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www.fixedincomegroup.com/resources/market 
 

Wednesday November 2, 2016 

 

 MBA Mortgage Applications (-1.2% Actual v. -4.1%) 0700 HRS EST 

 ADP Employment Change (EXP 165k v. 154k) 0815 HRS EST 

 ISM New York (EXP TBA v. 52.3) 0945 HRS EST 

 FOMC Rate Decision (Upper Bound 0.50% v. 0.50%) 1400 HRS EST 

 New Home Sales m/m (Lower Bound 0.25% v. 0.25%) 1400 HRS EST 

 5-year note auction ($34b) 

 2-year FRN auction ($14B) 

 

THEY SAID IT 

 

“The economic case isn’t giving you a reason to build and the environmental opposition is 

the reason you don’t,” said Kevin Book, managing director at Washington-based 

consultants Clearview Energy Partners LLC. “At this particular point in history, no 

products pipeline is going to be an easy build.” 
http://www.bloomberg.com/news/articles/2016-11-02/blast-shows-east-coast-shackled-to-

precarious-gasoline-lifeline  

Colonial’s system carries 2.6 million barrels a day, just under half the 5.38 million barrels a day 

of refined products used across the East Coast in August, according to the U.S. Energy 

Information Administration. A further 700,000 barrels a day run through a system operated by 

the Plantation Pipe Line Co. 

A spill in September shut the gasoline line for 12 days, cutting supplies to 50 million Americans 

in the U.S. Southeast. Monday’s explosion is expected to close the line until Saturday, according 

to Colonial Pipeline Co., which operates the system.  

 

 

 

The Missile 

 

 

 

                                                  

http://www.fixedincomegroup.com/resources/market
http://www.bloomberg.com/news/articles/2016-11-02/blast-shows-east-coast-shackled-to-precarious-gasoline-lifeline
http://www.bloomberg.com/news/articles/2016-11-02/blast-shows-east-coast-shackled-to-precarious-gasoline-lifeline
https://www.eia.gov/dnav/pet/pet_cons_psup_a_EPP2_VPP_mbblpd_m.htm
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Riyadh is facing a sandstorm of economic and social challenges. The two-year decline in 

crude prices has left it with huge budget deficits: $98 billion last year and a projected $87 

billion in 2016. This has forced the kingdom to tap into its cash reserves, which have 

declined from $732 billion at the end of 2014 to $562 billion last month. Last year, the 

International Monetary Fund predicted that if Saudi Arabia continued its current fiscal 

path, it could burn through its entire foreign exchange reserves by 2020. 
https://www.bloomberg.com/view/articles/2016-11-02/saudi-arabia-s-bond-success-hides-its-

financial-peril  

This has shocked the kingdom into austerity. Government payrolls have been slashed and 

subsidies removed. Over the last few months, capital expenditures have been cut by more than 

70 percent. In 2013, government debt to gross domestic product ratio stood at 2.2 percent, per 

Moody’s Corp. By 2017, it is forecast to be 22 percent; by 2020, 30 percent.  

And while the government might try to blame market forces beyond its control, clearly the Saudi 

economy has been a victim of its own mismanagement and geopolitical maneuvering. Back in 

December 2014, the Iranian economy was reeling from nuclear sanctions, it wanted to get the 

best price it could from what little oil it could sell on the market. Many of OPEC’s non-Arab 

members also wanted higher prices and were pushing for a production cut. But the Saudi oil 

minister at the time, Ali Al Naimi, refused. 

There were two reasons. The first had to do with Iran: The Saudis wanted to squeeze Tehran to 

change its regional policies vis-a-vis the civil wars in Yemen and Syria, and to further isolate the 

Iranians by taking over their market share within OPEC. 

The other was directed at North America: The Saudis wanted to deal a fatal blow to U.S. shale 

production, which largely relies on expensive hydraulic fracking to thrive. The Saudi calculus at 

http://www.bloomberg.com/news/articles/2015-12-28/a-breakdown-of-the-2016-saudi-budget-and-its-implications
https://www.bloomberg.com/view/articles/2016-11-02/saudi-arabia-s-bond-success-hides-its-financial-peril
https://www.bloomberg.com/view/articles/2016-11-02/saudi-arabia-s-bond-success-hides-its-financial-peril
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the time was if it flooded the market with enough excess crude, the price would drop 

precipitously, thus rendering North American shale production cost prohibitive. This worked -- 

but only partially 

 

"The downturn in the construction sector continued to ease in October, but it would be 

premature to conclude that the sector is back on a recovery path," said Samuel Tombs, 

chief UK economist at Pantheon Macroeconomics. 
http://www.reuters.com/article/us-britain-economy-pmi-idUSKBN12X16J?il=0  

The Markit/CIPS UK Construction Purchasing Managers' Index (PMI) rose unexpectedly to 52.6 

from 52.3, confounding a Reuters’ poll forecast for a drop to 51.8. Sterling and government 

bonds showed little reaction to the figures. 

