
Highway to Hell… or Stairway to Heaven: Fixed Income 
Markets in 2022 
As the fixed income marketplace deals with record inflation, market volatility, and the fastest interest 
rate hikes in decades, it may seem that uncertainty is the new normal. Weitz fixed income portfolio 
managers Tom Carney, CFA, and Nolan Anderson share their take on the bond marketplace of 2022 
and why it could prove to be either the Highway to Hell or the Stairway to Heaven. 
 
TRANSCRIPT: 
 
Jenna Dagenhart: 
It might seem like in today's bond environment, uncertainty has become the norm. The fixed income 
marketplace is dealing with record inflation, market volatility and the fastest interest rate hikes in years. 
Joining us today are Weitz Investment Management's director of fixed income research and portfolio 
manager Tom Carney and research analyst and portfolio manager Nolan Anderson. Thanks for being here, 
Tom and Nolan. 
 
Tom Carney: 
Greetings, Jenna. Glad to be with you again. 
 
Nolan Anderson: 
Hello, Jenna. 
 
Jenna: 
Well, starting with you, Tom, could you give us your take on the current fixed income marketplace? 
 
Tom: 
Yeah, well, as has certainly been widely reported, markets have been struggling through a surge of inflation, 
the likes of which few investors have experienced. Headline CPI or the Consumer Price Index of over 8% 
hasn't been reported since the 1970s and early 80s. This has led to high volatility in both the equity and 
fixed income markets, with historic precedents having already been set. 
 

 
 
For example, year-to-date performance of 10-year Treasuries have seen the worst start to the year since 
1788. That's right, 1788. Right before George Washington was sworn in as the nation's first president.  
 



 
 
Additionally, April marked only the fourth month since 1973 where the S&P was down more than 5%, while 
treasuries were down more than 2%. Now there certainly have been months where the equity market has 
been down more than 5%, but it's very rare to have Treasuries fall as much at the same, as much as they 
have, at the same time And finally, the Federal Reserve is now, some might say, finally trying to cool 
inflation by raising short-term interest rates now for the second time in 2022 with most recently raising 
rates by 50 basis points, or half a percent, and more certainly predicted for the rest of the year. Now 50 
basis point move we haven't seen in 22 years, and this year marked the first back-to-back hike by the FOMC, 
or the Federal Open Market Committee, since 2006. So lots of history and records being set so far this year. 
The historical connections to the 70s and 80s and challenging returns year to date might even tempt some 
fixed income investors to pull out their old vinyl eight track or cassette recording of ACDC’s Highway to Hell. 
But the dramatic repricing of the yield curve and improvement in forward returns can also conjure another 
70s classic, Led Zeppelin's Stairway to Heaven. 
 
Jenna: 
Yeah, certainly feeling like the 70s and 80s when you look at CPI, as you mentioned, Tom. Building off of 
that, what do you see as the strongest driving force behind today's inflation, and do you think that it'll abate 
this year or continue to run high? 
 
Tom: 
Well, when one looks at the data published by the Bureau of Labor Statistics, who releases the CPI and 
other inflationary measures, it's kind of easy to glibly say everything is driving inflation today. Despite 
downticks in February and March, for example, used cars and trucks are up 35% year over year, and new 
vehicles are up 12%, well, if you can find one. But the one area that arguably tends to drive price the most 
in the economy is energy, which is up 32% year over year. And we've all seen it directly. That sort of 
pressure as consumers at the pump for our vehicles, our cars, trucks, and certainly indirectly as so much of 
the economy relies on transportation vehicles like trucks and the diesel that goes into them to transport 
goods to market, whether it's the grocery store, FedEx, Amazon Prime, you name it. As to abating, it's 
nearly mathematically impossible for inflationary pressures like the CPI to continue rising without causing a 
decline, if not destruction, in demand. And that'll be the things to continue to watch. But the key will be the 
trend. How quickly can inflation moderate, and most importantly, where it ultimately settles. At the Fed's 
recent policy setting meeting just a few days ago, the committee continues to expect, oddly enough, they 
continue to expect a return to its 2% inflation objective. Well, the Fed didn't provide a timetable for 
reaching this objective from today's inflationary readings. This to us seems somewhat wishful thinking. 
 
 
 



Jenna: 
Yeah, quite a long journey from where we are right now with inflation down to 2%. But turning to you 
Nolan, what are some of the fixed income sectors that you're currently seeing opportunities in? 
 
Nolan: 
Yeah, Jenna, given the continued backup in interest rates we're seeing, we're seeing opportunities across a 
wide variety of sectors today. 
 

