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Yana: Hello. This is Yana Morgan with Weitz Investment Management, and I'm here with Tom Carney 

and Nolan Anderson, who are the co-portfolio managers of the Weitz Core Plus Income and 

Short Duration Income strategies. Our purpose with today's Q and A is to provide our fixed 

income shareholders with a post quarter-end update. So, let's get right to it.  

 

Tom, starting with you, in your quarter-end fixed income letter to shareholders, you really gave 

vivid color to the real distress experienced in the fixed income markets during that mid-March 

timeframe before the Fed stepped in to support. And you further said that the ensuing calm 

following the Fed's move could possibly be compared to being in the eye of a hurricane. Can you 

just elaborate a little bit and discuss what you meant by those comments?  

Tom: It certainly was a quarter to remember, or though, for some of us maybe to forget. And so, in 

writing the Fixed Income Insights letter, Nolan and I borrowed from a number of different 

analogies to try to express the trauma that impacted the fixed income markets. The world, 

broadly because of the coronavirus, the spread of this invisible disease that really impacted the 

whole world and ultimately really impacted the fixed income and equity markets very 

dramatically, even to the point where they stopped functioning properly. And it took dramatic 

action, both congressional and by the Federal Reserve, to help bring liquidity home to the 

marketplace. So we used an analogy of a hurricane, and in a hurricane, which few of us have 

probably lived through, but those that have certainly understand, they are very violent storms 

that have a very high towering thunderstorm wall on circular sides. And inside, though, there is 

a period of calm. In the first quarter, we experienced what we would describe, is that the 

thunderstorms that hit the market were in the form of a very severe liquidity crisis where the 

ability to discover prices of securities became very challenging, if not nonexistent, and up and 

until the Federal Reserve, principally, but also the Congress enacted - essentially threw more 

and more capital at the marketplace to try and help find a floor, if you will, for assets - and that 

led to a calming of the marketplace where we entered a bit of the eye of the hurricane, if you 

will, presently that we think we're in the middle of. But the reason we used that analogy is 

because the hurricane has two sides that you have to get through. And clearly the government, 

the Fed, know that one of the challenges of shutting down the economy is once you get through 

a liquidity crisis, the next step is potentially solvency. And so, what we're going to be focused on, 

and have always focused on, is trying to determine once we get to this other side, do we have 

the right credits? Do we have the right investments? How will all of our investments handle this 

dramatic shutdown that has impacted the marketplace? And that is something that certainly we 

are mindful and spending a large amount of our time, especially presently, to really get a good 

handle of, to re-underwrite the investments we have for this dramatic shutdown that we’re still 

living through, that many of us are still working from home, there are still shelter-in-place 

orders, many businesses are closed, and the ramifications of that are still yet to be fully 

determined. And to borrow one more analogy, it's very similar to having a huge detonation 

underneath the ocean, and you don't know until later, until the fish that float to the top have 

been impacted by it. And our work is to be sure that we're spending time with each and every 



investment that we have to determine how they can handle this sort of shock that clearly has 

impacted our nation and the world.  

Yana: And so, thinking about a shock or the destructive winds that come following a hurricane, is it 

your opinion then that fixed income investors should be anticipating upcoming bond market 

dislocation?  

Tom: I think we should always be prepared to have that potentially occur. And so, for us, what does 

that involve? It means really focusing and maintaining strong liquidity positions. It's re-

underwriting every investment that we have and potentially will want to own. It's selectively 

taking advantage of opportunities that the market presents itself in and constantly doing the 

due diligence that is necessary to be sure that, to the extent some of the efforts by the Fed and 

the government wear off, that we’re prepared to take advantage of opportunities that might 

present themselves.  

Yana: Okay. And, Nolan, talking about some of the things that Tom just did with regard to preparing 

for dislocation and the due diligence that you're doing, can you just share with investors the 

actions, though, that you and Tom are taking to manage the Weitz fixed income portfolios, and 

really, to prepare for the upcoming possible dislocation? And then maybe elaborate a little bit 

on whether you're focused more on defense or offense?  

