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The Day Ahead: Revisiting "Month-End
Bond Buying," Plus a Look at The Current
Trend

We often talk about the month-end trading environment as relatively more
supportive for bond markets--all other things being equal. Reason for this
are explained in THIS PRIMER, but here's the gist.

Let's say you're a money manager who holds a certain amount of bonds in
your portfolio. If you do nothing, those bonds will eventually all be paid off
(because bonds are repaid over time), and you'll find yourself with no bonds
in your portfolio!

To remedy this, you'll have to figure out a nominal amount of new bonds to
buy every month that keeps your bond holdings where you want them.
"Where you want them" is often determined by a bond market index (such as
Barclay's aggregate Treasury index). It's expressed in terms of duration,
which changes slightly based on the total market capitalization of the
underlying bonds (i.e. more long-term vs short-term debt being issued would
extend the duration relatively more than normal.

Because of changes in the overall composition of the bond market, the index
duration doesn't always increase by the same amount, but it always increases
(it could theoretically decrease if the government stopped issuing longer
term debt and ramped up issuance shorter-term debt).

But the point is that duration is typically ALWAYS extending because bonds
are always being paid down (meaning, as a money manager, you'd have to buy
some additional bonds each month to keep your duration in line with the
index). This is the source of the proverbial "month-end bond buying."

Now... traders aren't oblivious to the necessity of these buying needs. They
can do a pretty great job of predicting how much duration they'll need to
have added by the end of any given month. That means month-end buying is
only a net benefit to rates when traders have undershot the actual amount of
necessary buying. Whether or not that's the case is always something we
have the privilege of observing as it plays out over the last few days of any
given month. If we're to see any this month, it would likely be today, as
Monday is typically less liquid in the summertime (fewer counterparties to
trade with).
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MBS and Treasury

Price/Yield
MBS UMBS 6.0 99.80
10 YR Treasury 49125
30 YR Treasury 5.2783

Pricing as of: 11/2 8:49AM EST

Change

-0.02
-0.0174
-0.0299
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Average Mortgage Rates

Rate Change Points
Mortgage News Daily
30YR Fixed 7.27% -0.02 0.00
15YR Fixed 6.92% -0.03 0.00
30YRFHA 6.90% -0.01 0.00
30YR Jumbo 7.55% 0.00 0.00
7/6 SOFR 6.78% -0.10 0.00
30YR VA 6.91% -0.01 0.00

Rates as of: 10/30

The interest rates provided in this newsletter are national averages from independent data sources. Rate/APR terms may differ from those listed above based on the
creditworthiness of the borrower. All information provided "as is" for informational purposes only, not intended for trading purposes or financial advice.
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Still, we can guess at how it might play out based on the month's movement. The risk today and Monday is that the mid-July
rally had traders holding too much longer-duration debt, and that there will be some net-selling needs in order to stay in line
with month-end indices. In fact, we almost certainly saw this yesterday in the form of Treasuries' hesitation to follow the

"risk-off" move in the afternoon. So the only question is whether or not that was the last of the net-selling pressure for
month-end purposes.

For now, 2.30% has been the intraday resistance level (floor) in 10yr yields, but there are additional layers of resistance just
under that. In the bigger picture, yields need to make a solid run at either 2.22 or 2.40 before they're really saying something
about the next move from the current consolidation. Risks are slightly tilted toward weakness, but it's still anyone's game.

Bonds are trying to figure out their next
move inside this range--heading right to the
middle ahead of the weekend. In general,
technicals are erring on the pessimistic side.

short-term momentum is negative with room to run before hitting ‘oversold’

longer-term momentum is neutral and still refusing to give a stronger signal by breaking 50% line
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