
Monthly	Strategy	Update	

Macro	Strategy	&		Research	

This update will include many of our macro outlooks for specific 

asset classes across various �meframes.  As with all of our re-

search we hope you’ll use it as a guidepost and not as a holy grail.   

Equity Outlook 

Our top down approach a!empts to iden�fy strategic risks across 

the business cycle.  From a core strategic posi�on, we have long 

held the posi�on that there is low recession risk in the USA.  

Based on our research, this is per�nent in that the most damaging 

market declines tend to occur within economic contrac�ons.  Cur-

rently, from a long-term strategic posi�on, we are equity bulls 

based on our recession model which is consistent with low 

growth in the USA.     
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From a tac�cal (short-term) perspec�ve we have turned much more construc�ve on the mar-

ket a+er having been bearish since the 1475 peak in the S&P 500 inSeptember.  Current read-

ings in our primary trading model are consistent with a market that is now favorable from the 

long side with regards to risk/reward.  We expect this model to output an official buy signal 

this week based on historical evidence.   

 

 

 

 

 

 

 

 

 

 

 

 

 

US Government Bond Outlook 

We remain strategic bulls regarding US government bonds.  Our thesis here is rather simple: 

don’t fight the Fed.  While this axiom is o+en applied to the equity markets we believe it is 

even more applicable to the bond market.  The Fed essen�ally controls the yield curve as the 

monopolist on bank reserves.  As a result, long bond yields are a func�on of short yields which 

are a func�on of the Fed’s percep�on of the economy.  The Fed has been abundantly clear 

about their policy forecast.  They will keep rates low un�l 2015.  That gives us a clear view into 

the future of US government bond yields—they are very likely to remain low during this peri-

od.   
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This view is confirmed by the Fed Funds Futures curve.  We’ve overlaid the forecasted target rate 

with the current curve.  We believe expecta�ons on the long end are likely to come down from their 

current levels as we progress forward.  This will depress the en�re curve (or at the very minimum 

keeps upward pressure on yields at a minimum).   

 

 

Gold Price Outlook 
Similar dynamics are influencing the 

price of gold.  As outlined several weeks 

ago, real interest rates are the primary 

driver of gold prices in the current envi-

ronment.  The Fed’s current posturing 

has depressed real rates to levels that 

are likely to keep infla�on fears rela-

�vely high.  Although these fears are 

unfounded we believe gold serves as a 

natural hedge against the fixed income 

por�on of a por<olio that is essen�ally 

a bet that the Fed will be right about low infla�on moving forward.  But this doesn’t mean both posi-

�ons can’t ul�mately be winners.  

As we’ve seen over the course of 

the last 10 years, bonds and gold 

can both perform well in a rela�ve-

ly low infla�on environment.  In-

stead, what is driving government 

bond yields lower is the expecta-

�on of accommoda�ve Fed policy, 

which, interes�ngly, keeps the gold 

bulls in a frenzy reaching for ever 

higher prices.   
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Cross Asset Class Correla�on Ideas 

At this point in the business 

cycle we would favor indus-

trials over consumer discre-

�onary stocks.  As you can 

see in the chart to the le+, 

consumer discre�onary 

names have been substan�al 

outperformers rela�ve to 

their industrial counterparts.  

If history is any guide this 

trend is unlikely to persist in 

rela�ve terms.   

Natural gas has been a 

long-�me underper-

former rela�ve to oil 

prices.  This trend ap-

pears to have reached 

a peak in early 2012 as 

natural gas prices fell 

to new lows.  This 

trend has only just 

started to reverse and 

is likely to revert back 

to the long-term mean.   
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Banking shares have been big un-

derperformers in recent years dur-

ing the de-leveraging cycle.  As we 

begin to see demand for credit in-

crease and real estate improve in 

the USA we believe this underper-

formance is unlikely to persist.   

 

We’re certainly not technology 

bears, but this chart provides some 

perspec�ve regarding rela�ve per-

formance.   

This idea is not for the faint of heart as Orcam doesn’t see an end to the Euro crisis any �me soon, but 

those looking for a bit of beta in their por<olio might look to some of the more depressed European 

na�ons.  Stock markets like Spain have been obliterated over the last 5 years and could serve as long-

term value proposi�ons for the investor who is truly looking to “invest” in a por<olio of equi�es.    
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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.   


