
Finding Fixed Income Opportunities in 2022 

 

Jenna Dagenhart: 

Hello and welcome to Asset TV. Joining us today from Weitz Investment Management to share their 
review of 2021 and 2022 outlook for the fixed income markets, we have Tom Carney, director of fixed 
income research and portfolio manager, along with Nolan Anderson, portfolio manager and research 
analyst. 

Well, Tom, Nolan, always great to have you with us. 

Tom Carney: 

Jenna, agreed. Very nice to chat with you again. 

Nolan Anderson: 

Good seeing you. 

Jenna: 

Yeah. Great to see both of you. Let's start by getting a lay of the land as we head into the new year. Is 
the biggest challenge facing fixed income investors today the fact that the Fed's accommodative policies 
are coming to an end and rate hikes are assumed to occur thereafter? 

Tom: 

Yeah, it's quite interesting to consider that as we began 2021, we kind of had this very – unique in 
history – essentially a marriage between fiscal and monetary policy, the likes of which the world never 
has seen before. And as we end this year 2021, we potentially have a failed fiscal bill that would really 
be a blow to the administration and a central bank that seems quickly, or at least beginning the process 
of, getting out of the bond-buying business. 

And so from a lay of the land perspective, at Weitz, while we're not much into making predictions, 
certainly bold predictions, what we try to do is take the market's temperature to get a sense of where 
we might be overall from a macro-economic or fundamental perspective. 

And so we have an internal dashboard that we view monthly, that we track, that helps us keep abreast 
of fiscal regulatory policies, monetary policy, certainly inflation expectations, interest rates broadly, and 
then debt levels across both the consumer and corporate debt. And then on a fundamental basis, we 
would certainly pay attention and track where credit spreads are, yield relative to base rates or the U.S. 
Treasury rate, certainly relative value opportunities. As fundamental investors that's really where we 
think we make our bread, so to speak. And so when we when we do all that and we look at the lay of the 
land as we end another year, we see broad investment-grade corporate bond spreads that are 
essentially unchanged year-over-year in the low 100 basis points over comparable Treasuries, according 
to at least a pretty well-regarded ICE BofA index for just broad investment-grade corporate bond 
spreads. And high yield spreads, broad high yield spreads, have declined pretty meaningfully year to 
date, with this year 2021 registering the lowest readings that we've seen in the last ten years. And 



despite Treasury rates having risen in 2021, the high-yield and high-grade index effective yields are only 
marginally higher on the year to date basis, and they were pretty low as we entered 2021. 

So, despite what we saw in 2013, when the Fed first announced that it was going to taper its purchases 
of securities, treasuries, and mortgage-backed securities, and we had a taper tantrum in 2013 where, for 
example, the 10-year Treasury rose 100 basis points. This time around, the Treasury announced their 
tapering decision in July of ’21. 10-year Treasury rates are only up approximately 20%, excuse me, 20 
basis points. So, in many ways, you might. You might label this market after the Great Disney Lion King 
movie, and the song in that Hakuna Matata. There seems to be no or little worries in the marketplace as 
we end this this year, although most of us know there's plenty always to worry about. 

And so, as we think about the biggest challenges facing fixed income investors, and as I mentioned, 
there's always a long list of things to worry about, it’s generally what fixed income investors do – Fed 
monetary policy and their actions certainly are among them, but from where we sit, we see certainly 
inflation as the key variable as we entered 2022, where that might go. We've all seen headline inflation, 
very high CPI year over year, near 7% core, which is excluding energy that's near 5%, and PPI of nearly 
10%. But when you blend them together from where they were a year ago to today, a year ago, ‘20, 
those CPI numbers were in the 1% handle. And so both that two year average is closer to 4% for CPI 
overall and core somewhere around 3%, and PPI was only 0.8% a year ago, so the average is 
approximately 5%. The key, we think, going forward is what might that next two-year average look like? 
And clearly, if core CPI stay above 3.25% or more importantly, the core PCE, which is the Fed's preferred 
inflation number, the core personal consumption expenditure – if that does not stay meaningfully below 
4% as we move forward into 2022, we might see a Fed that, while they've telegraphed three potential 
rate hikes in 2022, it might force them to act more aggressively. And as we see things presently, with 
three rate hikes, sure, it might seem like they're tightening, but given where they are at overall, with 
their balance sheet and certainly the rate cycle, broadly, this might seem much more like less easing 
than really a tightening cycle – if in fact we only see three or maybe even four rate hikes into 2022. 

