
A Deep Value Approach to Fixed Income

	 TWST: Would you begin with a brief overview of 
Lowry Hill and your responsibilities with fixed income?

Ms. Williams: Lowry Hill is a private asset manage-
ment firm, established in 1986.  We work primarily with families 
and foundations and require a minimum of $10 million in invest-
able assets. Our assets under management are approximately five 
billion dollars, and of that, roughly one billion dollars are in fixed 
income. I am the director of fixed income investments and have 
been with Lowry Hill for 10 years.  I have been in the fixed-in-
come business for a total of 26 years and have traded municipals, 
Treasuries, agencies, corporates and mortgage-backed products. 
However, my specialty is municipal bonds. At Lowry Hill, we 
have an individualized focus for our fixed income accounts, buy-
ing bonds that fit the clients’ individual needs or the needs of their 
foundations.

TWST: Do you customize the fixed income assets in 
every client portfolio?

Ms. Williams: Yes. We look at each client’s needs for 
income, state of residence, whether or not tax-free income is 
needed, etc. We buy individual securities in each client’s account 
based on those needs.

TWST: Do you have a top-down macro approach 
before you start to select securities?
Ms. Williams: We view the fixed income portion of the account 
as the stability piece, so we focus on high-quality, low-risk in-
vestments. We purchase high-grade municipal bonds, Treasur-
ies, agencies and corporates. In general, we try to stay relatively 
short, mainly because of the low interest rates in the current 
environment. From there, it’s individual security selection 
based on what is most attractive in each sector of the market.  
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TWST: What are the investment criteria that you’d 
specifically look for in the various fixed-income assets?

Ms. Williams: The first criterion is that of credit qual-
ity.  We typically buy securities rated “A” or better. We also 
conduct our own analysis of the credit, independent of the bond 
rating.  We look at maturity, call features, premium or discount, 
and of course, yields to call and maturity.  Although we often 
buy bonds that carry bond insurance, we still require the under-
lying credit to meet our minimum standards on its own.  That is 
something we paid attention to even before the municipal bond 
insurers got into trouble. 

When analyzing credits, we look at the issuer’s finan-
cial statements to determine a municipality’s amount of out-
standing debt, whether or not pensions and other benefits are 
funded, the kind of general fund balances that exist, and so on. 
We typically buy general obligation bonds for which the mu-
nicipality pledges their full faith and credit, or essential pur-
pose revenue bonds such as water and sewer bonds.

TWST: What about the yield spreads?
Ms. Williams: What makes sense for a client’s account 

is dependent on which products provide the best value at that 
point in time. Treasuries have been very expensive for quite 

some time. Consequently, we’ve focused primarily on agency 
bonds for accounts that need taxable income.  At times, corpo-
rates have been more attractive than agencies. Recently, that 
hasn’t been the case. After the financial crisis eased and credit 
spreads narrowed, corporates weren’t as compelling as they had 

been when spreads were wider. 
We buy only high-grade names, thereby limiting the se-

lection pool. This is particularly true in the corporate market, 
where strong demand is exacerbating the selection process by 
inflating prices. We have found that agencies and taxable mu-
nicipals have been a better value than corporates. Earlier this 
year, municipals got quite expensive (when compared to Treasur-
ies), and were trading at a low percentage of Treasuries. If the 
client wasn’t in the highest tax bracket, there were times when it 
just didn’t pay for him or her to buy a municipal versus agencies 
or another product. 

Conversely, back in the fall of 2008, when everyone was 
afraid of everything, municipals got tremendously cheap when 
compared to every other product.  For individual accounts we 
bought quite a large number of municipals at very favorable 
prices because other people were nervous or had to sell what was 
liquid. That happened to be municipals at that time.

TWST: What about the agencies? You mentioned 
you had exposure to agencies.

