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T. ROWE PRICE INSIGHTS
ON U.S. FIXED INCOME

KEY INSIGHTS
■■ We are more skeptical than some observers about the long‑term impact of the 
Federal Reserve buying corporate bonds.

■■ It is important to keep in mind that the Fed established its corporate purchase 
facilities to improve liquidity, not to prop up bankrupt companies.

■■ While we see opportunities in various segments of the global investment‑grade 
corporate bond market, rigorous fundamental credit analysis remains essential.

Fed Buying Corporates 
Is No Panacea
But global investment‑grade corporate segments offer value.

While we are more skeptical 
than some observers 
about the long‑term 

impact of the Federal Reserve 
buying corporate bonds, we see 
opportunities in various segments of 
the global investment‑grade corporate 
bond market. The Fed’s late‑March 
announcement that it would include 
corporate bonds in its quantitative 
easing purchases triggered a strong 
rally in the asset class as investors 
welcomed the central bank’s support. 
However, the Fed’s support will not 
reduce the elevated uncertainty 
about the public health situation and 
reopening global economies, so 
rigorous fundamental credit analysis 
and security selection remain essential.

Rapid Deterioration 
in Economic Outlook

In March, as investors realized the extent 
of the coronavirus pandemic and its 
economic damage, credit spreads1 
rapidly widened and credit rating 
agencies began to downgrade debt 
issued by a range of companies. More 
than USD 100 billion2 of bonds were 
downgraded from investment grade to 
high yield in March alone, including debt 
from Ford and Occidental Petroleum. 
Compounding the sudden deterioration 
in the economic outlook and corporate 
fundamentals, fixed income illiquidity 
caused spreads to move even wider. 

On March 23, the Fed announced 
that it would establish primary and 
secondary corporate credit facilities to 
acquire investment‑grade corporate 
bonds with five years or less to maturity 
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1 Credit spreads measure the additional yield that investors demand for holding a bond with credit risk over a similar‑maturity, high‑quality government security. 
2 Source: J.P. Morgan (see Additional Disclosures).
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as well as exchange‑traded funds 
(ETFs) that hold investment‑grade 
corporates. Credit spreads peaked on 
March 23 at 373 basis points3 (bp) on 
U.S. investment‑grade corporates4 and 
326 bp on global investment‑grade 
bonds.5 Spreads retraced about half of 
their widening by mid‑April and have 
held roughly steady through mid‑May. 

Our quantitative analysis team 
determined that much of the spread 
compression—which happened well 
before the central bank actually started 
buying corporates—stemmed from the 
Fed’s backstop removing most of the 
liquidity premium from the market as 
well as from lower volatility. Spreads 
capture the total premia that market 
participants demand for volatility, 
liquidity, and credit risk. In order for 
spreads to continue to narrow, the 
outlook for defaults needs to improve, 
which depends on the trajectory of the 
economic recovery.

Fed Support Designed to Boost 
Liquidity, Not Solvency

However, some of the spread 
movement may have come from market 
participants anticipating that the Fed 
would provide essentially unlimited 
support, erasing some of the premium 
for credit risk—which is undoubtedly 
higher now than at the beginning of 
the year. It is important to keep in mind 
that the Fed established its corporate 
purchase facilities to improve liquidity, 
not to prop up bankrupt companies. 
Fed Chair Jerome Powell has reinforced 
this distinction in public comments after 
the initial program announcement. The 
central bank’s corporate buying will not 
improve solvency, and a company’s 
CEO must attest to the issuer’s solvency 
before the Fed will purchase its debt in 
the secondary market. 

Value in Diversification Outside the U.S.

Although the number of opportunities 
in investment‑grade corporates with 
dislocated prices have decreased as 
spreads have narrowed since late March, 
we believe that some segments of the 
global investment‑grade corporate 
market offer value. Investing in 
corporates outside the U.S. can provide 
valuable diversification benefits. 

