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The Treasury’s announcement that it would end some of the facilities used by the Federal

Reserve (Fed) in the wake of the pandemic-related market dislocations certainly caught

observers by surprise. But it’s also important to remember that the key funding market

facilities (commercial paper funding, money market mutual fund and primary dealer

credit) all remained in place with a 90-day extension. As we witnessed during the

financial crisis and this year’s March dislocations, the funding markets are where “the

rubber meets the road” and the ability to garner short-term financing is crucial. The

extension of these facilities achieves that.

In terms of the corporate and municipal bond buying facilities, the Fed’s announcement

of these programs was probably more effective for stabilizing the respective markets

than the actual purchases themselves. Prior to the Treasury’s announcement, U.S. investm

ent-grade and high-yield spreads have recouped 97% and 90%, respectively, of their peak

widening in March. Both of these facilities have seen rather marginal buying. In terms

of the corporate bond facility, “only” $13.7 billion were actually purchased, and for

munis, the number was even smaller, at $1.7 billion. To put this in perspective, the

Fed’s Treasury and mortgage-backed securities (MBS) is an eye-popping $6.6 trillion!

ConclusionConclusion

While the Fed expressed its disappointment, the policy makers still have a lot of

facilities at their disposal. Remember, the corporate bond and municipal programs were

new additions to their toolkit this time around and were not in use during the financial

crisis—and the Fed did just fine without them.

Unless otherwise stated, data source is Bloomberg, as of 11/20/2020.Unless otherwise stated, data source is Bloomberg, as of 11/20/2020.

 

For standardized performance and the most recent month-end performance click here NOTE,

this material is intended for electronic use only. Individuals who intend to print and

physically deliver to an investor must print the monthly performance report to accompany

this blog.

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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IMPORTANT INFORMATIONIMPORTANT INFORMATION

U.S. investors only: Click U.S. investors only: Click herehere to obtain a WisdomTree ETF prospectus which to obtain a WisdomTree ETF prospectus which

contains investment objectives, risks, charges, expenses, and other information;contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign

investing involves currency, political and economic risk. Funds focusing on a single

country, sector and/or funds that emphasize investments in smaller companies may

experience greater price volatility. Investments in emerging markets, currency, fixed

income and alternative investments include additional risks. Please see prospectus for

discussion of risks.

 

Past performance is not indicative of future results. This material contains the

opinions of the author, which are subject to change, and should not to be considered or

interpreted as a recommendation to participate in any particular trading strategy, or

deemed to be an offer or sale of any investment product and it should not be relied on

as such. There is no guarantee that any strategies discussed will work under all market

conditions. This material represents an assessment of the market environment at a

specific time and is not intended to be a forecast of future events or a guarantee of

future results. This material should not be relied upon as research or investment advice

regarding any security in particular. The user of this information assumes the entire

risk of any use made of the information provided herein. Neither WisdomTree nor its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal advisor.

Unless expressly stated otherwise the opinions, interpretations or findings expressed

herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or

re-disseminated in any form and may not be used as a basis for or component of any

financial instruments or products or indexes. None of the MSCI information is intended

to constitute investment advice or a recommendation to make (or refrain from making) any

kind of investment decision and may not be relied on as such. Historical data and

analysis should not be taken as an indication or guarantee of any future performance

analysis, forecast or prediction. The MSCI information is provided on an “as is” basis

and the user of this information assumes the entire risk of any use made of this

information. MSCI, each of its affiliates and each entity involved in compiling,

computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly

disclaims all warranties. With respect to this information, in no event shall any MSCI

Party have any liability for any direct, indirect, special, incidental, punitive,

consequential (including loss profits) or any other damages (www.msci.com)
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 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONSDEFINITIONS

TreasuryTreasury  : Debt obligation issued by the U.S. government with payments of principal and

interest backed by the full faith and credit of the U.S. government.

Federal ReserveFederal Reserve  : The Federal Reserve System is the central banking system of the

United States.

Corporate BondsCorporate Bonds  : a debt security issued by a corporation.

Municipal BondMunicipal Bond  : A debt security issued by a state, municipality or county to finance

its capital expenditure.

Investment gradeInvestment grade  : An investment grade is a rating that signifies a municipal or

corporate bond presents a relatively low risk of default.

High YieldHigh Yield  : Sometimes referred to as “junk bonds,” these securities have a higher risk

of default than investment-grade securitie.

Mortgage-backed spreadsMortgage-backed spreads  : represents spreads on mortgage-backed securities. Spread

represents the portion of the bond’s yield that compensates investors for taking on

additional risk over a benchmark security with a similar maturity profile.
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