While the survey chimed with signs the economy has maintained momentum since June's Brexit 

vote, weakening growth in new orders and rocketing costs suggested next year will prove more 

difficult. 

Survey compiler IHS Markit said respondents held back investment spending because of 

uncertainty surrounding Britain's exit from the European Union. 

Britain's second-biggest house builder Persimmon cited this uncertainty on Wednesday as it said 

it would slow the pace of new land purchases, despite sales rising almost a fifth since the Brexit 

vote. 

The PMI showed business expectations for the year ahead cooled markedly, while prices paid by 

construction firms for raw materials and goods rose at the second-fastest pace since 2011. 

 

"Due to the autumn pick-up, unemployment fell significantly, employment rose again and 

demand for new staff increased further," Frank-Juergen Weise, head of the Federal Labor 

Office, said. 

http://www.reuters.com/article/us-germany-economy-unemployment-idUSKBN12X132?il=0  

The seasonally adjusted jobless total fell by 13,000 to 2.662 million, the Labor Office said. That 

compared with a consensus forecast of a fall of 1,000 in a Reuters poll. 

The adjusted unemployment rate edged down 0.1 percentage points to 6.0 percent, the lowest 

level since German reunification in 1990. 

The number of job vacancies hit a record high of 691,000, suggesting companies are increasingly 

struggling to find new staff quickly on the labor market. 

 
Moller-Maersk Group, the world's largest shipping company by capacity, announced a 

slump in third-quarter profits on Wednesday due to low freight prices which it said were 

down 16 percent year-on-year. 

http://www.cnbc.com/2016/11/02/shipping-giant-moller-maersk-reports-net-profit-of-426-

million-in-third-quarter-versus-196-million-seen-in-reuters-poll.html  

Its underlying profits reached $426 million in the third quarter of this year, from $662 million 

seen a year ago. This was better than analyst expectations in a Reuters’ poll. However, net profit 

fell 43 percent to $438 million from $778 million a year ago, which was below estimates of $490 

million. 

Søren Skou, chief executive officer of Maersk Group, told CNBC on Wednesday that he was not 

satisfied with the results, but added that the firm had plans to restructure. The goal is to divide 

the oil and energy side of the business from shipping and logistics.  

 

 

http://www.reuters.com/article/us-britain-economy-pmi-idUSKBN12X16J?il=0
http://www.reuters.com/article/us-germany-economy-unemployment-idUSKBN12X132?il=0
http://www.cnbc.com/2016/11/02/shipping-giant-moller-maersk-reports-net-profit-of-426-million-in-third-quarter-versus-196-million-seen-in-reuters-poll.html
http://www.cnbc.com/2016/11/02/shipping-giant-moller-maersk-reports-net-profit-of-426-million-in-third-quarter-versus-196-million-seen-in-reuters-poll.html
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3-Month Libor Set 0.87567 -.00527 (99.12433)    EDZ6 99-07.0 

 

Federal Reserve Target Fed Fund Rate Projections 

Year Ending   2016    2017    2018  Longer 

Rate    0.75  1.45  2.35  2.90 
 

Federal Reserve Projections 

http://www.federalreserve.gov/monetarypolicy/files/fomcprojtabl20160921.pdf 

 

Implied Probability of Fed Rate Movement (Futures) 

 

http://www.federalreserve.gov/monetarypolicy/files/fomcprojtabl20160921.pdf
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EQUITIES  

The S&P is -4 and the NASDAQ is -9. 

Particulars for companies to make money (low interest rates, positive growth 

and some wage inflation) remain in place.  I am dollar cost averaging into a stable 

fund investment (short-term bonds).  

Currently I am 50% Equities, 30% Bonds and 20% Money Markets.  

Earnings: 

 www.moneycentral.msn.com/investor/market/earncalendar 

On Bloomberg type in ACDR <GO> 

 

UK/EUROPE 

In the UK the FTSE is -0.37%.     
In the UK, yields are lower with the yield curve slightly flatter.  

BOE Rate +0.23%. 

Next meeting 11/03/16 

 

On the European Continent 

The CAC Index is -0.70%.  