For example, bonds issued by select 
banks in the UK and Ireland tend to be 
less correlated with the U.S. corporate 
bond market, and we view them as 
providing attractive value. In contrast 
with the global financial crisis, when 
banks were at the root of the problems 
that radiated out into the economy 
and financial markets, banks are likely 
to play an important role in helping 
the global economy recover from the 
pandemic. In general, many global 
banks are fundamentally solid with 
ample capital levels.

Contrarian Opportunities in Energy

We have not written off the entire 
energy industry despite the precipitous 
decline in oil prices that began with 
Saudi Arabia’s decision to boost 
production in March. In what may seem 
like a contrarian idea, we are finding 
opportunities in bonds issued by a few 
companies in the U.S. shale oil industry. 
To the U.S. government, this is a key 
strategic industry, so it is more likely 
than other sectors to benefit from fiscal 
policy. We rely on our credit analysts 
to find the best‑run companies in the 
shale oil business and gauge the value 
of their bonds. We also favor bonds from 
some midstream energy companies, 
which process and transport petroleum 
products, because of their use of 
long‑term contracts and relatively low 
exposure to energy price declines.

3 A basis point is 0.01 percentage point.
4 As measured by the Bloomberg Barclays US Corporate Bond Index (see Additional Disclosures).
5 As measured by the Bloomberg Barclays Global Aggregate Corporate Index (see Additional Disclosures).
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Ongoing Volatility Likely 

Like all risk markets, global 
investment‑grade corporates would likely 
experience renewed selling pressure if 
the public health situation deteriorates 
as global economies start to reopen. We 
anticipate ongoing volatility amid the 
elevated uncertainty, and spreads could 
potentially move wider. 

The Fed backstop would probably 
prevent a repeat of the extreme liquidity 
problems experienced in March, 
although the eventual removal of central 
bank support could also trigger volatility 
in the longer term. In this unusual 
environment, strong credit selection 
is vital, allowing us to build exposure 
to companies that we believe can 
sustainably meet their debt obligations 
through the recession and emerge in a 
strong position.

WHAT WE’RE WATCHING NE X T 
Corporations have become much more conservative in managing their 
balance sheets since March, prioritizing cash by cutting or eliminating 
dividends and stock buybacks. This is undoubtedly positive for bondholders, 
but we will be monitoring the trend to see if corporations return to their 
pre‑crisis patterns of using balance sheets to benefit shareholders.

Key Risks—The following risks are materially relevant to the strategy highlighted in this material: 

Debt securities could suffer an adverse change in financial condition due to a ratings downgrade or default, which may affect the 
value of an investment. Fixed income securities are subject to credit risk, liquidity risk, call risk, and interest rate risk. As interest 
rates rise, bond prices generally fall.

Additional Disclosure

Information has been obtained from sources believed to be reliable but J.P. Morgan does not warrant its completeness or accuracy. The index is used with 
permission. The Index may not be copied, used, or distributed without J.P. Morgan’s prior written approval. Copyright © 2020, J.P. Morgan Chase & Co. All 
rights reserved.
Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively “Bloomberg”). 
BARCLAYS® is a trademark and service mark of Barclays Bank Plc (collectively with its affiliates, “Barclays”), used under license. Bloomberg or Bloomberg’s 
licensors, including Barclays, own all proprietary rights in the Bloomberg Barclays Indices. Neither Bloomberg nor Barclays approves or endorses this material, 
or guarantees the accuracy or completeness of any information herein, or makes any warranty, express or implied, as to the results to be obtained therefrom 
and, to the maximum extent allowed by law, neither shall have any liability or responsibility for injury or damages arising in connection therewith.

The specific securities identified and described are for informational purposes only and do not represent recommendations.
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Important Information
This material is being furnished for general informational and/or marketing purposes only. The material does not constitute or undertake to give advice of any 
nature, including fiduciary investment advice, nor is it intended to serve as the primary basis for an investment decision. Prospective investors are recommended 
to seek independent legal, financial and tax advice before making any investment decision. T. Rowe Price group of companies including T. Rowe Price Associates, 
Inc. and/or its affiliates receive revenue from T. Rowe Price investment products and services. Past performance is not a reliable indicator of future performance. 
The value of an investment and any income from it can go down as well as up. Investors may get back less than the amount invested.