For us, some of the keys to watching this is certainly to watch what happens with inflation, but then also 
what might happen with the Fed's massive balance sheet, which has had… just even declining the 
purchases, it's really about when and if will the Fed unwind the massive balance sheet that they've 
accumulated since the beginning of the pandemic in early ’20 – and certainly going even back further to 
’08 and ’09. And so how that plays out in ‘22 will be a key factor for investors to watch as well as we go 
forward into the new year. 

Jenna: 

And before we do move into the new year, I want to look back on this one. Both your short duration and 
your intermediate core plus bond funds navigated 2021 very well. Can you quickly discuss the key to 
that performance and tell us broadly how you’re positioned now as we enter the new year? 

Tom: 

Yeah. Well, I think one of the key drivers to performance of this year so far, and we'd like to think it's key 
all the time, is stressing the importance of flexible mandates that we do not have to be in certain sectors 
of the marketplace or necessarily have an over/under sort of position relative to a benchmark with 
respect to our duration positioning. And ultimately, we think that security and sector selection are the 



keys to ultimate long-term performance, which we think is – we'll always strive to have as our so-called 
calling card. And while we’ll always worry top down, as Howard Marks so well says, we're going to invest 
bottom up. And so, the key to our performance in ‘21 was that as we entered ’21, we were positioned 
very defensively relative to our internal duration and quality metrics. And, in fact, the Short Duration 
Fund entered 2021 with an all-time low duration. And as we saw rates begin to rise in 2021, we took 
advantage opportunistically of some of those rate rises in the air. As an example, as we end 2021, 2- and 
3-year Treasuries, just as an example, are up over five times nominally from where they started 2021. 
So, what we saw as a very unattractive, uninteresting opportunity set in early ‘21 has improved 
meaningfully, it’s still quite low on a nominal and certainly historical basis, but it's up dramatically from 
where we began the year in 2021. 

And so both core, our Core Plus Fund and our Short Duration Fund, have higher duration than they were 
at the beginning of this year and likely will end ’21 that way, it's still going to be meaningfully less than 
benchmarks. 

As of December 31, 2021, average effective duration was as follows, Weitz Core Plus Income Fund – Institutional 
Class: 4.5 years; Bloomberg U.S. Aggregate Bond Index 6.8 years, Weitz Short Duration Income Fund - 
Institutional Class: 1.6 years; Bloomberg 1-3 Year U.S. Aggregate Bond Index: 1.9 years.  

 
And maybe in closing as to 2022 predictions, my – in April as an example - AssetTV comments where we 
talked about ZIRP or zero interest rate policy being here until 2023, are a good reminder of why we 
strive to avoid macro-predictions. Our dashboard that I mentioned earlier helps inform our investment 
decisions, but ultimate investment activity is made one security, one sector at a time, seeking the most 
favorable risk/reward opportunities within the confines of our flexible mandates. And our firm's nearly 
40-year experience, and certainly the events of the last several years, reinforce our view that the best 



prediction for the future, which is credited to the elder JPMorgan, at least in Ben Graham's famous The 
Intelligent Investor, was that they – the markets – will fluctuate. Our job has been and remains to have a 
general sense of where we are in the economic cycle, continue to seek out the most advantageous 
risk/reward opportunities, certainly use our flexible mandates, and always maintain adequate liquidity 
to take advantage of the one investment constant – and that's change. 