Nolan: Sure. Thanks, Yana. So, we as credit investors, portfolio managers, we’re really focused on two 

big things tight now, one is liquidity risk, and the second is credit risk. As Tom alluded to, we've 

been through potentially the biggest dislocation in terms of liquidity – as we wrote in the letter, 

there was a significant amount of forced selling going on from a variety of investors and very 

importantly, the dealer community. So, the large banks that were making markets in these 

securities simply stepped away. So, fast forward to today, and I can report that almost every 

dealer that was vacant is now back in action. There is just a lot more velocity of trading up and 

down the capital structure, which is very good. That's what you would want to see, and part of 

that is because spreads have tightened. We have seen a significant retracement of the spread 

widening that occurred, but there still remains opportunity. But there is no doubt that beyond 

the liquidity issues there are increased credit risks. Let's just take consumer ABS as an example, 

which is a large part of the ABS portfolio we own in both Short and Core. You can't say that the 

risk of these investments haven't increased when we’re potentially going to go from an 

unemployment rate of 4% to - there are forecasts for 10%, 15%, 20%. So, there is no doubt risks 

have increased. So, what are we doing about it? Well, using the Short Duration fund as an 

example, we've talked about maintaining short duration and high quality. So, we can control 

two things when we make an investment - we can control the amount of time we're willing to 

lend money, and then we can control the credit quality of that investment. And we've been 

focused on keeping credit quality high and duration short. I would say one of the advantages of 

the ABS market in particular is we can conduct surveillance work, and we do conduct 

surveillance work on a monthly basis. So, basically using, let's just use the month of April as 

example - on the 15th of April a few weeks ago, we were able to see under the hood of the 

credit quality of the underlying borrowers through March 31st of the prior month. So, basically, 

with a 15-day lag, we are observing what's going on with our investments. So, we're monitoring 

every aspect of the securitizations, the payment rates, the delinquency rates, the default rates, 



the losses given default. Doing that on a monthly basis with a 15-day lag is a significant 

advantage over, say, a corporate bond where we get a performance report four times a year 

and it's typically on a month or two lag from that quarter. And so, while the risks have increased, 

our ability to monitor those risk is very, very strong. And I’d say in addition to that, we typically 

meet with our sponsors once a year, we either have a phone call or we meet in person at a 

conference or go to their office. I would say we have definitely stepped that up. I mean, these 

are unprecedented times as we talked about, and I think a competitive advantage we have is, 

and being active managers, we can do as much or as little due diligence as possible. And we 

think one of our competitive advantages is doing a lot of due diligence and continuing to talk to 

sponsors continually and more often than once a year. For example, we've talked to a certain 

sponsor three or four times in the last several weeks. And our ability to access management 

teams and sponsors is also a competitive advantage.  

Yana: And so just on that kind of offense, defense question. Do you feel like you're playing offense, or 

do you feel like you're really playing defense, or is there a better way to describe it?  

Nolan: Sure. I think using the Short Duration fund, the fund is primarily a capital preservation fund, so 

we’re always more or less trying to play defense there and selectively making opportunities. 

Core Plus fund, we are probably more of a balance of playing defense and offense. I’d say the 

good news is because there are increased risks in the market, because spreads have widened, 

because ABS, as an example, isn't as widely owned in ETFs and index funds and the Federal 

Reserve isn't directly targeting that market, there's still a lot of opportunity. So, we can be more 

defensive than we could three months ago and earn more return. So, from that standpoint, 

that's actually a very, very strong positive. Let's just say we could own a one-year asset today 

with the yield that is significantly higher than it would have been just a few months ago. We've 

got to continue to do more work and make sure that we're underwriting with increased losses 

and stress involved, which we are. But yeah, right now, playing defense is affording us to 

continue to earn a reasonable return.  

Yana: Okay, so, Nolan, can you just give kind of a quick update on the metrics of the ABS portfolio? I 

mean since it's pretty significant for both Core and Short, that portion of the portfolio?  

Nolan: Sure. So, since quarter end, using the Short Duration portfolio as example, our ABS portfolio has  

actually declined about 150 basis points because this month in April, on the 15th and the 20th of 

the month, we had a significant amount of paydowns. So, the portfolio actually declined about a 

percent and a half which just speaks to kind of the continuous monthly cash flows that the 

portfolio throws off. The duration remains about 0.9 years so just less than a year, and the yield-

to-worst is just below 5%. So, now that yield-to-worst isn't a proxy necessarily for the forward-

looking return for shareholders, it includes the coupon income that we are going to pass along. 