The material does not constitute a distribution, an offer, an invitation, a personal or general recommendation or solicitation to sell or buy any securities in any 
jurisdiction or to conduct any particular investment activity. The material has not been reviewed by any regulatory authority in any jurisdiction.

Information and opinions presented have been obtained or derived from sources believed to be reliable and current; however, we cannot guarantee the sources’ 
accuracy or completeness. There is no guarantee that any forecasts made will come to pass. The views contained herein are as of the date written and are subject 
to change without notice; these views may differ from those of other T. Rowe Price group companies and/or associates. Under no circumstances should the 
material, in whole or in part, be copied or redistributed without consent from T. Rowe Price.

The material is not intended for use by persons in jurisdictions which prohibit or restrict the distribution of the material and in certain countries the material is 
provided upon specific request. It is not intended for distribution to retail investors in any jurisdiction.

Australia—Issued in Australia by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 50, Governor Phillip Tower, 1 Farrer Place, 
Suite 50B, Sydney, NSW 2000, Australia. For Wholesale Clients only.

Canada—Issued in Canada by T. Rowe Price (Canada), Inc. T. Rowe Price (Canada), Inc.’s investment management services are only available to Accredited 
Investors as defined under National Instrument 45‑106. T. Rowe Price (Canada), Inc. enters into written delegation agreements with affiliates to provide investment 
management services.

DIFC—Issued in the Dubai International Financial Centre by T. Rowe Price International Ltd. This material is communicated on behalf of T. Rowe Price International 
Ltd. by its representative office which is regulated by the Dubai Financial Services Authority. For Professional Clients only.

EEA ex-UK—Unless indicated otherwise this material is issued and approved by T. Rowe Price (Luxembourg) Management S.à r.l. 35 Boulevard du Prince Henri 
L‑1724 Luxembourg which is authorised and regulated by the Luxembourg Commission de Surveillance du Secteur Financier. For Professional Clients only.

Hong Kong—Issued by T. Rowe Price Hong Kong Limited, 6/F, Chater House, 8 Connaught Road Central, Hong Kong. T. Rowe Price Hong Kong Limited is 
licensed and regulated by the Securities & Futures Commission. For Professional Investors only. 

New Zealand—Issued in New Zealand by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 50, Governor Phillip Tower, 1 Farrer 
Place, Suite 50B, Sydney, NSW 2000, Australia. No Interests are offered to the public. Accordingly, the Interests may not, directly or indirectly, be offered, sold or 
delivered in New Zealand, nor may any offering document or advertisement in relation to any offer of the Interests be distributed in New Zealand, other than in 
circumstances where there is no contravention of the Financial Markets Conduct Act 2013.

Singapore—Issued in Singapore by T. Rowe Price Singapore Private Ltd., No. 501 Orchard Rd, #10‑02 Wheelock Place, Singapore 238880. T. Rowe Price 
Singapore Private Ltd. is licensed and regulated by the Monetary Authority of Singapore. For Institutional and Accredited Investors only.

Switzerland—Issued in Switzerland by T. Rowe Price (Switzerland) GmbH, Talstrasse 65, 6th Floor, 8001 Zurich, Switzerland. For Qualified Investors only.

UK—This material is issued and approved by T. Rowe Price International Ltd, 60 Queen Victoria Street, London, EC4N 4TZ which is authorised and regulated by 
the UK Financial Conduct Authority. For Professional Clients only.

USA—Issued in the USA by T. Rowe Price Associates, Inc., 100 East Pratt Street, Baltimore, MD, 21202, which is regulated by the U.S. Securities and Exchange 
Commission. For Institutional Investors only.

© 2020 T. Rowe Price. All rights reserved. T. ROWE PRICE, INVEST WITH CONFIDENCE, and the bighorn sheep design are, collectively and/or apart, trademarks 
or registered trademarks of T. Rowe Price Group, Inc.
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T. Rowe Price focuses on delivering investment management 
excellence that investors can rely on—now and over the long term. 