Jenna: 

And as the markets are fluctuating, you manage active fixed income portfolios. Nolan, why do you 
believe that's the best way to invest in the fixed income markets? 

Nolan: 

Yeah Jenna, we really believe it comes down to the design and implementation of how active versus 
passive investing is done. First, active managers can own a wide variety of assets. They can pick and 
choose from the best risk/reward opportunities across a very large menu. And whereas most index 
funds typically have specific sectors that they invest in some: combination of treasuries, agency 
mortgages and corporate bonds, there are simply many attractive investment opportunities that lay 
outside of the indexes. So those investors just simply can't access those type of assets that the active 
managers can, which we believe is a significant negative. Second, active strategies are flexible. Tom 
talked about this earlier. What that really means is active managers can take advantage of opportunities 
to rotate between sectors or simply avoid sectors altogether. When you think about the design of 
passive strategies, the best word that we believe that comes to mind is rigid. That means that these 
strategies typically are fully invested in specific sectors without much movement. They don't really shift 
money around. And within those sectors, they have exposure to every company. So, take the U.S. 
corporate index, for example. Pretty much anyone that's eligible for that index is going to have some 
bonds in the index. And another thing that we think is very important about active managers is their 
ability to be selective. Companies are in a constant state of flux with changing capital allocation 
priorities. And today, we believe that's very important because what we're seeing at the corporate level 
is capital allocation strategies are shifting from more capital preservation to more aggressive behavior in 
the form of leveraging M&A and increased share buybacks and dividends for shareholders. A good 
example of this in practice happened this week, actually, where the fifth-largest issuer in the U.S. 
corporate index announced a major leveraging transaction. This is a company that was rated… this was 
an A-rated credit last year, and given the leverage that it's taking on, we believe the most likely outcome 
for this company is that it's going to move, migrate down to the lowest investment-grade rating of BBB- 
heading into 2022. And as I said, this is the fifth-largest exposure in the U.S. corporate index and is an 
example of how index funds from just the way they are designed and implemented they must own – you 
have to own this credit if you own an index, and we believe this is a great example of how an active 
manager by simply not owning that particular issuer, can add value from a performance standpoint.  

Next, Tom talked about the market's anticipation of the Fed potentially raising interest rates one to four 
times. We don't know if or when that's going to happen, but what active investors like ourselves can do 
is we can invest in floating rate assets that could benefit from the inflation we've seen and could directly 
benefit from Fed rate hikes. And the benchmarks that we use for the Short Duration strategy and the 
Intermediate Core Plus strategy – those benchmarks are prohibited from owning floating rate assets. 
That might be something that many investors don't know, but those benchmarks cannot own floating 
rate assets. And so, if you think about an environment where we do have more inflationary pressure and 



rate hikes, active strategies could potentially benefit from that as those securities, the base rate at 
which they're set, which is currently zero, those will ratchet up based on how much activity the Fed 
takes in terms of rate hikes. 

The last thing I'll mention is a lot of the assets that are excluded from the benchmarks that I talked 
about earlier are the private companies. These, most particularly, are in the asset-backed markets. And 
we think a big advantage that we have is what's what we call boots-on-the-ground research and due 
diligence. Tom and I just got back from California a few weeks ago where we spent three days meeting 
with the majority of our CLO managers that we work with, and we were able to get real-time updates on 
their businesses and many of their portfolio companies, which we think is a big competitive advantage.  

Corporate collateralized loan obligations (CLOs)  
A CLO is a type of security backed by a pool of debt and structured as a series of fixed income tranches and a 
small portion of equity.   

 
Whereas with a public company, you typically get information on a three-month lag. And just having the 
access to those management teams that secure the private assets that we own, they're just simply not 
available to passive investors. 

Jenna: 

Finally, what are some areas of the fixed income marketplace where you're finding investment 
opportunities right now? 

Nolan: 

Yeah, I'd say first of all, we continue to find some opportunities in the corporate bond market. Although 
Tom alluded to the fact that overall spreads have really not diverged much this year, underneath the 
surface in the market, there's always volatility going on. 