But it also includes an annualized return for the discount portion of the bond. So, if there's a 

bond that has a half year average life and it has a discount, that calculation is based on an 

annualized return. But regardless, the forward-looking returns for the ABS portfolio are very 

strong.  

Yana: Okay, I would assume that to be the case for the Core Plus fund as well, then? 

Nolan: Yes.  



Yana:  Yeah. And so, in trying to broaden the discussion for just a little bit, maybe looking more at a 

macro view. I mean, I've read some pieces lately about what lies ahead for all of us from a 

macro-economic point of view, it seems there's no real consensus as to whether or not it's going 

to be deflation or inflation in our futures. Tom, do you want to kind of add your voice to the mix 

on this topic and why it matters to bond investing?  

Tom: I think the best answer to have for that question is both. We clearly are in unprecedented times 

and what the Fed has done in terms of ramping up its balance sheet, which stood at roughly $4 

trillion at the end of 2019 and might easily sometime in this calendar year surpassed $10 trillion. 

The unintended consequences of all the actions that the Federal Reserve is undertaking clearly 

could have long-term inflationary implications, and that certainly will be a problem for 

tomorrow. We think that today, really the more pressing issue is the dramatic collapse in 

demand as most of us are staying home; spending patterns have changed dramatically. That's 

seeing its way through corporate earnings reports and will continue to do so throughout the rest 

of this year. So, I would think that for the near term, however long that might be, deflation is 

probably what will be the challenge for policymakers in that the worry about inflation is a battle 

for another time, but clearly, clearly is something that investors should be mindful of. I think 

that in the case of our Short Duration and Core Plus funds, they are reasonably more insulated 

from inflationary pressures, particularly the Short Duration, which has at present somewhere 

around a 1.6 year duration and even the Core Plus Fund in the low-fours, four-year duration, 

very much shorter than its peers. So, it's less likely to have a challenging environment from an 

inflationary issue in the days ahead. I'd like to add broadly more at the portfolio level to your 

question, Yana, about opportunities today and what investors might be thinking of. And I 

wanted to draw people's attention to the Fixed Income Insights letter from this quarter, as well 

as the MD&As that were released, those are the management discussion and analysis for each 

fund that were released on our website, that speak more broadly about the portfolios, that 

speak about what we think right now is pretty interesting opportunities for investors from a 

yield-to-worst perspective. Nolan very well highlighted that it is not necessarily a precise 

indicator of returns going forward, but it has good predictive power. And, as we point out in the 

MD&As, they are as wide as they have been relative to our benchmark that we can find 

historically, and that is something that we look upon as being a very encouraging sign for 

forward returns. And that's something we'll certainly be watching as the days and weeks and 

months unfold. 

Yana: Okay. And, so, what is your final message to fund shareholders today? 

Tom: As I just pointed out, I think that from where we sit at the end of last year, 2019, we were 

probably wringing her hands about opportunities that were not present in the fixed income 

marketplace. Corporate spreads had really declined dramatically and persistently over many 

years post the ‘08/’09 Great Recession. Investors had gotten more and more used to lower 

returns. And so, at the end of December, we wrote a letter that talked about price is what you 

pay - value is what you receive from the standpoint of frustration about not finding 

opportunities. Well, March changed all that. And the repricing that happened both inside our 

portfolios on assets that we like, as well as selective opportunities that we actively engaged in to 

enhance forward returns, leave us today in a position where we're much more encouraged by 

where we sit, the assets we own and the forward returns that they may generate. The keys will 



always be for us, is to continue to do solid credit surveillance and underwriting of each 

individual investment based on the information that we have available, and Nolan well 

highlighted how frequently we can see, within large portions of our portfolio, how those assets 

are performing. And so, where we sit today versus at the end of last year, we’re very 

encouraged and reasonably excited about what forward returns might look like.  

Yana: Okay, thank you very much gentlemen for your time today, And, we appreciate hearing from 

you, and we look forward to the next time. Thanks a lot. 

 

 

 


