
Boxing great Mike Tyson once said: “Everyone has a plan until they get punched in the mouth.” The swift repricing of 
fixed income markets thus far in 2022, the likes which we have not seen since the 1970s, appeared to knock many 
investors on their heels.

By some accounts, the first half of 2022 was the worst bond market performance since ’88 – that is 1788.1 Interest 
rates continued to march higher, equity markets continued to move lower, and inflation readings hit levels not seen for 
decades. 

Many market participants that have been able to ride the wave of implicit Federal Reserve (Fed) support for the past 
several years by favoring long duration and lower quality assets have experienced a painful year as persistently high 
inflation has effectively forced the Fed to abandon its 15-year dovish stance. 

Complacency and relaxed risk tolerance appeared to be the main drivers of declining yields and historically low credit 
spreads. With the Fed keeping rates near zero and buying increasing amounts of U.S. Treasuries, agency mortgaged-
backed securities, and even high-yield corporate bonds – who could blame those that believed part of the Fed’s 
mission was to stamp out market volatility?

Markets now appear to be exiting a period where valuations were largely artificially propped up by huge injections of 
liquidity and easy policy by the Fed - not to mention extraordinary stimulus from the federal government. This transition 
has been painful for virtually every financial asset class, including equities, over the short term. Over the longer term, 
however, income is the most important determinant of fixed income returns, and we are approaching levels in the 
market that we have not seen in over a decade.

So where do we go from here? 
In our view, fundamentals like cash flow generation, margins, balance sheet positioning have taken a back seat to 
technical factors like momentum, yield and investor enthusiasm. 

Post the Global Financial Crisis (GFC) many hungry investors, perhaps unknowingly, extended their risk profile 
searching for yield during the low-rate years.  Some resorted to purchasing unfamiliar products like bank loans or even 
using complex derivatives. In today’s environment, some of these holdings may be less liquid and harder to unwind. 
And many, with high duration, have simply fallen flat, delivering painful negative short-term return.
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We believe the bond market has begun to return to a longer term-focused landscape where fundamentals again drive 
valuations. In our view, this is not only a healthier market, but one where managers focused on finding value through 
individual security selection have the potential to positively impact portfolio performance.

At Brandes, we have been managing fixed income portfolios in the same long-term, Graham & Dodd bottom-up style for 
nearly a quarter century. We build concentrated portfolios of cash-pay bonds, one security at a time. We don’t use 
leverage or derivatives – nothing exotic. We search for strong, tangible asset coverage and are willing to be extremely 
patient as we hunt for potentially mispriced opportunities. Further, we believe being small and nimble can be beneficial.

As with any investment, and in particular fixed income, time horizon is important. In the short term, interest rate 
increases can cause negative total returns. However, over a longer time horizon, higher yields should allow a diversified 
portfolio to generate a higher level of income, cushioning the impact. 

At Brandes, we look at the current market as one filled with potential to add meaningful value through thoughtful 
research and careful credit issue selection. The structural changes in Fed policy and to the market have the potential to 
create opportunities over the longer term for smaller more nimble managers like us that are focused on underlying 
credit fundamentals.
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1Financial Times, July 7, 2022, Datawatch
Agency mortgage-backed securities (MBS): An MBS issued by one of three quasi-
governmental agencies: The Government National Mortgage Association (GNMA or 
Ginnie Mae), the Federal National Mortgage Association (FNMA or Fannie Mae), and 
the Federal Home Loan Mortgage Corporation (Freddie Mac). A MBS is an 
investment similar to a bond that is made up of a bundle of home loans bought from 
the banks that issued them.
Asset Coverage: Measures how well a company can repay its debts by selling or 
liquidating its assets. 
Basis Point (BPS): 1/100 of 1%.
Cash Flow: The amount of cash generated minus the amount of cash used by a 
company in a given period.
Cash-Pay Bond: Debt security that pays a cash coupon. 
Credit Spread: The difference in yield between two bonds of similar maturity but 
different credit quality.
Duration: The weighted maturity of a fixed-income investment’s cash flows, used in 
the estimation of the price sensitivity of fixed-income securities for a given change 
in interest rates.
Yield: Annual income from the investment (dividend, interest, etc.) divided by the 
current market price of the investment.
Unlike bonds issued or guaranteed by the U.S. government or its agencies, stocks 
and other bonds are not backed by the full faith and credit of the United States. 
Stock and bond prices will experience market fluctuations. Please note that the 
value of government securities and bonds in general have an inverse relationship to 
interest rates. Bonds carry the risk of default, or the risk that an issuer will be unable 
to make income or principal payment. There is no assurance that private guarantors 
or insurers will meet their obligations. The credit quality of the investments in the 
portfolio is no guarantee of the safety or stability of the portfolio. Investments in 
asset-backed and mortgage-backed securities include additional risks that investors 
should be aware of such as credit risk, prepayment risk, possible illiquidity and 
default, as well as increased susceptibility to adverse economic developments. 

The information provided in this material should not be considered a 
recommendation to purchase or sell any particular security. It should not be 
assumed that any security transactions, holdings, or sectors discussed were or will 
be profitable, or that the investment recommendations or decisions we make in the 
future will be profitable or will equal the investment performance discussed herein. 
Strategies discussed are subject to change at any time by the investment manager 
in its discretion due to market conditions or opportunities. Market conditions may 
impact performance. The performance results presented were achieved in particular 
market conditions which may not be repeated. Moreover, the current market 
volatility and uncertain regulatory environment may have a negative impact on future 
performance. The Brandes investment approach tends to result in portfolios that are 
materially different than their benchmarks with regard to characteristics such as 
risk, volatility, diversification, and concentration. The foregoing reflects the thoughts 
and opinions of Brandes Investment Partners® exclusively and is subject to change 
without notice. Brandes Investment Partners® is a registered trademark of Brandes 
Investment Partners, L.P. in the United States and Canada.
United States: Issued by Brandes Investment Partners, L.P., 4275 Executive Square, 5th 
Floor, La Jolla, CA 92037.
Singapore/Asia: FOR INSTITUTIONAL/ACCREDITED INVESTOR USE ONLY. Issued by 
Brandes Investment Partners (Asia) Pte. Ltd., The Gateway West, 150 Beach Road 
#35-51, Singapore 189720. Company Registration Number 201212812M. ARBN: 164 
952 710. This document is for “institutional investors” or “accredited investors” as 
defined under the Securities and Futures Act, Chapter 289 of Singapore and may not 
be distributed to any other person. This document is being provided for information 
purposes only. Incorporated in Singapore in 2012, Brandes Investment Partners 
(Asia) Pte. Ltd. (Brandes Asia) provides portfolio management services to clients in 
Asia (as permitted under local law). Brandes Investment Partners, L.P., a U.S. 
registered investment adviser and a sister entity to Brandes Asia, provides research, 
portfolio construction and other support to Brandes Asia.
Canada: Distributed by Brandes Investment Partners & Co., 36 Toronto Street, Suite 
850, Toronto, ON  M5C 2C5. This communication is for information purposes only 
and should not be regarded as a sales communication or as advice regarding any 
financial product or service.
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