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Short Maturity Bonds: The Glass is More Than Half Full

While global capital markets have focused on decades-high inflation and a concerted effort by global central
banks to arrest inflationary impulses, some investment opportunities have quietly emerged.

There is no question markets have been shocked by not only the persistence of inflation but also the reaction of
the Fed and their forward guidance.
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At the September meeting, the FOMC raised the upper bound of the Fed Funds rate to 3.25% and signaled via
the Summary of Economic Projections (“Dots”) they expect to take the Funds rate to ‘restrictive’ territory and
hold it there.
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Implied Fed Funds Target Rate
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Most of the financial press focus has been on the capital market carnage of these moves, rising Treasury yields
and falling bond and stock returns. However, there has been an upside of the Fed’s aggressiveness. Yields have
now risen to attractive levels relative to recent history.

US Treasury Yields
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As evident in the chart above, the rise in yields has been led by short-dated yields, which is typically the case in a
Fed rate hiking cycle. In fact, 2 year Treasury yields are now the highest among Treasury bellwethers.

Expanding our lens, we can see US 2 year Treasury yields are the highest level since 2007. What’s more, 2 year
‘real’ (i.e., inflation-adjusted), yields are at multi-year highs as well.

2 Year Treasury Yields
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2 Year Real Yields

7.0%

6.0%

5.0%

4.0%

3.0%

2.0%

1.0%

0.0%

-1.0%

-2.0%

-3.0%
< 1N O SN0 OO O " N OO < N O™~ 0 OO O
O O O O O O « « « ™~ = = -+ =" NN
L L L L L
O O O O O ) O O O O O O O O O O O O
OO0 0000000000000 O0OOoOo

Source: Bloomberg s ) Year Real Yield

Given the current market and economic backdrop, which can fairly be characterized by uncertainty, geopolitical

instability and rising recession odds, short duration bonds appear to offer a wealth of opportunities and should
be considered by all investors.

For investors seeking safety, AAA-rated US Treasury Bills and Notes may offer an excellent alternative to low
yielding bank or money market accounts. Investors may eliminate market risk by deploying a buy-and-hold
strategy or short-dated Bill/Note Treasury ladder, reinvesting coupon income, or utilizing it for spending needs.

For investors seeking income and/or total return, active strategies are likely appropriate. Short-dated bonds
now appear to have a very high probability of a positive returns given the yield cushion (~4% for a 2 year
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Treasury). To put the cushion in perspective, consider the following chart which graphs the breakeven yield
change for a 2-year Treasury over a one year holding period.

2 Year Treasury
Breakeven Yield Change for a 1 Year Horizon
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As the chart shows, for a one year holding period, a 2 year yield would have to rise another 225 basis points
from the current yield for the holding period return to be negative. While this could certainly happen, we think
it’s highly unlikely given the current market pricing and what the Fed is signaling.

Of course, the opportunities extend beyond the Treasury market. For investors able to take a bit more risk, we

see active management opportunities in corporate credit, sovereign credit, optionality, illiquidity, structured
products and inflation-linked bonds.
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New Century Advisors has been managing Short Duration Plus since 2003 and Capital Preservation since 2008.
These strategies seek to limit volatility due to interest rate fluctuation, while investing in a diversified pool of
investment grade securities. They aim to balance risks across a broad opportunity set while attempting to limit
exposure to duration risk. These strategies seek to have a high probability of a positive return each year.

As of 2Q 2022, Short Duration Plus ranked 14" percentile since inception in its peer universe in terms of
performance, with strong upside and downside market capture statistics.

BofA Merrill Lynch Index: ICE BofAML 1-3 35
Year US Treasury

@ New Century Advisors, LLC: Short Duration
Plus

275

25

15

Universe: eVestment US Short Duration Fixed Income (Percentile)

Returns Since Inception

] Sth percentile
[ 25th percentile
Median
1 75th percentile
] 95th percentile
# of Observations
BofA Merrill Lynch Index X X
@ New Century Advisors, LLC SA  GF

Results displayed in USD using Spot Rate (SR).

eVestment Alliance, LLC and its affiliated entities (collectively, “eVestment") collect information directly from investment management firms and other sources believed to be reliable, however, eVestment does not guarantee or warrant the accuracy,
timeliness, or completeness of the information provided and is not responsible for any errors or omissions. Performance results may be provided with additional disclosures available on eVestment’s systems and other important considerations such as fees
that may be applicable. Not for general distribution and limited distribution may only be made pursuant to client's agreement terms. * All categories not necessarily included, Totals may not equal 100%. Copyright 2012-2022 eVestment Alliance, LLC. All

18.75 Years®

3.26
2.71
2.42
2.19
1.89

1.76
2.83

99

5

45
4
35
3
25
2 °
15 |

Standard Deviation

Years?