Ms. Williams: We do buy a fair amount of agencies. 
We have typically bought more of the state-tax exempt 
names like Federal Home Loan Bank and Federal Farm 

Credit. We own some Fannie Mae (FNM) and Freddie Mac 
(FRE) debentures, but we never bought any mortgage-backed 
product. A large number of our purchases have been callable 
agencies, which typically have yields closer to corporate 
bonds.  We often ladder the call dates in addition to laddering 

“We focus on high-quality, low-risk investments. We purchase high-grade municipal 
bonds, Treasuries, agencies and corporates. In general, we try to stay relatively 
short, mainly because of the low interest rates in the current environment. From 
there, it’s individual security selection based on what is most attractive in each 
sector of the market.”

“We buy only high-grade names, thereby limiting the selection pool. This is 
particularly true in the corporate market, where strong demand is exacerbating the 
selection process by inflating prices. We have found that agencies and taxable 
municipals have been a better value than corporates.”
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the maturities in client accounts to avoid having all the bonds 
called at one time.  

TWST: Why are you wary of the corporates? Is it 
because they’ve become so fully valued?

Ms. Williams: I just think they are expensive for the 
risk profile. There is also a lack of names that are “A” or better. 

Many of the available names that are rated “A” or better are fi-
nancial companies.  During the financial crisis when everyone 
was unsure about who was in need of TARP and what kind of 
shape the banks and the financial companies were in, spreads 
were attractive. Yet it was also a time where there were just too 
many uncertainties. We didn’t 
want so much exposure to one 
sector.  Now that spreads have 
narrowed, we feel we can do bet-
ter buying agencies or buying 
taxable municipals.

TWST: What about 
the valuation metrics of the dif-
ferent bonds and the yields? 
Specifically, could you discuss 
the individual bond selection 
within sectors determined by 
yield to call date, yield to ma-
jority, and so on?

Ms. Williams: Some 
people would say it’s a detriment 
that any bond is worth whatever 
someone on the other side is will-
ing to pay for it, but it’s a benefit 
for those that are able to analyze 
credits and find bonds that might 
be mispriced. At times, whoever 
is offering a specific bond may 
not really know the characteris-
tics. Subsequently, we can pick up a bargain because we know 
more about that bond than the person who is offering it. With re-
spect to our purchases, we work with a network of about 48 differ-
ent broker-dealer firms. For a given bond, it is shocking to see what 

a difference there can be in bid prices. We can put a bond out for 
the bid among our network; among 10 different firms that bid on 
that particular bond, we may have a range in price of three points 
or more. I think a lot of people hope that the bond market is more 
efficient than the reality that it is just an over-the-counter market in 
which you have to work hard to find the best price.  We’re trying 

to provide value to our clients by working a fairly large network to 
find the best available price.

TWST: It is interesting that you hear all the time 
about inefficiencies in the equities markets, but rarely about 
the inefficiencies in the bond market.

Ms. Williams: Yes, 
many sectors of the bond mar-
ket are much less efficient than 
the stock market. The Treasury 
market certainly isn’t worse. 
That’s a market where the price 
is not going to differ much from 
firm to firm, perhaps only one-
thirty-second in price. How-
ever, when things were at their 
worst in the municipal market, 
and even the corporate market, 
over the last couple of years, 
dealers just didn’t want to add 
inventory. As a result, the price 
differential from firm to firm 
was huge, and it was very dif-
ficult to get a good bid. Then, 
as investors saw how bad the 
quotes were, they got even 
more nervous that there may 
have been a fundamental prob-
lem and not just a liquidity or 
pricing problem. A lot of firms 

and individuals sold bonds at fire-sale prices when there really 
weren’t the fundamental problems that people thought existed.

TWST: Do any clients want you to invest in high-
yield bonds?

“We do monitor our holdings for erosion of credit quality and will sell positions 
if we’re concerned about what’s happening with the underlying credit. We pay 
attention to municipal news and changes in rating, acting on any credit concerns 
that arise.”

