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THE US TREASURIES MARKET: AN IDOL WITH FEET OF CLAY
US FEDERAL DEBT: THE RISKS OF ABUNDANCE

Anis Bensaidani & Céline Choulet

Considered the safest and most liquid assets in the world, US Treasuries are the first choice of investors seeking security. However, the turmoil that
hit their market last April, in the wake of the announcement of new US tariffs, revived memories of the dysfunction caused by the COVID-19 pandemic in
March 2020. Despite the magnitude of the shock, the market's loss of liquidity at the time came as a surprise, given Treasuries' safe-haven status. As a
matter of fact, more than the shock per se, this fragility is due to structural factors.

This first part of our Ecolnsight series on Treasuries analyses how the US administration’s fiscal plans threaten to exacerbate this fragility. The second
part will focus on the types of creditors of the federal government and the harmful effect of President Trump's excesses. The third part will explain why
relaxing leverage standards will only provide short-term relief.
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Considered the safest and most liquid assets in the world, US Treasuries are the first choice of investors seeking security.
However, the turmoil that hit their market last April, in the wake of the announcement of new US tariffs, revived memories
of the dysfunction caused by the COVID-19 pandemic in March 2020. Despite the magnitude of the shock, the market's loss
of liquidity at the time came as a surprise, given Treasuries’ safe-haven status. As a matter of fact, more than the shock per
se, this fragility is due to structural factors. This first part of our Ecolnsight series on Treasuries analyses how the US ad-
ministration’s fiscal plans threaten to exacerbate this fragility.

The upheaval triggered by the announcement of US tariffs on 2 April
has also affected the US Treasury market.

Although the safe-haven status of US federal debt was confirmed in the
early days of the tariff shock, its greater sensitivity to stress episodes
was then confirmed. Liquidity in the Treasuries market deteriorated
sharply, and bond yields and their volatility rose steeply (Chart 1). Ad-
mittedly, this episode was not as intense as the COVID-19 pandemic
(Liang, 2025; Perli, 2025) but concerns about the vulnerability of this
essential market remain high.

US Treasury securities fulfil several important functions. Firstly, they
serve as a benchmark for the valuation of many financial assets and
for setting borrowing conditions in the United States. Secondly, they
are the most widely used collateral by financial institutions to finance
themselves and to manage their liquidity risk. They are also an essen-
tial instrument in the monetary policy of the Federal Reserve (Fed).
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Finally, they are by far the first choice of investors looking for security,
as their value can hold or even increase if there are financial tensions,
and they can be sold quickly without any losses. In fact, their safe-ha-
ven status has been a major factor in the development of the US capital
markets and is a key advantage for financing the US economy. However,
confidence in the stability and liquidity of this market, even in times of
stress, is essential if this status is to be maintained.

However, three factors have gradually reduced the reliability of the
world's leading safe-haven asset: the colossal size of the US federal
debt; the shift in the types of federal government creditors towards
more short-termist investors; banking regulation, which has worsened
intermediation conditions on the Treasuries market.

The expected effects of current US policy in these three areas are
hardly reassuring. The Trump administration'’s fiscal plans (Part 1) do

not address the issue of the sustainability of public finances, and both
the supply and the interest burden on debt are set to increase. This
area, which will be discussed in more detail below, is covered in the
first of three parts in this series of articles on Treasuries. While de-
mand for short-term Treasury securities, from money market funds and
stablecoin issuers, could be sustained, the unpredictability of the new
administration and the repeated threats and challenges to the Fed's
independence have created a climate of fear and uncertainty that is
likely to undermine the confidence of foreign investors (Part 2). The
relaxation of the leverage standard could reassure banks that they are
able to fully play their role as intermediaries, but this will only provide
a short-lived respite in view of the projected growth in federal debt
(Part 3).

On the contrary, in order to preserve the status of Treasuries, the
US authorities should endeavour to dispel concerns. If they fail to do
so, Treasuries will certainly remain central to investors' portfolios, but
will see their value depreciated and accompanied by a higher risk and
term premium.

SIGNS OF TENSION IN 2025

The questions raised by the United States’ debt trajectory are nothing
new (see “Ever-increasing supply” below). The downgrade of the
country’s sovereign rating by Moody’s on 16 May 2025 marked the
end of a fourteen-year period (2011, 2023 and 2025) which saw the
three main rating agencies withdrew the triple A rating from the United
States (Moody's Ratings, 2025). The current administration’s fiscal
plans are heightening these concerns by failing to address the issue of
the sustainability of public finances. The analysis that these plans are
unlikely to result in 'multi-year reductions in mandatory spending and
deficits’ also played a role in Moody's decision.

