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Not Your Father’s Fed
HIGHLIGHTS
• Fed Chairman

Bernanke’s initiatives to
promote more
transparency and clarity
in money policy decisions
present an opportunity for
market participants to
gain more timely insight
• European headlines

Not long ago, discerning the Federal Reserve’s intention was an art practiced only by a small cabal
of “Fed Watchers”. Before 1994, the Fed didn’t even release an official statement of policy, forcing
Fed Watchers to estimate the Fed’s objectives for and implementation of monetary policy by
observing open market transactions. Before 2004, FOMC minutes were not released until after the
subsequent Fed meeting, meaning more than a month could pass between the Fed decision and
the distribution of minutes. Meanwhile, the diligent parsing of every cryptic phrase uttered by then
Chairman Alan Greenspan became a parlor game for the media and investors alike. Greenspan
was well-known for his verbal style, which often seemed ambiguous, intentionally vague, and noncommittal, so few would have accused the Greenspan Fed of transparency or clarity.
Fast forward to today: after each FOMC meeting Chairman Ben Bernanke holds a press

should continue to be

conference to elaborate on the Fed’s current policy. Minutes are released within a few weeks of

primary force dictating

each meeting, not after the subsequent meeting. Since August 2011, FOMC statements have

global financial markets’

specified an expected duration of the Fed’s current accommodative stance (now stated through

tones

late-2014). Beginning with this most recent meeting, in addition to the Fed describing current

• Municipal issuance
remains below seasonal
and historical averages;

policy, the Fed now releases a detailed forecast of expected rate policy by the 10 voting Fed
Governors and 7 Regional Fed Presidents. This level of detail is quite illuminating and provides
additional context around the Fed’s stated timetable.

supply failing to meet
recent demand
• Caprin portfolios
maintaining target
duration slightly longer
than neutral; continuing
selective yield purchases
in sectors offering relative
value (i.e. healthcare,
power, housing)

While the Fed’s official statement indicates that it will maintain the current accommodative policy
into 2014, this is not a unanimous viewpoint. The detail offered in January illustrates that 6 of the
17 members foresee the monetary policy firming before 2014, while 6 others see firming later than
2014. This helps clarify that the stated 2014 forecast for policy firming is not a promise, but rather
a statement of intent based on current market and economic conditions. As investors, we remain
focused on a rapidly evolving, volatile interest rate market with global influences; we must not fall
prey to complacency resulting from today’s forecasts if we see changes in the facts on the ground.
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Muni Market Dynamics
The positive momentum that emerged in the Muni market in mid-December only accelerated in the
month of January. Several key variables lined up yet again in support of the market: (1) Muni
market participants flush with cash from January-weighted maturities and coupon payments (known
within the Muni market as the “January effect”), (2) Muni bond fund flows accelerated as many
investors and forecasters deemed Muni’s an attractive 2012 asset class, and (3) the continued low
level of new issue supply. In this environment, Muni interest rates continued to decline, and bond

“The positive

prices continued their powerful upward trend through most of the month. Notable price and
premium behavior in the largest broad market Muni ETF, MUB, reflected this imbalance between

momentum that
emerged in the Muni
market in mid-

the supply of the fund’s underlying bonds and the voracious demand for Muni’s as an asset class.
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Figure 1. Historical 30-Day Visible Muni Supply Comparison (in mlns) Source: Bloomberg

Taxable Market
The Treasury market experienced some intra-month volatility and closed out January flat-toslightly-weaker amid the “risk-on” climate reflected in the US equity market rally. Corporate
spreads continued to tighten in concert with the improving equity market tone. Neutral-to-positive
underpinnings for Corporate bonds included a continued constructive tenor in Europe, generally
favorable corporate earnings releases, and overall positive domestic economic data. The lack of
“bad news” in the month set the landscape for market participants seeking out excess yields and
potential returns away from Treasury securities.

Caprin Strategy
Muni Strategy
Given the indications from the Fed for a prolonged accommodative environment coupled with the
persistently low visible Municipal bond supply picture, we remain focused on keeping accounts
invested with average maturity and duration characteristics that are slightly long relative to our
benchmarks. Yield enhancement opportunities are becoming increasingly difficult to find, but we
remain diligent and disciplined in seeking out those opportunities where appropriate. The greatest
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challenge within our Muni strategies remains the dismal new supply environment. We adapted our
approach to state-specific accounts to include a greater allocation to out-of-state securities. This
decision helped keep accounts invested by introducing a greater selection of appropriate yield
enhancement candidates for portfolios and continues to help our efforts today. So long as supply
remains constrained, we see this diversification remaining a key part of overall strategy.

Taxable Strategy
“Global headlines

Consistent with our Municipal strategies, our Taxable strategies are taking their cue from the
FOMC on an extended accommodative timetable. We are looking to keep portfolios invested with

and
the US
	
  

average maturities slightly long of benchmark, seeking opportunities to move out of very short

recovery’s ability to

continue to offer attractive yields relative to Corporate bonds, in our opinion, though both sectors

maturing Corporate bonds into those with more intermediate maturities. Taxable municipals
enjoyed positive performance amidst the “risk-on” trade beginning several weeks ago.

gain traction will likely
continue to dictate

Short Maturity Strategies
Exceptionally low yields at the front of both the Muni and Taxable yield curves continue to present

the fixed income

challenges for market participants. To combat the low yield environment, both strategies are

market’s tone and

to investors to help meet these strategies’ income mandates. The Short Maturity Municipal Bond

opportunistically purchasing bonds in sectors that are offering relative value and incremental yield
portfolios are maintaining their emphasis on purchasing in the hospital, power, and essential

create volatility over

purpose revenue sectors. The Short Maturity Taxable Bond strategy will continue to buy
Corporates where value on a risk-adjusted basis can be found. Agencies are serving as the

the medium-term.”

primary vehicle for maintaining a high level of liquidity and quality in the strategy. As of late,
Taxable Munis are offering incremental yield in the Short Maturity Taxable portfolios and a relative
attractiveness in comparison to high-rated Corporate debt. Our exposure to the Municipal market
gives us a unique advantage by providing direct access to the Taxable Muni market and therefore
the opportunity to capitalize on the relative value currently observed in the sector.

Conclusion
Global headlines and the US recovery’s ability to gain traction will likely continue to dictate the fixed
income market’s tone and create volatility over the medium-term. If Europe shows that it can
effectively manage its current debt issues and the US labor market can create some positive
momentum, perhaps the volatility in the global financial markets might ease. In the meantime, we
expect yields to remain near all-time lows while investors continue to demand safer havens for their
assets. We remain committed to a high-quality and liquid portfolio to stay nimble and capable of
responding to new economic developments as the ongoing global recovery continues.

	
  

Please remember that past performance may not be indicative of future results. Different types of investments involve varying
degrees of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or
product made reference to directly or indirectly in this piece, will be profitable , equal any corresponding indicated historical
performance level(s), or be suitable for your portfolio. Due to various factors, including changing market conditions , the content
may no longer be reflective of current opinions or positions. Moreover, you should not assume that any discussion of
information contained in this piece serves as the receipt of, or as a substitute for, personalized advice from Caprin Asset
Management. To the extent that a reader has any questions regarding the applicability to their situation of any specific issue
discussed above, they are encouraged to consult with the professional advisor of their choosing. A copy of our current written
disclosure statement discussing our advisory services and fees is available for review upon request.