Highlights

Linda Niemela Williams focuses on high-quality, 
low-risk fixed income investments. She purchases 
high-grade municipal bonds, Treasuries, agencies 
and corporates. She says that agencies and 
taxable municipals have been a better value than 
corporates. She has focused on agency bonds for 
accounts that need taxable income. She is a long-
term investor who tries to make good purchase 
decisions based on value, not a short-term search 
for a quick profit. At times she has swapped out 
low-coupon bonds and reinvested at higher 
market rates. All decisions are based on whether 
a client can use the tax loss, available bonds for 
reinvestment, etc. The biggest differentiating 
factor is the credit work she does, analyzing the 
financial statements of the individual credits and 
making decisions based on that information, 
rather than relying only on ratings. She buys only 
the high-quality bonds and doesn’t take a lot of 
risk, which she considers better for the client than 
chasing the hot topic of the day.
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Ms. Williams: We get that request from time to time, but 
that is just not a market that we have felt is worth pursuing. As we 
have seen on numerous occasions, market participants have not 
done a great job properly evaluating risk. We typically don’t see 
enough value offered for the risk one is implicitly assuming for 
buying most high-yield credits.  Furthermore, stretching for yield 

with riskier securities goes against our philosophy that the bond 
money should provide the “ballast” for our portfolios. Because we 
are already accepting some volatility on the equity side, we choose 
not to double up on it by taking it on the bond side, too.

TWST: What about international bond investing?  
Have you looked at that area?

Ms. Williams: Yes, we’ve looked at it many, many 
times. We always end up coming to the same conclusion. Ineffi-
ciencies on pricing that I mentioned earlier are even more pro-
nounced for international bonds.  You have to buy very large-sized 

blocks to get any kind of fair pricing, and the liquidity is very 
poor.  While much has been written and spoken about on this 
topic—including much table pounding on the financial news 
channels—the liquidity hasn’t been there when it’s been really 
imperative.  Again, this would compound the potential risk and 
variability in a portion of our portfolios where we are seeking 
stability.  We have an international equity model, so our clients 
are exposed to other currencies and other international businesses 
through that model. Even though investors may have an interest 
in international bonds, that’s just not a market in which we’ve 
chosen to participate. 

TWST: Another aspect of bond investing has been 
the surge in ETFs. What are your views on them?

Ms. Williams: There seems to be one for every type of 
product you’d ever want. At Lowry Hill, we are dealing with 
clients who have large portfolios and a fairly large amount to in-
vest. We can provide enough diversification by buying individual 

bonds instead of ETFs. We then also have the control of buying 
specific maturity dates and the decision-making ability regarding 
whether or not to sell prior to maturity. 

If you’re buying ETFs or the bond funds, the manager 
of those funds is the one making those decisions. If you buy a 
bond at today’s interest rate and choose to hold it to maturity, 
regardless of what interest rates do, you would still get your par 
value back.  If you’re investing in a fund, and the fund manager 
chooses to realize losses when rates rise, you would have some 
erosion of principal. 

TWST: What is your firm’s sell discipline?
Ms. Williams: Our sell discipline is dependent on the 

individual accounts. In general, we are long-term investors, try-
ing to make good purchase decisions based on value, not short-
term investors looking for a quick profit. At times, we have 
swapped out low-coupon bonds and reinvested at higher market 
rates. Those decisions are based on whether the client can use 
the tax loss, available bonds for reinvestment, etc. 

We do monitor our holdings for erosion of credit qual-
ity and will sell positions if we’re concerned about what’s 
happening with the underlying credit. We pay attention to mu-
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“The main issue now is the concern with credit quality. We are already buying high-
quality names, and we continue to monitor them on a regular basis.  The biggest risk 
is what’s out there that we don’t know about. Financial statements are backward-
looking, and we do monitor current municipal news. Still, there may be events that we 
are unable to anticipate.”

