantee its accuracy and the information may be incomplete or condensed. Past performance is not indicative of future  

results. Inherent in any investment is the possibility of loss.  
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Source: Wall Street Journal 

Average Money Market Fund 0.27% 10 Yr. AAA Muni Bond 0.86%

5 Yr. AAA Muni Bond 0.46%
10 Yr. AA Corporate 

Bond—Long Term
1.60%

5 Yr. AA Corporate 

Bond—Intermediate
0.76% 10 Yr. U.S. Treasury 0.66%

30 Yr. Fixed Rate Mortgage 

(Conforming)
3.27%

Bond Market Yields 6/30/2020

Source: Bankrate.com 