Furthermore, these plans were unveiled against a backdrop of conside-
rable uncertainty and even institutional risks. In turn, the perception of
long-term risk on Treasuries is increasing, which could undermine their
safe-haven status. This risk is reflected in the widening spread between
30-year and 10-year yields since the start of the year (Chart 2). The
spread averaged 47 basis points (bps) in Q2 2025, rising to 55 bps in
July/August, compared with 19 bps for 2024 as a whole. While this does
not necessarily indicate a deterioration in the long-term fiscal outlook,
the increase in the term premium on the 10-year yield supports this
view. In Q2 2025, it reached a level not seen since the end of 2014
(Chart 3). This shows that long-term risk is becoming more expensive,
including at very long maturities.

These doubts have been reinforced by other developments. A break
in the positive correlation between the US dollar, illustrated by the
ICE index (against a basket of major currencies), and Treasuries rates
was observed at the start of Q2 2025, and to a lesser extent in mid-
May (Chart 4). The US dollar weakened against a backdrop of sub-
dued growth expectations, which should have had a downward effect
on Treasuries rates. Furthermore, in July 2025, the 10-year yield was
70 bps above its level prior to the Fed's rate cuts (-100 bps between
September and December 2024, Chart 5).
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INCREASES IN THE SPREAD BETWEEN 30-YEAR AND 10-YEAR YIELDS AND IN THE TERM PREMIUM ON 10-YEAR BONDS
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Change in the term premium on 10-year yield
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BREAK IN THE CORRELATION BETWEEN THE DOLLAR AND BOND YIELDS IN Q2 2025
AND THE PROBLEM AROUND TRANSMISSION FROM SHORT RATES TO LONG RATES

Disruption in correlation between the US dollar and bond yields
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This counter-intuitive upward pressure on US long rates poses a risk

in terms of the diffusion of monetary policy decisions across the entire
yield curve, and is now another signal to monitor. We have also seen
a break in the inverse relationship between equity and bond prices
following the Liberation Day announcements, as well as a lack of rally
in Treasuries following the announcements, which eased the tensions.

These concerns were echoed on the primary market, with several di-
sappointing auctions in 2025. These auctions featured a yield higher
than the secondary market, a low bid-to-cover ratio and an above-ave-
rage proportion of securities that had to be absorbed by the primary
dealers. The phenomenon was seen over numerous auctions, and on
several maturities, ranging from 2 to 30 years. The consequences of
an auction meeting insufficient demand are interpreted more broadly
as a loss of attractiveness for the issuer’s securities. On 21 May 2025,
the disappointing auction of 20-year US Treasury securities took the
associated yield on the secondary market to its highest level since the
end of 2023. This came in the week of the introduction of the One, Big,
Beautiful Bill in the House of Representatives and the downgrade by
Moody's.

1 This is the total nominal amount of bids divided by the total nominal amount of securities allocated.

10-year yield increase since monetary easing

e Fed Funds Target (upper bound)
e JS 10-year yield

% :
— S 2-year yield

6.0

55

5.0
4.5
4.0

35
Counterintuitive upward pressure

30 on 10-year yield
Oct-23 Mar-24 Aug-24 Jan-25 Jun-25

CHART 5 SOURCE: FEDERAL RESERVE, MACROBOND, BNP PARIBAS

AN EVER-INCREASING SUPPLY

The US government has been running a systematic deficit since 2001.
It currently stands at around 6% of GDP, an unprecedented level (exclu-
ding wartime or recession). The Congressional Budget Office (CBO) ex-
pects the situation to persist in its March projections (Chart 6), which
are subject to downward revisions as part of its study of the impact of
the One, Big, Beautiful Budget Act (OBBA). We believe that the adoption
of the OBBA will not drastically alter the dynamics. In our view, the new
tariff revenues should reduce the negative impact of the OBBA on public
accounts. Therefore, we expect the public deficit to remain at around
6% until 2029. Under these conditions, the federal debt seems set to
continue rising beyond its historic record (Chart 7).

