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No Taper, No Tantrum....

Big day today. Stocks, bonds and commodities all rallied on the

news that the Fed would not be tapering any time soon. In fact, | Cullen 0-2)‘;3‘;
think the press conference after the decision made it very clear Orcam Financial Group, LLC
that the Fed might not taper at all this year. This is a very im- R FA T

portant market moving event.

About a month ago when 10 year yields were hovering near 2.9%
| said that | thought the bond markets had all been overreacting
to the idea of tapering:

“1 think this recent move in bonds is largely driven by fears
surrounding the Fed and the “tapering”. For some reason,

this is being viewed as a form of tightening. As if a reduc- LOIlg StOI'y ShOI‘t—
tion in bond purchases from $85B to $65 is all that mean- The Bond Bull Mar-
ingful to begin with. But more importantly, this is nothing ket is Back

like an actual tightening. By far, the more important move
will be an actual rate increase. And | think the bond mar-
ket is still getting this one wrong.”

Today’s decision confirmed that view. In fact, | think the Fed has
put an explicit ceiling on the long bond yield. Clearly, the move in
interest rates in recent months has been exaggerated and
spooked the Fed. They sounded a bit more concerned about the
economy than they have in recent decisions. And the need for
action was imminent in their minds.

The market reaction is more interesting than the change in tone
though and | think the market is finally starting to get this right.

(continued...)
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One of the main indica-
tions of bond market ex-
pectations that I've re-
ferred to in the past is the
Fed Funds Futures curve.
This gives us a very good
idea of what bond traders
expect relative to what
the Fed is forecasting.
And it’s telling a pretty
different story than it was
a month ago.

Now, | thought two inter-
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esting things happened in today’s decision. Not only did the Fed take the taper off the table,
but the Fed was also adamant that their unemployment rate target was not a “due date”, but

a target date. The Fed has previously stated that they would be inclined to tighten policy

when the unemployment rate hits 6.5%, but Dr. Bernanke made it very clear today that this is
not a drop dead date, but merely a target at which they’ll reassess the environment. Said
differently, if the unemployment rate is likely to remain elevated well into 2014 (as | expect)
then the Fed is unlikely to even begin considering a tightening phase until then. And even
then they might not be inclined to act! Said even more succinctly, | think the Fed is on hold

for longer than most others presume. And | think the Fed Funds Futures curve is starting to

reflect that more accurately. The recent 30 bps decline in the long end of the curve is a clear

sign that fixed income traders now expect the Fed to be easier for longer.

The big takeaway from today’s meeting was simple in my opinion. The Fed is trying to put a
ceiling on interest rates and | think it’s highly probable that they'll get their way there. With

the low rate of inflation, tapering now off the table and a market that has likely swung too far
into the “taper tantrum” zone (ie, yields are too high now) we’re likely to see a continued pos-
itive environment for bonds going forward from here.

URCAIVI



If you ever have questions or comments on research or Orcam’s services
please contact us directly.
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Orcam Financial Group, LLC is a fee
only financial services firm offering
macro research, personal advisory,
institutional consulting and educa-

tional services.
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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.



