
Strategy	Insights—Fixed	Income	

Macro	Strategy	&		Research	

As our note on the “widow maker” trade highlighted the other day,  

it can be extremely powerful, from a risk management and general 

strategic posi�on, to have a sound understanding of the monetary 

system and the ins�tu�onal rela�onships that make up this system.  

One of the be er market calls we’ve made over the years has been 

a steadily op�mis�c posi�on in long-term government bonds.  This 

thesis was not only based on the idea of a debt de-leveraging that 

would keep the economy in a muddle through environment, but 

also based on a sound understanding of the major ins�tu�onal 

players impac�ng government bonds.   

We remain US government bond bulls.  Our thesis is mul�-faceted.  

Not only do we expect the muddle through environment to con�n-

ue (as noted in our recent US economic update), but we can take 

our cues on the government bond market from its most powerful 

players.  First, some basics.   

Long bond rates are an extension of short bond rates.  And short 

bond rates are an extension of Fed policy.  The Federal Reserve is 

the monopoly supplier of reserves to the banking system so they 

can control any point on the yield curve if they target price.  Yes, 

they could pin the 10 year bond yield at 0% if they wanted to.  

Clearly, they don’t do that, but they don’t need to given the above 

rela�onship.  At the most recent FOMC decision the Fed stated: 

“the Commi ee also decided today to keep the target range for 

the federal funds rate at 0 to 1/4 percent and currently an�cipates 

that excep�onally low levels for the federal funds rate are likely to 

be warranted at least through mid-2015.” 

The Fed is being abundantly clear about their inten�ons to keep 

rates low through “at least” mid-2015.  The Fed Funds Futures mar-

ket is showing a disconnect though.  Bond traders clearly don’t  
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When I come back, I 

want to come back as 

the Federal Reserve.  

Then I can in�midate 

everybody.   
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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. 
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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.   

If you have questions or comments regarding Orcam’s research and services  please contact us 

directly.   

believe the Fed.  As you can see below the effec�ve Fed Funds Target is set at about 0.15%, howev-

er, the Fed Funds Futures market deviates from this level as early as 2013.  We are taking the Fed at 

their word and we believe they are likely to remain highly accommoda�ve through 2014 (and likely 

through 2015).  This means US government bonds  are highly likely to remain in a secular bull mar-

ket at least through 2014 as traders are forced to adjust expecta�ons to meet the Fed’s expecta-

�ons.   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