These deficit figures require ever larger issues of Treasury securities.
This raises issues of absorption at a time when new challenges are
emerging, such as the higher level of interest rates, which means an
increase in the stabilising government balance (see: Stabilising public
debt: primary budget surpluses will be needed in many countries).
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A SUSTAINED BUDGET DEFICIT (LEFT) LEADING TO A SIGNIFICANT INCREASE IN THE DEBT/GDP RATIO (RIGHT)

US Federal Deficit (March 2025 forecast)
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The 2021-2023 inflationary shock also brought the Fed's quantitative
easing (QE) to an end, thereby increasing the quantity of bond issues
that have to be absorbed by parties other than the central bank. Infla-
tion may initially lead to a reduction in the ratio of debt-to-GDP through
a nominal effect (reduction in the real value of the debt). However, if it
persists once the shock has dissipated, the effect fades as the inflation
premium demanded by investors to bear the risk of losses in real terms
rises, thus increasing bond yields. In this respect, the 10-year breake-
ven inflation rate remains relatively contained (2.4% in August 2025)
but significantly higher than in 2015-2019 (average of 1.8%).

Another reflection of the magnitude of the fiscal challenge is the
weight of debt servicing (already the highest since 1991), which
will exceed weight of the two components of discretionary spending
(defence and non-defence, Chart 8) this year. Some political factors are
leading the United States to wait for bond yields to fall. The current
administration is unlikely to raise taxes (despite a low level of revenue,
standing at 17.1% of GDP), or reduce the defence budget (3.0% of GDP).

THE GROWING WEIGHT OF THE INTEREST BURDEN COMPARED WITH DIS-
CRETIONARY SPENDING (MARCH 2025 FORECASTS)
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Although the OBBA will reduce Medicaid spending, it will be harder to
reduce other mandatory spending (including pensions). Furthermore,
these are set to rise in the coming years as the population ages.

In these conditions, the existing room for manoeuvre appears to be res-
tricted to discretionary spending (excluding defence, i.e. 3.3% of GDP),
which is reviewed annually by Congress. Moreover, these deficit levels
imply that there will be less leeway should there be a recession. Fur-
thermore, the upward trajectory of the debt-to-GDP ratio could create
a vicious circle for bond yields. It is estimated that a 1 percentage point
rise in the debt-to-GDP ratio would cause yields to rise by 3-4 bps
(Rachel and Summers, 2019), which would in turn imply a rise in in-
debtedness.

Finally, the high level of political polarisation in the United States does
not facilitate a bipartisan approach to the issue, which seems to be a
prerequisite (see “Managing supply without fuelling tensions?” below).
To make matters worse, this polarisation and the federal government's
fiscal course give rise to the frequent risks of a shutdown and of the
debt ceiling being reached, both of which are the subject of intense
bargaining. So far, these conflicts have been resolved fairly quickly. The
debt ceiling is certainly an artificial limit to the debt level, but it is
better to avoid experiencing its practical consequences.

MANAGING SUPPLY WITHOUT FUELLING TENSIONS?

More than half of the outstanding federal debt held by the public will
have to be refinanced by the end of 2028 (Chart 9). In this effort, the
US Treasury can manage the match between supply and demand by
playing with different maturities (liability management). By issuing
more short-term bonds, it can meet investors’ liquidity needs while
avoiding locking in part of its debt at a long-term interest rate that is
deemed too high. This strategy was adopted in response to the sharp
post-pandemic rise in interest rates, with the average maturity of fe-
deral debt falling from 75 to 72 months between May 2023 and June
2025 (Chart 8).

However, this solution cuts both ways, as it exposes the issuer more to
interest rate risk. The practice, initiated under the previous administra-
tion, has been extended by Scott Bessent, the current Treasury Secre-
tary. Given the current high level of 10-year yields, he has indefinitely
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HIGH SHORT-TERM REFINANCING REQUIREMENTS AND A DOWNWARD TREND IN AVERAGE MATURITY

US marketable debt reaching maturity
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postponed his plans to increase issues of long bonds (terming out).
In a low-interest-rate environment, the strategy of lengthening the
average maturity would have the advantage of stabilising the mana-
gement of the federal debt and its servicing, which is positive from the
point of view of preserving Treasuries’ safe-haven status.

Another possibility, which the US Treasury is gradually exploring, is
to operate directly on the secondary market. Treasury buyback pro-
grammes enable it to withdraw the least traded securities (the oldest,
off-the-run) from the market at the same time as it auctions new se-
curities (on-the-run). The aim is to reduce the stock of less liquid secu-
rities that could be sold to primary dealers in a race for liquidity, and
even to reduce the cost of debt.

