
 

June 16th, 2020  Available Online at FirstCitizens.com 1 

Retail’s Comeback, “Zombie” 
Companies, and the Fed Just 
Keeps Buying 
Brent Ciliano, CFA | SVP, Chief Investment Officer 

Tuesday, June 16th, 2020 
 
I want to cover four areas in today’s update: 

1. Retail sales in May explode! 
2. Perpetually low interest rates are giving rise to “zombie” companies 
3. US Census survey – how has this pandemic affected American workers? 
4. Is the Fed buying corporate bonds a good thing? 

 
Brent 
 
Whoa! Talk about being cooped up! 
 
 U.S. retail sales made the biggest jump on record in May and double what was forecast, regaining more 

ground than expected after unprecedented drops in the prior two months as states allowed more merchants 
to reopen. Per the US Department of Commerce, sales soared 17.7% from the prior month, the largest 
jump in data going back to 1992, following a revised -14.7% slump in April. The median forecast in a 
Bloomberg survey of economists called for only an 8.4% gain in May.1 This is a very comforting sign, as many 
Wall Street economists predicted PPP/Government stimulus checks would be predominantly saved and 
spending curtailed as states re-opened. I guess it’s true - you can’t take the “retail” out of the US Consumer, 
even in the darkest of times! 
 

 All categories increased in May. Even with the improvement, the value of sales remained 6.1% below last 
year’s level.1  
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Perpetually low interest rates around the world are creating “zombie” companies globally 
 
 One consequence of aggressive Fed support to credit markets and long periods of low interest rates is that 

these actions interfere with the process of creative destruction and keeps companies alive that would 
otherwise have gone out of business. Since the 2008 financial crisis, leverage in the corporate sector has 
increased significantly. The share of companies in the United States which have debt servicing costs that are 
higher than profits has continued to increase. (See chart below.)3 
 

 This trend with a rising share of firms with an interest coverage ratio less than one is likely to continue into 
the future given the Fed’s commitment to keeping rates low and the ongoing support from the Fed to credit 
markets. This is a macroeconomic problem because zombie firms are less productive, and their existence 
lowers investment and employment in more productive firms. In short, another side effect of central banks 
keeping rates low for a long time is that it keeps more unproductive firms alive, which ultimately lowers 
the long term growth rate of the economy.  
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 It’s not just the US and UK. Here are the rising share of German and French companies with interest 

payments that are higher than earnings:3 
 

    
 
How have households been effected by COVID-19 and the commensurate effect on the labor market? 
 
 Half of US households have experienced loss of income because of COVID-19 (bottom left). But the extent 

to which US households have lost income varies greatly from state to state – for example, almost two-thirds 
of workers in Nevada have experienced a loss of income, whereas in Idaho, only one-third have experienced 
a loss (bottom right).3 
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 Income losses have been more pronounced among low-income households (bottom left). Additionally, 

income losses in May 2020 have been higher among younger people than older individuals (bottom right). 
 

      
 
Is the Fed buying US corporate bonds a good thing? 
 
 After the Fed announced their intentions to support liquidity in corporate bond markets, we’ve seen nearly 

$42 billion flow into corporate bond ETFs (bottom right).2 Also, as we heard from Jay Powell and the Fed 
earlier this week, they will begin buying individual corporate bond issues within a customized “index-like” 
framework rather than having to meet certain qualification criteria.  
 

 More often than not, both equity and debt markets have been historically very good a self-policing – setting 
prices of companies based on the underlying fundamentals and future expectations of said companies. If a 
company has strong corporate fundamentals and a promising forward outlook, markets tend to reward 
those names, seeing the price of those securities appreciate. Conversely, if you have a company with bad or 
worsening fundamentals, like some of the “zombie” companies I mentioned above, the markets have 
historically self-policed and punished the prices of those companies’ securities. When a body like the US 
Federal reserve indiscriminately pumps money into broadly ALL companies in an index or ETF, without 
regard to company fundamentals, it creates pricing distortions, thus destroying the very essence of free-
trading markets, where market prices are set by (hopefully) well-informed market participants.  
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1Bloomberg / Bloomberg data 
2Strategas Research Partners 
3Deutsche Bank Research 
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