The DAX Index is -0.87%. 
On the Continent, yields are lower with the yield curve slightly flatter.  

ECB Main Refinancing Operations Rate +0.00% 

Deposit Facility Rate -.40% 

Next meeting 12/08/16 

 

ASIA 

Japan:  

The TOPIX closed -1.78%.  

The NIKKEI closed -1.76%.  

In Japan yields are lower with the yield curve slightly flatter. 

BOJ Policy Rate -0.10% 

BOJ Basic Loan rate 0.30%   

Next meeting 11/01/16 

 

China: 

The Hang Seng closed -1.45%.  

The Shanghai Composite Index closed -0.63%. 

PBOC  

Deposit Rate: 1.50% 

Lending Rate: 4.35% 

Reserve Requirement Ratio: 17.00% 

http://www.moneycentral.msn.com/investor/market/earncalendar
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THE TREND  

 

EDZ6:  99-05.5 is the pivot. Below the pivot you should be short, above long.  

Support is at 99-05.5* and 99-03.0**. 

Resistance is at 99-08.5*.  
*Pivot Point is a simple 20-day moving average.  

** 2-STD Deviations from the pivot point.  

I have decided to over-ride the sale signal and remain long from 99.075 (10/17/16). 

 
 

YTD 22.25 futures ticks ($25 per tick) or $556.25 per 1 contract traded. 
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10yr/TYZ6:  129-31.5 is the pivot point. Above you should be long, below short. 

Support is at 129-31.5, 129-16.0** 

Resistance is at 130-15.0** 
*Pivot Point is a simple 20-day moving average. 

** 2-STD Deviations from the pivot point 

 

Current trend has you short from 130-23.5 (10/4/16). 

 
 

   
 

YTD +199 futures ticks ($31.25 per tick) or +$6,218.75 per 1 contract traded.   
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US-SWAPS 

IRSB <GO> 

 

 

The Option Lab 
 

Nothing currently on. 

 

 

 

Option Book YTD realized:  +$137.50 per 1 contract. 
Previous Trades 

1.The Short June 98.875/99.125/99.250 broken call fly has settled.  This trade took advantage of lower 3-month Libor rates.   

Short June had EDM7 as the underlying contract but expires June 10, 2016.   

At time of purchase (12/24/15) this call structures’ cost was 3.5 ticks ($87.50) per 1 call fly purchased and settled with a value of +487.50 

per contract. Option Trade P&L: Settled 19.5 Net (+$487.50 per 1 contract). 

 2. In an attempt to take advantage of lower TY rates the 

TYU6 133.3/135.5/137 broken call fly (6/29/16) was purchased. Cost was 24/64ths or $375 per 1 call fly purchased (24 x $15.625 x 

1=$375). This option expires on Aug 26th and settled with a value of 0. 
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Fed speak/Economic Releases 
 

Thursday November 3, 2016 

 

 Nonfarm Productivity 3QP (1.6% v. -0.6%) 0830 HRS EST 

 Unit Labor Costs (EXP 1.5% v. 4.3%) 0830 HRS EST 

 Initial Claims (EXP TBA v. 258k) 0830 HRS EST 

 Continuing Claims (EXP TBA v. 2039k) 0830 HRS EST 

 Markit US Services PMI (EXP TBA v. 54.8) 0945 HRS EST 

 Markit US Composite PMI (EXP TBA v. 54.9) 0830 HRS EST 

 ISM Non-Manufacturing Composite (56.0 v. 57.1) 1000 HRS EST 

 Factory Orders (EXP 0.2% v. 0.2%) 1000 HRS EST 

 Factory Orders x-transportations (EXP TBA v. 0.0%) 1000 HRS EST 

 Durable Goods Orders (EXP -0.1% v. -0.1%) 1000 HRS EST 

 Durables x-transportations (EXP 0.1% v. 0.2%) 1000 HRS EST 

 

Friday November 4, 2016 

 

 Trade Balance (EXP -$39.0b v. -$40.7b) 0830 HRS EST 

 Change in Nonfarm Payrolls (EXP 175k v. 156k) 0830 HRS EST 

 Change in Nonfarm Payrolls (EXP 168k v. 167k) 0830 HRS EST  

 Change in Nonfarm Payrolls (EXP -5k v. -13k) 0830 HRS EST 

 Unemployment Rate (EXP 4.9% v. 5.0%) 0830 HRS EST 

 Average Hourly Earnings m/m (EXP 0.3% v. 0.2%) 0830 HRS EST 

 Atlanta Fed President Lockhart (non-voter) speaks to realtors in Orlando 0845 HRS 