1.42
1.65
1.88
2.26
3.8

137
1.74
1.94

Rk

18

08

06

04

02

Performance/Risk Analysis Short Duration Universe
Since Inception 18 Years 3 Quarters 12/2003 - 6/2022

Sharpe Ratio Since

0.91
0.77
0.66
0.54
0.38

137
0.33
0.85

Rk

97
9

08

06

04

02

220

200

140

Information Ratio Since = Upside Market Capture
Since Inception 18.75  Inception 18.75 Years? = Inception 18.75 Years! = Since Inception 18.75
3 3

0.81
0.63
0.51
0.33
0.10

137

0.51

Rk

51

Years? 3

162.66
137.45
122.63
110.33
91.36
137
100.00
133.67

Rk

92
31

125

Downside Market
Capture Since

Inception 18.75 Years?
3

-34.27
14.29
49.96
79.95

133.08

137

100.00

14.29

Rk

87
25

ICE BofAML 1-3 Year US Treasury; 2FTSE 3-Month T-Bill; *Q4 2003 - Q2 2022

EVESTMENT

A Part of Nasdaq

Capital Preservation ranked 1° percentile since inception in its peer universe with similarly strong upside and

downside market capture metrics.
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Century Advisors might help your fixed income allocation, please contact Leigh Talbot, CFA, Director of Client

Relations at 240-395-0012 and Italbot@ncallc.com



mailto:ltalbot@ncallc.com

NEWPERSPECTIVES

Commentary from New Century Advisors — October, 2022

Important Investment Information

Past performance is no indication of future results. There is no guarantee that the investment objective of the strategy will
be achieved. Index returns reflect the reinvestment of income dividends and capital gains, if any, but do not reflect fees,
brokerage commissions or other expenses of investing. Clients must be prepared to bear the risk of a total loss of their
investment. The themes and strategies and asset allocations herein are not to be construed as recommendations. They are
for illustration purposes only and subject to change without notice.

Certain of the information contained in this presentation is based upon forward-looking statements, information and
opinions, including descriptions of anticipated market changes and expectations of future activity. New century advisors
believes that such statements, information, and opinions are based upon reasonable estimates and assumptions. However,
forward-looking statements, information and opinions are inherently uncertain and actual events or results may differ
materially from those reflected in the forward-looking statements. Therefore, undue reliance should not be placed on such
forward-looking statements, information and opinions.

The discussion of any investments in this presentation is for illustrative purposes only and there is no assurance that the
adviser will make any investments with the same or similar characteristics as any investments presented. The investments
identified and described do not represent all of the investments purchased or sold for client accounts. The representative
investments discussed were selected based on a number of factors including investment process and subject matter
applicability. The reader should not assume that an investment identified was or will be profitable. There is no assurance
that any investments identified will remain in client accounts at the time you receive this document.

Certain performance calculations are prepared internally and have not been audited or verified by a third party. The use of a
different methodology for preparing, calculating or presenting performance returns may lead to different results and such
differences may be material. You may not rely on this presentation as the basis upon which to make an investment decision.
Opinions expressed are new century advisor’s present opinions only and are subject to changes based on market, economic
and other conditions and may not actually come to pass. Any historical price(s) or values(s) are also only as of the date
indicated.

One cannot invest directly in an index. The index/benchmark comparisons herein are provided for informational purposes
only and should not be used as the basis for making an investment decision. There are significant differences between client
accounts and the indices/benchmarks referenced including, but not limited to, risk profile, liquidity, volatility and asset
composition. Benchmark and market data is provided by a third party. New century advisors does not guarantee or
warrant the accuracy, timeliness, or completeness of third party information provided and is not responsible for any errors
or omissions.

Please remember that different types of investments involve varying degrees of risk, including the loss of money invested.
Therefore, it should not be assumed that future performance of any specific investment or investment strategy, including
the investments or investment strategies recommended or proposed by NCA will be profitable or equal any historical
performance level(s).

Certain portions of New Century Advisors, LLC newsletters, white papers, etc., may contain a discussion of, and/or provide
access to, New Century (and those of other investment and non-investment professionals) opinions 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 opinions 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 New Century
Advisors, LLC, or from any other investment professional. New Century Advisors, LLC is neither an attorney nor an
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accountant, and no portion of the content included in this document should be interpreted as legal, accounting or tax
advice.

No part of this material or any NCA content may be reproduced in any form, or referred to in any other publication, without
the express written permission of the New Century Advisors, LLC.