The pace and scale of buybacks has increased sharply from 2024 onwar-
ds, whereas previously the practice had been marginal (see Chart 11).
This happened in two stages: first, from Q2 2024, under Janet Yellen,
who put forward the traditional explanations of liquidity and cash
management (Yellen, 2024), and then under the new administration.
Since 20 January 2025, more than USD 122 bn of securities have been
repurchased in this way (compared with USD 88 bn between May

AN INCREASE IN THE PACE OF BUYBACKS

Amount Accepted Over Treasury Buybacks Operations by
Presidency (As of 18 August 2025, USD bn)

140 1228
120

100 88.7
80
60
40
20

0.1 0.2

Obama |l Trump | Biden Trump Il

(ongoing)

(AT 2L SOURCE: US TREASURY, BNP PARIBAS

Average maturity of US debt

months e Average Maturity of Treasury Marketable Securities

80

75

70

65

60

55

50

45 T T T T T
00 05 10 15 20 25
CHART 10 SOURCE: MACROBOND, BNP PARIBAS

2024 and that date, Chart 11), including two historic daily records of
USD 10 bn in June. At this stage, however, the scale of buybacks re-
mains modest in relation to the size of the market.

Finally, the most effective way for the US administration to reinforce
the stability of the Treasuries market would be to contain its supply of
debt securities, in other words, to undertake fiscal consolidation. This
would increase the attractiveness of US bonds and address concerns
about the sustainability of US debt. The most recent example of suc-
cessful massive consolidation dates back to the Clinton administration
(D, 1993-2001).

The recommendations of a commission, made up of members of
Congress from the two dominant parties and representatives of the
public and private sectors, contributed to bipartisan acceptance of the
need to reduce the deficit. In 1997, the Balanced Budget Act was passed
by a Congress controlled by the opposing party with an overwhelming
bipartisan consensus. Subsequently, the US federal budget was in sur-
plus for four consecutive years (1998-2001). It should be noted, howe-
ver, that this occurred in a climate that was conducive to accelerating
growth, rising tax revenues as a percentage of GDP and bipartisan
compromise? The combination of these three factors seems unlikely
today, unless a tipping point was reached, where the cards could be
dealt out again.

Completed on 20 August 2025
Anis Bensaidani & Céline Choulet
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The information and opinions contained in this document have been obtained from, or are based
on, public sources believed to be reliable, but there is no guarantee of the accuracy, comple-
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part of it nor the fact of its distribution form the basis of, or be relied on, in connection with
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published for the information of recipients, but are not to be relied upon as authoritative or
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notice. In providing this document, BNPP does not offer investment, financial, legal, tax or any
other type of advice to, nor has any fiduciary duties towards, recipients. Any reference to past
performance is not indicative of future performance, which may be better or worse than prior
results. Any hypothetical, past performance simulations are the result of estimates made by
BNPP, as of a given moment, on the basis of parameters, market conditions, and historical data
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(including in negligence) for any direct or consequential loss arising from any use of or reliance
on material contained in this document even when advised of the possibility of such losses. All
estimates and opinions included in this document are made as of the date of this document. Un-
less otherwise indicated in this document there is no intention to update this document. BNPP
may make a market in, or may, as principal or agent, buy or sell securities of any issuer or person
mentioned in this document or derivatives thereon. Prices, yields and other similar information
included in this document are included for information purposes however numerous factors will
affect market pricing at any particular time, such information may be subject to rapid change
and there is no certainty that transactions could be executed at any specified price. BNPP may
have a financial interest in any issuer or person mentioned in this document, including a long
or short position in their securities and/or options, futures or other derivative instruments based
thereon, or vice versa. BNPP, including its officers and employees may serve or have served as
an officer, director or in an advisory capacity for any person mentioned in this document. BNPP
may, from time to time, solicit, perform or have performed investment banking, underwriting
or other services (including acting as adviser, manager, underwriter or lender) within the last
12 months for any person referred to in this document. BNPP may be a party to an agreement
with any person relating to the production of this document. BNPP may to the extent permitted
by law, have acted upon or used the information contained herein or in the document, or the
analysis on which it was based, before the document was published. BNPP may receive or
intend to seek compensation for investment banking services in the next three months from or
in relation to any person mentioned in this document. Any person mentioned in this document
may have been provided with relevant sections of this document prior to its publication in order
to verify its factual accuracy.
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