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A Change in Fed Policy?   

Wednesday’s Fed decision included a surprising change in their 

statement.  Prior to this mee�ng the Fed had vowed to remain 

accommoda�ve un�l “at least mid-2015”.  But the statement con-

tained this interes�ng twist: 

“In par�cular, the Commi�ee decided to keep the target 

range for the federal funds rate at 0 to 1/4 percent and 

currently an�cipates that this excep�onally low range for 

the federal funds rate will be appropriate at least as long 

as the unemployment rate remains above 6-1/2 percent, 

infla�on between one and two years ahead is projected 

to be no more than a half percentage point above the 

Commi�ee’s 2 percent longer-run goal, and longer-term 

infla�on expecta�ons con�nue to be well anchored. “ 

Following the decision, the media was reading into the change in 

the statement quite a bit, but I believe the reason for the change 

in guidance is rather ra�onal.   

First of all, there is a high probability that Ben Bernanke will be 

leaving the Fed a-er 2013.  In addi�on, there are growing signs of 

housing stability and poten�al for be/er economic condi�ons in 

2013.  This policy change provides the Fed with greater flexibility 

if there is a new FOMC Chief in 2014 and if there is a more dra-

ma�c economic recovery in 2013 than most presume.  As is usual-

ly the case, the Fed is communica�ng its policy changes (if ever so 

marginal) well in advance.  This provides breathing room.   
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What Does This Mean For Government Bonds? 

The view from the fixed income 

markets is a bit more inter-

es�ng.  Today’s decision sent 

treasury yields spiking higher.  

But I s�ll think this is noise 

around a much larger and more 

important trend.  If we look at 

the Fed Funds Futures curve 

over the course of the last 

month we can see that the 

curve has con�nued to fla/en.  

Although Wednesday’s state-

ment change increases the like-

lihood of a policy change be-

fore the “mid-2015” date, I 

don’t think fixed income inves-

tors will begin pricing in a ma-

jor rate increase un�l some-

thing more defini�ve is provid-

ed in the Fed outlook.   

It’s important to note that we 

are s�ll a long way from 

mee�ng the Fed’s new targets.  

By my projec�ons, we likely 

won’t reach the Fed’s 6.5% un-

employment target un�l 2014 

(currently 7.7%).   So there is 

s�ll a great deal of �me lag here between the new targets and the poten�al �me when a rate 

increase actually comes to frui�on.    

Based on this, I would expect the Fed Funds Curve to con�nue to fla/en in the coming year 

and that will con�nue to put a floor under government bond prices.  The bull market in bonds 

is not over yet.   
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Equity Market Overview 

The outlook in the equity markets has become increasingly murky.  Last month as the elec�on was 

winding down and the fiscal cliff was causing substan�al fear I repeatedly discussed the high likeli-

hood of a year-end rally and the likelihood of a market reversal as uncertainty dissipated.   The S&P 

500 has rallied over 6% in the last month 

and the risk profile of the equity market 

has changed substan�ally.   

As you can see at the right, Orcam’s prima-

ry equity model has moved to a substan-

�ally less bullish posi�on than we saw in 

early/mid November when the risk/reward 

had moved to a very favorable posi�on.   

Many readers have asked how best to use 

this indicator.  I try to emphasize that while 

this indicator has proven to be extremely 

prescient at �mes I would never rely on 

any single indicator as a holy grail.  There 

are no holy grails in this business.  Instead, 

this is a piece of the puzzle that we have to consider inside of a more complex picture.  I will certainly 

help you try to piece that puzzle together, but I’d be lying if I told you this (or anything else) was going 

to rain money down on your head.   

The current reading of 28.5 is indica�ve of a market that remains bullish from a tac�cal phase, but not 

a market I would be adding to new posi�ons in.  As I said before, the risk/reward profile of the market 

has shi-ed to a substan�ally more nega�ve posi�on.  I am by no means turning bearish before year-

end, but unfortunately, if you’ve missed the recent 6%+ gain in the market you’re now establishing 

posi�ons that present a far less a/rac�ve trade.   

From a strategic (longer-term) posi�on I remain bullish.  And while I remain a tac�cal (short-term)  

bull I would approach this market with substan�ally more cau�on than a few weeks ago.  Hedging 

long posi�ons or reducing long exposure is not an imprudent move at this juncture.   
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If you ever have ques�ons or comments on research or Orcam’s services  

please contact us directly.  

Important Disclaimer 
Nothing contained herein should be construed as an offer to buy any 

security or a recommendation as to the advisability of investing in, pur-

chasing or selling any security. Some of the statements contained 

herein are statements of future expectations and other forward-looking 

statements. These expectations are based on Orcam's current views 

and assumptions and involve known and unknown risks and uncertain-

ties. Actual results, performance or events may differ materially from 

those in such statements due to, among other things, general econom-

ic conditions, performance of financial markets, Orcam Financial 

Group, LLC assumes no obligation to update any forward-looking 

information contained in this document. 

Orcam	Financial	Group,	LLC	

Orcam Financial Group, LLC is a fee 

only financial services  firm offering 

macro research, personal advisory, 

ins�tu�onal consul�ng and educa-

�onal services.   