EST 

 Fed Vice Chairman Fischer (voter) speaks at an IMF event at 1600 HRS EST 

  

Monday November 7, 2016 

 

 Consumer Credit (EXP $17.500b v. $25.873b) 1500 HRS EST 

 3-month bill auction ($42b) 

 6-month bill auction ($36b) 

 

Tuesday November 8, 2016 

 

 NFIB Small Business Optimism (EXP TBA v. 94.1) 0600 HRS EST 

 Chicago Fed President Evans (alternate) on the economy and policy 0745 HRS EST 

 Jolts (EXP TBA v. 5443) 1000 HRS EST 

 Chicago Fed President Evans (alternate) participates in a Q&A at UBS 1220 HRS 

EST 
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Handy Links 
 

Association of American Railroads Rail Traffic Report 

For the first 42 weeks of 2016, U.S. railroads reported cumulative volume of 10,532,634 

carloads, down 10.2 percent from the same point last year; and 10,886,011 intermodal units, 

down 3.1 percent from last year. Total combined U.S. traffic for the first 42 weeks of 2016 was 

21,418,645 carloads and intermodal units, a decrease of 6.7 percent compared to last year. 

https://www.aar.org/newsandevents/Press-Releases/Pages/2016-10-26-railtraffic.aspx  

 

Weekly Rail Traffic Report and Charts 

Total carloads for the week ending October 22 were 268,551 carloads, down 5.8 percent 

compared with the same week in 2015, while U.S. weekly intermodal volume was 275,541 

containers and trailers, up 2.6 percent compared to 2015. 

Three of the 10 carload commodity groups posted an increase compared with the same week in 

2015. They were miscellaneous carloads, up 16.5 percent to 10,852 carloads; grain, up 4.6 

percent to 26,442 carloads; and nonmetallic minerals, up 0.1 percent to 37,324 carloads. 

Commodity groups that posted decreases compared with the same week in 2015 included 

petroleum and petroleum products, down 24.4 percent to 10,037 carloads; metallic ores and 

metals, down 12.3 percent to 19,115 carloads; and coal, down 10.5 percent to 90,272 carloads. 

https://www.aar.org/newsandevents/Freight-Rail-Traffic/Documents/2016-10-26-

railtraffic.pdf  

 

Monthly Rail Traffic Charts 

https://www.aar.org/Pages/Freight-Rail-Traffic-Data.aspx 

 

Baker Hughes Summary Rig Count 10/28/16 

Area Last Count 
Coun

t 

Chang
e from 
Prior 

Count 

Date 
of 

Prior 
Count 

Chang
e from 
Last 
Year 

Date of 
Last 

Year's 
Count 

U.S. 
28 October 

2016 
557 +4 

21 
Octobe
r 2016 

-218 
30 

October 
2015 

Canada 
28 October 

2016 
153 +10 

21 
Octobe
r 2016 

-38 
30 

October 
2015 

Internation
al 

September 
2016 

934 -3 
August 
2016 

-206 
Septembe

r 2015 

 

http://phx.corporate-ir.net/phoenix.zhtml?c=79687&p=irol-rigcountsoverview   

 

 

https://www.aar.org/newsandevents/Press-Releases/Pages/2016-10-26-railtraffic.aspx
https://www.aar.org/newsandevents/Freight-Rail-Traffic/Documents/2016-10-26-railtraffic.pdf
https://www.aar.org/newsandevents/Freight-Rail-Traffic/Documents/2016-10-26-railtraffic.pdf
https://www.aar.org/Pages/Freight-Rail-Traffic-Data.aspx
http://phx.corporate-ir.net/phoenix.zhtml?c=79687&p=irol-rigcountsoverview
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ATLANTA FED GPDNow October 27, 2016 

The GDPNow model forecast for real GDP growth (seasonally adjusted annual rate) in the third 

quarter of 2016 is 2.1 percent on October 27, up from 2.0 percent on October 19. The forecast of 

the contribution of net exports to third-quarter real GDP growth increased from -0.15 percentage 

points to 0.07 percentage points after yesterday's Advance Economic Indicators release from the 

U.S. Census Bureau. This was partly offset by a decline in the forecast of the contribution of 

inventory investment to third-quarter real GDP growth from 0.23 percentage points to 0.03 

percentage points after the Census Bureau's Advance Economic Indicators release and its 

advance durable manufacturing report this morning. 

 
https://www.frbatlanta.org/cqer/research/gdpnow.aspx?panel=1  
 

FRBNY GDP Nowcast…Latest forecast October 21, 2016 

The FRBNY Staff Nowcast stands at 2.2% for 2016:Q3  

and 1.4% for 2016:Q4. 