“The biggest differentiating factor would be the credit work that we do, where we are 
analyzing the financial statements of these individual credits and making a determination 
based on that information rather than relying only on the ratings. I believe another 
difference is that we are not trying to be everything for everyone. Our strategy is to 
buy high-quality bonds, and we don’t take a lot of risk on the fixed income portion of 
our portfolio.”
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nicipal news and changes in rating, acting on any credit con-
cerns that arise. 

Another example of our sell discipline regards TIPS, 
(Treasury Inflation Protected Securities). We try to buy those 
opportunistically in client accounts. We are buying them for 
the inflation component, but there are times where TIPS have 
gotten quite cheap. We’ve then increased our allocation. When 
the price ran up substantially, we sold a fair amount of those 
securities. We’re not constantly looking to reposition the port-
folio, but we do act opportunistically when the situation arises.

TWST: What happens if the holdings of any particu-
lar issue grow too large? Do you have a limit on the size of 
holdings?

Ms. Williams: We don’t really have that problem. For 
the most part, we are buying small percentages of any given name 
in a client account. We generally try to stay below 5% per name, 
so even with price appreciation, we wouldn’t typically get to a 
large enough percentage of the account that we would need to 
trim a name.  

TWST: You discussed various details regarding 
your firm’s sell discipline, but what are the risk manage-
ment techniques you can tell us about in the management 
of fixed income?

Ms. Williams: I think the main issue now is the con-
cern with credit quality. We are already buying high-quality 
names, and we continue to monitor them on a regular basis.  To 
me, the biggest risk is what’s out there that we don’t know 
about. Financial statements are backward-looking, and we do 
monitor current municipal news. Still, there may be events that 
we are unable to anticipate.  Examples would include Enron, 
which was a highly rated name until just weeks before its bank-
ruptcy.  In the cases of fraud, it is almost impossible to foresee 
a problem.   

The concern I have is that there may be one-off situa-
tions in which one has no way of knowing the “story” until it hits 
the news. As far as other overall risks, we do keep our position 
size relatively small per name. We don’t double-up on names by 
buying several different maturities of the same name. For mu-
nicipal bond clients in high state-tax states, we try to diversify as 
much as we can within the state and buy bonds from different 
areas. We also stagger or ladder the maturities to minimize inter-
est rate risk. 

TWST: What about the macro risks to bond invest-
ing, like the interest rate environment and inflation? Do you 
see any headwinds in the fixed income arena for the rest of the 
year?

Ms. Williams: The expectation certainly is for higher 
rates. Of course, that is a concern. Since we try to buy opportu-

nistically, we bought some longer bonds at very cheap levels in 
late 2008. More recently, we’ve been staying quite a bit 
shorter—typically just buying in the shorter end—because we 
are concerned about rates rising as we head into next year. I 
don’t know that we will see substantially higher rates by year-
end, but I certainly would expect us to see some higher rates.  
We’ve been slow to invest money in recent months because the 
rates have been so low, and it seems there are few good values 
available. We’ve seen slightly better yields during the last 
month, but those opportunities have been short-lived. We don’t 
rush in and buy everything all at once. We also had positioned 
for inflation to some degree through TIPS and through some of 
our equity strategies.  We also bought a fair amount of step-up 
agencies, which can be an alternative inflation hedge for some 
accounts.  Step-ups start at a low coupon for a stated period of 
time and then step to a higher coupon if the bond is not called 
on the call date.
 TWST: That’s interesting. Is that new?

Ms. Williams: They’ve been around for many years, but 
issuance tends to vary significantly, depending on interest rates. 
They were fairly popular a number of years ago when interest 
rates were lower. There are different structures, some with one-
time calls and others with more frequent calls. Some have only 
one step date while others may start at a lower coupon but step up 
every six months or so. If you are buying Fannie or Freddie, they 
are issued in smaller denominations.  Federal Home Loan Bank 
issues are a minimum of $100,000. We feel they are an interesting 
way to provide some inflation component if you are concerned 
about rising interest rates.