 
 
For context, we've shown it – we’ve provided a chart here that highlights the opportunity set today in the 
investment grade credit market, which is shown in the dark blue line, and it goes across the maturity 
spectrum from one to three years out to 30 years. And the bottom light-blue line is where we were at the 
end of last year. Whereas the green and aqua lines represent the five-year and post-Great Financial Crisis 
medians. As you can see today, we are at we are well above the median levels on yields, particularly at the 
front and intermediate portions of the yield curve. And that is where we are finding the best risk/reward 
opportunities today. 



 
 
To give you a real world example, I'm going to walk through on this slide a short duration investment that 
we recently made in the automobile asset backed securities market. It's from an issuer named Arivo 
Acceptance. Arivo is a sub-prime auto finance company located in Utah that is majority owned by one of the 
largest automotive dealership companies in the US. We have gotten to know this company over the past 
several years and believe they are solid operators. This chart highlights their latest two auto ABS 
transactions with the latest transaction that we invested in recently showcased at the top and then their 
prior deal, the 2021 deal on the bottom. In both cases, we highlight the class-A notes which are the notes 
issued at the top of the capital structure and have the shortest maturity. We like to refer to these as the last 
loss bonds as they are first in line to receive both principal and interest. The class-A notes we recently 
purchased had an average life of 1.3 years and came with a spread of 155 basis points. Combine that with 
the base Treasury rate of almost 2.4%, and our investors will earn almost 4% to maturity. You compare that 
to the 2021 transaction which we did participate in, but just took a very modest allocation. The spread on 
this deal increased 60%, but the big driver of the change in the coupon income is due to the almost 13-fold 
increase in the base rate change. So going from a coupon of almost 1.2% last year to almost 4% today in a 
security that has comparable if not a better risk/reward profile from a risk standpoint, you know this is a 
great example of the opportunity set today that is just much improved not only from last year but over the 
last several years, and from the post-financial crisis, average. 
 
Jenna: 
And Nolan, you've previously talked about investing in floating rate securities. How long does it take for 
floating rate securities to benefit from a rise in rates? 
 
Nolan: 
Yeah, we have been allocating more and more capital over the last couple of years to floating rate assets, 
not due to the belief that we were going to get this potential significant rise in interest rates. We invest in 
those securities one at a time, and the spread component of the income that we were achieving on a 
standalone basis, we viewed as attractive relative to the opportunity set at that time. But yes, today we are 
in a position where interest rates are rising, and if the Fed's policy path that's priced into the market today 
becomes reality, the floating rate instrument has gone up from roughly almost zero to about 1% today. So, 



the spread on this on the structured product plus 1%. And then over the rest of the year, as the Fed raises 
interest rates, that can put that coupon component – or the floating rate component will continue to 
ratchet up over time. So maybe by the end of the year, you know, the the base rate could increase from 
zero to maybe two and a half to 3%, which would be very positive for our shareholders. 
 
Jenna: 
And finally, Tom, in this fixed income environment, are you focused on continuing to stay shorter duration 
and higher quality, or is it time to start looking out further on the yield curve and even start looking more at 
high yield securities? 
 
Tom: 
Great question. I think that the couple of slides that Nolan highlighted a few minutes ago kind of highlight 
where we're continuing to focus. The very flat yield curve has led us to continue to stay pretty short, and in 
our own taxable fixed income strategies we have been staying both shorter duration relative to our 
benchmarks and our allocation to higher quality is certainly also a focus where our high yield allocation is 
well under our maximum amounts in those strategies. But I would say today, particularly in high yield, 
because of the dramatic increase in just base rates, we now have a record amount of high yield bonds that 
are trading roughly 80 cents on the dollar. And that isn't necessarily because spreads have widened 
dramatically, but it's as a result of the interest rate, that base rate shock that Nolan highlighted with respect 
to that auto investment that we've made, we're just the change in the base Treasury rate has caused a lot 
of, what we think, pretty high quality non-investment grade bonds to present compelling opportunities. So, 
it's certainly an area we've been focused on more recently. More to report later. But by and large, we think 
staying shorter term, given the flatness of the yield curve and staying overall higher quality, just because 
credit spreads broadly are not at all the canary in the coal mine indicating a recessionary risk, that we just 
think it's more prudent to continue to stay shorter duration and higher quality, but always on the lookout 
for opportunities that can present themselves one at a time. 
 
Jenna: 
Well, Tom, Nolan, thank you so much for joining us and great to have you back. 
 
Nolan: 
Thank you, Jenna. 
 
Tom: 
It's been a pleasure. 
 
Jenna: 
And thank you to everyone watching. Once again, that was Weitz Investment Management fixed income 
portfolio managers Tom Carney 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.  

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.  

 


