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Jonathan Forsgren: 

2022 has been a year defined by change and uncertainty, especially in the fixed income markets, from 
rising rates, inflation, changing monetary policy and concerns about the economy, bond investors have 
had a lot to grapple with. Joining us today to give their take on today's challenges as well as potential 
opportunities are Tom Carney and Nolan Anderson Co-Heads of Fixed Income at Weitz Investment 
Management. 

Tom Nolan, thanks for joining us. 

Tom Carney: 

Greetings, Jonathan. Glad to be back on Asset TV. 

Nolan Anderson: 

Hi, Jonathan. 

Jonathan: 

Tom, why don't you begin by setting the stage for us as we approach the end of what has been a very 
tumultuous year for fixed income investors? What is the current state of the bond market? 

Tom: 

Well, tumultuous indeed is a good word to describe 2022, which will soon be in the books performance 
wise. And it certainly has been no friend to equity or fixed income investors. The bond market, 
specifically longer-term bonds, will likely set records for one of the worst performance years in many, 
many years. And some even have suggested that long bond performance might even be so poor as to go 
back to the founding of the republic. 

Regarding the state of the bond market, generally, the bond market has been forced to respond to an 
outbreak of inflation, the likes of which we haven't seen in four decades. Inflation, which was largely, if 
not solely, brought about by overly excessive fiscal and monetary policies. And the Federal Reserve's 
late response to inflation. This has led to the fastest tightening cycle, which is the Fed's movement to 
increase short-term interest rates, since the 1980s, which was when the Fed began targeting the Fed 
Funds rate as its primary tool for conducting monetary policy. In less than 12 months, the Fed has raised 
short-term interest rates from zero, essentially at the beginning of 2022 to nearly 4% presently, and 
certainly going to be above that by the time we end the year 2022. In contrast that with the last 
tightening cycle, which was from 2015 to 2018, where the Fed took nearly three years to move the Fed 
Funds rate from zero to only 2%. And we're nearly two times that now as we close this this calendar 
year. The result has been dramatically higher yields across the yield curve, especially at the front end, 
the early portions of the yield curve. Two-year Treasury yields, for example, have increased nearly six 
times since the beginning of the year. Three-year treasuries are up more than four times. Now, granted, 
we started the year with… almost needed a magnifying glass to see that the returns on offer for 
Treasury bonds. But clearly there's been a dramatic increase in overall nominal interest rates. 



Credit spreads have also increased or widened as investors grapple with the prospects of tightening 
financial conditions and maybe the possibility of a recession. Broad investment grade spreads have 
widened or increased approximately a half a percent year to date. They're off their wides or their highs 
of where they have been, certainly, as the fourth quarter has been pretty strong overall, and high yield 
spreads have also widened or increased about one and a half percent year to date. And the combination 
of both higher Treasury rates, which is the base rate upon which all other risk assets are priced, and 
wider credit spreads have resulted in a meaningful improvement in forward return prospects. In fact, 
the highest that we've seen in more than ten years. And while today the bond market appears to be 
catching its breath, so to speak, from this year’s seemingly incessant declines as the fourth quarter has 
seen very positive returns in both Treasury credit spreads broadly. And part of that was really 
kickstarted by the most recent CPI reading, which gave investors glimmers of hope that inflation may 
have at least peaked if not possibly trending downward. Time, of course, will tell if that glimmer of light 
is the end of a painfully long inflation tunnel with further declines in store or another train that is ready 
to hit us as inflation potentially remains sticky, and it could potentially lead to more pain in the in the 
months ahead. But time will tell as we move forward into 2023. 

Jonathan: 

Staying with you, Tom, how have the resetting of rates and widening credit spreads impacted your 
opportunity set? 

Tom: 

Well, I'd say a lot, and I think our third quarter commentary to investors summed it up rather well in 
terms of our overall sentiment, and that was titled “High Uncertainty, Great Opportunity.” And while it's 
true that investors have endured nearly a decade of ZIRP, which is the acronym of zero interest rate 
policy, and very, very low nominal returns, short-term interest rates haven't been as high as they are 
now since January 2008. And an environment of return-free risk, which we have bemoaned on 
numerous occasions in the past, has dramatically changed as we've almost completed calendar 2022. 
Yes, it's certainly come at a cost in the in the form of drawdowns, negative returns year-to-date. But the 
silver lining is that today, forward returns have dramatically improved, and carefully selected bonds can 
generate cash flow returns, carry in fixed income parlance, in both real and nominal returns, unlike 
we've seen in well over a decade. Absent the dramatic and very short dislocation we all experienced in 
early 2020. And these opportunities can be found across risk assets, whether it's corporate bonds, asset 
backed bonds, mortgage securities and treasury assets or investments. 

Jonathan: 

Turning to you, Nolan, what are some specific areas in today's marketplace that you believe could be 
favorable for investors? 