There's always sectors and areas of the market that are seeing spreads narrow and widen. And recently, 
with the additional COVID worries, we continue to see spread volatility in the travel and entertainment 
areas of the corporate bond market. And we have many of those companies on deck, some in our 
portfolios. And recently we found some opportunities, select opportunities, to add positions in those 
areas. Another area that we're finding value today is in the ABS market broadly.  

Asset-backed securities (ABS)   
Asset-backed securities are a type of financial security backed by income-generating assets, like fleet leases, 
credit cards, home equity loans, student loans, and auto loans.  

 
This is an area where most of the year we just weren't active. As Tom alluded to, shorter-term interest 
rates have… some of them have increased multiples of what they were, they started in the year, so that 
as a base rate for ABS where most of these securities are in the kind of 1- to 5-year average life range. 
We've actually, as those rates have increased, we've actually been able to generate more attractive 
coupon income than what we've seen really all year. And in a market that's really driven by supply and 
demand, there has been a heavy amount of issuance in the ABS market late this year. So, spreads have 
actually widened a little bit. Not a ton, but you know, every basis point really helps, and we've continued 
to focus on that market. And as I said, lately, late in the year, we've been able to find some very 
reasonable opportunities. 



Another interesting aspect of the ABS market is that it's priced off of swaps instead of U.S. Treasuries. So 
today in the area that we focus, kind of the 1- to 5-year parts, when an ABS security prices, we're 
getting, we're seeing a lift of anywhere between 10 and 25 basis points today, just given the fact that it's 
priced off a swap curve instead of the Treasury curve. And those are material – that's a material 
advantage we're seeing in that market. 

And then lastly, I would mention that – I mentioned floating rate securities earlier as something that 
active managers can do that that our benchmarks can’t. We are continuing to find value in assets backed 
with floating-rate assets, particularly in commercial real estate CLOs and middle market CLOs. 

Jenna: 

Well, Tom, Nolan, always great to have you and looking forward to catching up in 2022. 

Nolan: 

Thanks Jenna 

Tom: 

Thanks Jenna, appreciate talking with you. 

Jenna: 

And thank you to everyone watching. Once again, I was joined by Weitz Investment Management 
director of fixed income research and portfolio manager Tom Carney and portfolio manager and 
research analyst and Nolan Anderson. I'm Jenna Dagenhart with Asset TV. 

 

DISCLOSURES: 

The opinions expressed are those of Weitz Investment Management and are not meant as 
investment advice or to predict or project the future performance of any investment product. The 
opinions are current through the date of publication, are subject to change at any time based on 
market and other current conditions, and no forecasts can be guaranteed. This commentary is 
being provided as a general source of information and is not intended as a recommendation to 
purchase, sell, or hold any specific security or to engage in any investment strategy. Investment 
decisions should always be made based on an investor’s specific objectives, financial needs, 
risk tolerance and time horizon.  
Past performance is not a guarantee of future results.  
Holdings are subject to change and may not be representative of a Fund’s current or 
future investments.  
Consider these risks before investing: All investments involve risks, including possible loss of 
principal. Market risk includes political, regulatory, economic, social and health risks (including 
the risks presented by the spread of infectious diseases). Changing interest rates may have 
sudden and unpredictable effects in the markets and on the Fund’s investments. The Fund may 
purchase lower-rated and unrated fixed-income securities, which involve an increased 
possibility that the issuers of these may not be able to make payments of interest and principal. 
See the Fund’s prospectus for a further discussion of risks.   



Investors should consider carefully the investment objectives, risks, and charges and 
expenses of a fund before investing. This and other important information is contained in 
the prospectus and summary prospectus, which may be obtained at 
weitzinvestments.com or from a financial advisor. Please read the prospectus carefully 
before investing.   
Weitz Securities, Inc. is the distributor of the Weitz Funds.  
 