Overall this week’s news had a negative effect on the Nowcast. 

The most notable developments were in the housing sector and in regional surveys, in which a 

mix of positive and negative news largely offset each other. 

https://www.newyorkfed.org/research/policy/nowcast  

 

Full report 

https://www.newyorkfed.org/medialibrary/media/research/policy/nowcast/nowcast_2016_1

021.pdf?la=en  

 

https://www.frbatlanta.org/cqer/research/gdpnow.aspx?panel=1
https://www.newyorkfed.org/research/policy/nowcast
https://www.newyorkfed.org/medialibrary/media/research/policy/nowcast/nowcast_2016_1021.pdf?la=en
https://www.newyorkfed.org/medialibrary/media/research/policy/nowcast/nowcast_2016_1021.pdf?la=en
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Bureau of Labor and Statistics 

http://www.bls.gov/news.release/ 

CPI, ECI, Employment, PPI, CPI, Real Earnings and US import/exports 

 

St. Louis Fed Labor Market Conditions Index 

https://research.stlouisfed.org/fred2/series/FRBLMCI 

September 2016: -2.2 Index Points from -0.7 in August.   

 

Labor Department (Weekly Unemployment Claims) 

http://www.doleta.gov/ETA_News_Releases/  

 

US Census Bureau (Manufacturers’ Shipments, Inventories and Orders) 

http://www.census.gov/manufacturing/m3/ 

  

U.S. Energy Information Administration 

http://www.eia.gov/  

 

Institute for Supply Management 
https://www.instituteforsupplymanagement.org/ismreport/mfgrob.cfm  
THE LAST 12 MONTHS 

Month PMI®  Month PMI® 

Oct 2016 51.9  Apr 2016 50.8 

Sep 2016 51.5  Mar 2016 51.8 

Aug 2016 49.4  Feb 2016 49.5 

Jul 2016 52.6  Jan 2016 48.2 

Jun 2016 53.2  Dec 2015 48.0 

May 2016 51.3  Nov 2015 48.4 

Average for 12 months – 50.6  
High – 53.2  
Low – 48.0 

 

U.S. Department of Commerce, Bureau of economic analysis  

http://www.bea.gov/newsreleases/national/gdp/gdpnewsrelease.htm  

GDP, Personal Income and Outlays, Consumer Spending, Corporate Profits and Fixed 

Assets 
 

CBOT Non-Commercial Net Total – Futures Only  

http://www.cmegroup.com/trading/interest-rates/cftc-tff/main.html 

 

St. Louis Fed Agriculture Finance Monitor 2nd quarter  

https://research.stlouisfed.org/publications/ag-finance/2016-08-11//2016-second-quarter.pdf  

 

http://www.bls.gov/news.release/
https://research.stlouisfed.org/fred2/series/FRBLMCI
http://www.doleta.gov/ETA_News_Releases/
http://www.census.gov/manufacturing/m3/
http://www.eia.gov/
https://www.instituteforsupplymanagement.org/ismreport/mfgrob.cfm
http://www.bea.gov/newsreleases/national/gdp/gdpnewsrelease.htm
http://www.cmegroup.com/trading/interest-rates/cftc-tff/main.html
https://research.stlouisfed.org/publications/ag-finance/2016-08-11/2016-second-quarter.pdf
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The Fixed Income Group at R.J. O’Brien 
 

John Coleman 

312-373-5190 

800-367-3349 

© 312-515-3067 

johncoleman@bloomberg.net 

 

Rob Powell 

312-373-5197 

800-367-3349 

© 312-560-7112 

robpowell@bloomberg.net 

 

Jeff Bauman 

312-286-0491 

jeffbau@bloomberg.net 

 

Rich Goldblatt 

312-373-5450 

800-367-3650 

© 312-515-6019 

futurestic@bloomberg.net 

 

Rocco Chierici 

312-373-5439 

800-367-3650 

© 312-515-3069 

rocco1@bloomberg.net 

 

 

 

Brian Rachwalski 

312-373-5191 

800-367-3349 

© 312-515-3066 

brachwalski@bloomberg.net 

 

 

Dan Sobolewski 

312-373-5191 

800-367-3349 

© 312-505-6364 

dsobolewski@bloomberg.net 

 

 

Evan Vollman 

312-373-5452 

800-367-3650 

evollman@bloomberg.net 

 

 

Corrine Abele 

312-373-4847 

800-367-3349 

cabele@rjobrien.com 
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