Nolan: 

Yeah, we continue to see value in U.S. fixed income markets, both inside and outside of the benchmarks. 
Most of the value today remains in out-of-benchmark areas, primarily in up-in-quality, shorter-duration 
investments within asset backed securities in sectors like commercial real estate, middle market 
corporate loans, small-ticket industrial equipment, in a variety of consumer loans. In the corporate bond 
market, as Tom mentioned, spreads have widened, but this has been a strong quarter for the corporate 



bond market. So overall spreads are just kind of fair. However, there are always sectors that are out of 
favor for one reason or another, where often we can establish a differentiated credit view. And today 
we believe retail is a good example. Within investment grade, we believe real estate investment trusts, 
or REITs, that are focused on grocery-anchored retail offer attractive relative value today. Grocery-
anchored centers are back to growing their rents after COVID and hold up well in recessions given their 
tenants sell necessity-based goods and services. In high yield, one business in retail that we have grown 
to admire is Bath and Body Works. They are the category killer in the specialty home fragrance and body 
care businesses with dominant market share in home fragrance, body care and soaps and sanitizers. To 
give an example of their dominant market position, the company recently announced that 48% of all 
body care and home fragrance gifts within the United States were purchased at Bath and Body Works. 
The business has almost 60 million customers today, with revenue approaching $8 billion and a market 
cap of 10 billion. The company has consistently been profitable through cycles and sports operating 
margins in the low 20% range, which is extraordinary for brick-and-mortar retail. The bonds are rated 
double-B and the company carries leverage in the low to mid two-times range. But at times Bath and 
Body Works bonds can trade in sympathy with broader weakness in retail or high yield, which this year 
has given us the opportunity to add at very attractive levels. 

Jonathan: 

Going a little bit deeper on ABS, Nolan, what is it about short duration ABS specifically that your team 
finds attractive right now? 

Nolan: 

Yeah. Simply put, Jonathan, we believe the risk/reward skews very favorably today. Upfront, we 
acknowledge the risk of recession is real and credit performance has deteriorated from very strong 
levels that we've seen since COVID. But this news isn’t lost on the credit rating agencies that structured 
the transactions or the originators we partner with that make the loans. Because of the weak credit 
performance we've seen today, we are seeing significantly better structural protections for investors. 
What does that mean? If collateral performance is weaker than expected, in bonds near the top of the 
capital structure, they are just much better protected against losses. In addition, consumer lenders have 
tightened underwriting and continue to do so. They've also started to raise pricing to offset the higher 
costs, funding costs, and the uncertain macro environment. All else equal, we believe over time that 
tighter underwriting, better structural protections, and higher pricing will result in better risk-adjusted 
returns for ourselves as bond investors and for the lenders. And from the reward side, spreads that 
we're seeing today in consumer oriented ABS are the widest we've seen since the onset of COVID. And 
again, we're focused on up in quality 1-to-2-year cash flows. Many of these investments that we're 
making amortize monthly. So we are getting a portion of our principal back every single month. This 
further reduces our risk as we can take that capital and reinvest it elsewhere. 

Jonathan: 

Thank you both. Any closing thoughts you'd like to impart on bond investors as we move into the final 
stretch of 2022? 

Tom: 



Thanks, Jonathan. 2022 is nearly coming to an end. And if it had a theme for fixed income investors, 
well, it might not be the lyrics, the title might be REO Speedwagon’s “Ridin’ the Storm Out,” because it 
clearly has been a rocky period of time in 2022. But what has really transpired is this dramatic 
improvement, as we've mentioned, in terms of forward returns that we started the year essentially at 
zero on the front end of the yield curve, and that has moved up hundreds of basis points where today 
we increasingly are in an environment which might be more conventional investing in fixed income, 
where we have the prospect where income returns dramatically improved from a year ago and even 
potentially in competition relative to equity returns. And we also would highlight that the opportunity 
outside of a passive index sort of investment opportunity really presents itself for investors who want to 
look a little deeper, a little further. Certainly Nolan highlighted some of those, but there's a tremendous 
opportunity, we believe, outside of the standard Agg index-eligible sort of investments, and we've been 
doing that for some time and we continue to want to improve our ability, our understanding, but take 
advantage of the wider spreads and the much better coupon return that we can otherwise might receive 
in a more index eligible investment. 

So while there certainly can be more storm clouds on the horizon, we really are excited about the 
opportunities that we've seen certainly so far in ‘22 and look forward to continuing to look for new 
opportunities as the year ends and certainly as 2023 begins. 

Jonathan: 

That was Tom Carney and Nolan Anderson Co-Heads of Fixed Income and Weitz Investment 
Management. Thanks for watching. For Asset TV, I'm Jonathan Forsgren. We'll see you next time. 

 

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.  

Credit ratings are assigned to underlying securities utilizing ratings from a Nationally Recognized 
Statistical Rating Organization (NRSRO) such as Moody's and Fitch, or other rating agencies and applying 
the following hierarchy: security is determined to be Investment Grade if it has been rated at least BBB- 
by one credit rating agency; once determined to be Investment Grade (BBB- and above) or Non-
Investment Grade (BB+ and below) where multiple ratings are available, the lowest rating is assigned. 
Mortgage-related securities issued and guaranteed by government-sponsored agencies such as Fannie 
Mae and Freddie Mac are generally not rated by rating agencies. Securities that are not rated do not 
necessarily indicate low quality. Ratings are shown in the Fitch scale (e.g., AAA). Ratings and portfolio 
credit quality may change over time. The Fund itself has not been rated by a credit rating agency. 



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.  

 