TWST: What do you think distinguishes your fixed 
income approach at Lowry Hill from that at other peer com-
panies? What do you feel you bring to the table for your cli-
ents that other firms might not?

Ms. Williams: I would say the biggest differentiating 
factor would be the credit work that we do, where we are analyz-
ing the financial statements of these individual credits and mak-
ing a determination based on that information rather than relying 
only on the ratings. I believe another difference is that we are not 
trying to be everything for everyone. Our strategy is to buy high-
quality bonds, and we don’t take a lot of risk on the fixed income 
portion of our portfolio. That’s really what we stick to rather than 
choosing the hot topic of the day and then chasing after it.

TWST: Is there anything that we didn’t touch on that 
you wish to add?

Ms. Williams: I feel this is a difficult time for many 
investors because of the concerns highlighted in the news, 
whether it is pension problems, state budget deficits, lower reve-
nues from lower taxes, etc. Those concerns are greatest for those 
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that have invested in municipal bonds. Plus, I don’t think mu-
nicipal bonds are very well understood by the general public.  It’s 
very difficult to be an individual investor in the municipal bond 
market and be able to get good information. The MSRB and other 
industry groups have been trying for many years to get more in-
formation to the investing public, but it’s tough.  It’s important for 
investors to find a broker or money manager that they trust—one 
who can provide them with good information and good advice. 

TWST: Thank you. (PS)
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Important Disclosure Information

Lowry Hill is a registered service mark of Wells Fargo & Company and is an affiliation of Lowry Hill Investment Advisors, Inc. and 
Wells Fargo Bank, N.A. Lowry Hill Investment Advisors, Inc. is registered with the Securities and Exchange Commission as a 
Registered Investment Adviser under the Investment Advisers Act of 1940. 

The information provided in this presentation is for informational purposes only and is not intended to solicit clients or provide any 
investment advice or service. Lowry Hill does not make any representations or warranties as to the accuracy, timeliness, suitability, 
completeness or relevance incorporated herein, and therefore takes no responsibility. The presentation content offers only general 
information about Lowry Hill and is provided solely for convenience purposes. All users thereof should be guided accordingly.

Past performance may not be indicative of future results. Therefore, no current or prospective client should assume that future 
performance of any specific investment or investment strategy (including the investments and/or investment strategies recommended 
or undertaken by Lowry Hill) referenced directly or indirectly by Lowry Hill in this presentation will be profitable or equal the 
corresponding indicated performance level(s).

Certain portions of this presentation may contain a discussion of, and/or provide access to, Lowry Hill’s (and those of other investment 
and non-investment professionals) positions and/or recommendations as of a specific prior date. Due to various factors, including 
changing market conditions, such discussion may no longer be reflective of current position(s) and/or recommendation(s). Moreover, 
no client or prospective client should assume that any such discussion serves as the receipt of, or a substitute for, personalized advice 
from Lowry Hill, or from any other investment professional. Lowry Hill is neither an attorney nor an accountant, and no portion of the 
web site content should be interpretedas legal, accounting or tax advice.

Virtually all investments have some degree of risk. When investing in bonds, it’s important to remember that an investment’s return is 
linked to its risk. Riskier investments generally offer the potential for higher returns. Conversely, relatively safe instruments such as 
insured CDs and U.S. Treasuries offer relatively lower returns.  Risks common to most all bonds include:
*       Credit Risk - financial risk that the issuer will not be able to repay the principal upon maturity as promised.
*       Call Risk - longer-term bonds are usually callable. The bonds may be called before the maturity date if interest rates decrease.
*         Market Risk - if the bond must be sold before the maturity date, the bond may be worth more or less than the face value depending                   
         on interest rate movements.
*       Inflation Risk - recognizes the value of assets or of income will be eroded as inflation shrinks the value of a country’s currency.
*       Liquidity Risk - some securities are very hard to sell if there is a thin trading market or if the bond is relatively unknown.


