
Investment Philosophy

The Short Term Fixed Income strategy is
managed to provide a high degree of current
income with limited interest rate risk by
investing in high quality investment grade
corporate bonds and U.S. Government
securities. The separate account strategy is
actively managed with regards to security
selection and yield curve exposure with an
objective to generate a total return in excess of
the index over a full market cycle.
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Annualized Performance
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Distribution by Issuer
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Distribution by Quality
As of 10/31/2021

Short Term 
Fixed Income

Bloomberg 
Barclays 1-3yr

Gov/Credit

Yield to Maturity 1.36% 0.58%

Effective Duration 2.54 years 1.85 years

Average Credit Quality BBB+ AA+

Number of Bonds 187

Trailing 12 Month Turnover 60%

Firm Assets 264.22

Product Assets 37.94
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Short Term Fixed Income October 2021

One Month
Three 

Months
Year to Date One Year Three Years

Inception to 
Date*

Short Term 
Fixed Income -0.41% -0.50% 0.55% 2.07% 3.49% 3.00%

Bloomberg 
Barclays 1-3yr 
Gov/Credit

-0.33% -0.41% -0.24% -0.05% 2.72% 2.39%



The third quarter of 2021 provided no shortage of developments for investors to consider
and debate. Chief among them was higher than anticipated inflation and the Federal
Reserve’s response. Global supply chain bottlenecks and disruptions related to the
reopening of the economy coupled with persistent labor shortages have been the primary
cause of the recent spike in inflation. A surge in COVID-19 cases driven by the highly
contagious Delta variant has spurred a revival of consumer caution. These issues led to a
meaningful slowdown in economic activity during the quarter, in stark contrast to the
momentum seen during the first half the year. This unusual combination of slowing
economic activity and accelerating inflation have some investors raising the concern that a
period of stagflation (high inflation, high unemployment, and stagnant demand) may be
upon us.

There is much debate related to the Fed’s policy, which operates with the objective “to
promote effectively the goals of maximum employment, stable prices and moderate long
term interest rates”. Given the current environment of meaningfully higher prices and
stagnant labor force participation, investors are questioning how patient the Fed can
continue to be, having previously made clear its desire to see inflation run modestly above
their 2% target on a sustained basis. Stimulus checks, enhanced unemployment benefits,
and COVID-19 related concerns are factors that have kept many out of the work force. A
fewer number of workers has put strong upward pressure on wages. Higher wages and a
higher cost of goods related to supply chain issues are forcing businesses to pass along
these higher expenses to the consumer in the form of higher prices, creating a very
unique challenge for the Fed. In normal conditions, the Fed would likely respond to high
inflation with higher short-term rates, effectively stemming inflation risks. Current policy,
however, suggests the Fed is taking a more patient approach in the hopes that the labor
market and supply chain rights itself in the coming periods. Most investors share the
belief that these challenges will resolve themselves naturally as government provided
income support abates, labor market participation picks up, supply chains get repaired,
and upward pressure on wages and inflation cools.

Early in the year the Fed frequently used the word “transitory” to describe the post
COVID-19 inflation pressures. While the hope is that these pressures are in fact transitory,
recent commentary from Fed officials is beginning to suggest that action may be taken
sooner than originally anticipated in an effort to keep inflation from overheating. After
the September meeting, the Fed signaled that the likely first response to stem the rise in
inflation will be to soon begin to slow, or taper, its $120 billion monthly purchases of
Treasury and mortgage-backed securities. The expectation is that an official
announcement marking the commencement of this initiative will come at the conclusion
of the FOMC’s next meeting in early November.

While the FOMC has gone to great lengths to emphasize that the bar for raising the Fed
Funds rate is quite high, investors do not seem convinced. Market based pricing now
suggests a greater probability than previously thought that the Fed Funds rate will in fact
be increased in 2022. Additionally, it was revealed that half of FOMC participants now
expect an increase in this benchmark short-term rate in 2022. This is a departure from the
previous official position, which was that an increase would take place in 2023 at the
earliest. A greater likelihood of short term yields moving higher in the near term has
important implications for the short end of the U.S. Treasury yield curve.

The steepening of the yield curve we have seen since early 2020 had been primarily driven
by higher long term bond yields while short term yields remained relatively unchanged.
The steepening we are now seeing has shifted away from longer maturity bonds and is
more pronounced in bonds that mature between two and five years. While we view
positively the opportunities being presented to improve portfolio yield, in the near term
we remain cautious with respect to extending the portfolios overall average maturity.
Despite lofty valuations, we are still comfortable with the portfolios current corporate
bond exposure given the significant amount of government stimulus in the system and
the Fed’s ongoing commitment to provide an accommodative policy. When the Federal
Reserve does begin telegraphing to investors that they are considering raising short term
interest rates, we would expect to reduce the current exposure to corporate bonds in
favor of safe haven U.S. Treasury securities as corporate bonds tend to underperform
Treasuries during such periods.

3Q 2021 Portfolio CommentaryTop 10 Holdings
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JPMorgan Chase & Co 3.875% - 9/10/24 2.18%

Aetna Inc 3.50% - 11/15/24 1.91%

Ebay Inc 3.45% - 8/1/24 1.88%

Capital One Corp 4.20% - 10/29/25 1.73%

Owl Rock Capital Corp 4.00% - 3/30/25 1.73%

Micron Technology Inc 4.64% - 2/6/24 1.47%

Ally Financial Inc 5.80% - 5/1/25 1.47%

Dr Pepper Snapple 3.13% - 12/15/23 1.43%

Boeing Co 4.875% - 5/1/25 1.42%

Lloyds Banking Group 4.05% - 8/16/23 1.42%

Birch Run Investments, an independent SEC registered investment advisor, claims compliance with the Global Investment Performance

Standards (GIPS). GIPS is a registered trademark of CFA Institute. CFA Institute does not endorse or promote this organization, nor

does it warrant the accuracy or quality of the content contained herein. Birch Run Investments has been independently verified for the

period ending December 31, 2020. The performance data quoted represents past performance; past performance does not guarantee
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represents gross returns. The gross returns were calculated on a time weighted basis, include all dividends and interest, accrual

income, realized and unrealized gains or losses, and are net of all brokerage commissions, execution costs, and do not give effect to

investment advisory fees, which would reduce such returns. To receive a complete list and description of Birch Run Investments

composites and/or a presentation that adheres to the GIPS standards, please contact David Killian by phone 610-321-3453, email

info@birchruninvest.com, or by mail 211 Welsh Pool Rd, Suite 234 Exton, PA 19341.


