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FINANCE

The $27 Trillion Treasury Market Is Only Gelting
Bigger

More debt, different buyers and increased regulation pose challenges
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The world’s largest, most-important financial market is growing by leaps and
bounds. On Wall Street, that is making people nervous.

Annual issuance of U.S. Treasurys has exploded, nearly doubling since the
pandemic began. The government sold a record $23 trillion worth in 2023. And
few think the spree is going to slow soon, given the widespread expectation that
government spending will continue to rise regardless of who wins November’s
elections.

Rapid growth in markets from tech stocks to mortgage bonds has ended badly in
the past. Treasurys are considered the safest and easiest-to-trade securities on
Wall Street, and many worry that any instability there could rapidly spread.

The market’s growth isn’t the only thing troubling investors: Some are also
concerned about new rules that are changing the way the trading works. That
x could help alleviate strains but also create unforeseen consequences, such as
the cash shortages in 2019 and 2020 that snarled trading and boosted interest
rates.

“None of these regulations solves the mounting pile of Treasury debt,” said
Steven Kelly, associate director of research at the Yale Program on Financial
Stability.


https://www.wsj.com/economy/central-banking/treasury-markets-are-losing-their-shock-absorber-75ed6ea1?mod=article_inline
https://www.wsj.com/articles/u-s-states-face-biggest-cash-crisis-since-the-great-depression-11603910750?mod=article_inline
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When the government doesn’t take in enough
from taxes to fund its spending, the Treasury
Department issues bonds to fill the gap. The
agency raised a net $2.4 trillion last year to
finance the deficit, taking into account what it
had to sell to repay holders of maturing debt.

The Treasury market has grown more than 60%
to $27 trillion since the end of 2019. It is roughly
sixfold larger than before the 2008-09 financial
crisis.

“Running a nearly $2 trillion deficit during a

peacetime economic expansion—that’s a lot of bonds for the market to absorb,”
said Stephen Miran, an adjunct fellow at the conservative Manhattan Institute
and a former Treasury Department senior adviser who assisted with the Covid-

19 response.

The Congressional Budget Office anticipates government spending that continues
to climb in the coming years, with an aging population raising the cost of
programs such as Social Security and Medicare. Rising interest costs could also

boost issuance.



https://www.wsj.com/finance/the-u-s-government-will-soon-spend-more-on-interest-payments-than-defense-ee6fbeec
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Mounting bond sales sparked market turmoil
last fall, prompting the Treasury to shift
toward selling more short-term debt. The
amount of bills—those with maturities of one
year or shorter—has risen to 22.4% of debt
outstanding, above the recommended 20%
limit set by the borrowing committee that
advises the government.

Since then, demand has been more than
adequate. Investors still aren’t requiring extra
compensation to hold longer-term Treasurys.
The so-called term premium is actually
negative.

One reason demand for Treasurys remains
solid: fewer alternatives. Many companies
issued long-term bonds when the pandemic
sent rates near zero, then slowed borrowing
when the Fed started raising them. The
market for mortgage-backed securities is
nearly frozen, with few Americans moving in
the most expensive housing market in
decades.


https://www.wsj.com/finance/the-big-problem-with-government-debt-isnt-what-you-think-b876c198
https://www.wsj.com/finance/the-big-problem-with-government-debt-isnt-what-you-think-b876c198
https://www.wsj.com/finance/investing/wall-streets-latest-obsession-is-an-unknowable-number-f67248de?mod=article_inline

O Different buyers

Banks have pared their buying of Treasurys for years, constrained by postcrisis
regulations that are poised to get even more restrictive. Hedge funds, money-
market funds and foreign investors are now America’s primary financiers.

Money-market funds are enjoying record inflows and scooping up short-term
Treasurys in bulk. But they are mandated to only invest in bills.

Net purchases of U.S. Treasurys, quarterly, 2000-24
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Hedge funds—lumped in with households in Fed data—have mostly filled the
gap left by the central bank, which is paring its holdings of bonds accumulated
in its efforts to prop up the economy. But at least one popular trade

involving Treasurys and Treasury futures has regulators on edge. New rules
from the Securities and Exchange Commission are likely to reduce its
profitability—the hedge-fund industry is suing, and funds are already pulling
back.



https://www.wsj.com/finance/banking/a-year-after-silicon-valley-banks-collapse-the-rules-are-still-catching-up-90ac5f81?mod=article_inline
https://www.wsj.com/finance/banking/a-year-after-silicon-valley-banks-collapse-the-rules-are-still-catching-up-90ac5f81?mod=article_inline
https://www.wsj.com/finance/investing/the-8-8-trillion-cash-pile-that-has-stock-market-bulls-salivating-0a1b4a8c
https://www.wsj.com/finance/investing/the-8-8-trillion-cash-pile-that-has-stock-market-bulls-salivating-0a1b4a8c
https://www.wsj.com/finance/investing/hedge-funds-big-bet-against-treasurys-isnt-what-you-think-faba38c5?mod=article_inline
https://www.wsj.com/livecoverage/stock-market-today-dow-jones-03-18-2024/card/hedge-funds-sue-sec-over-new-dealer-rule-Fd9TVERpaloTXuzw8kvW?mod=article_inline

O What about overseas?

While foreign investors have steadily bought Treasurys, a strong dollar and
growing supply of high-quality bonds elsewhere could slow purchases. Foreign
holdings have declined below one-quarter of outstanding debt, after sitting at
more than one-third in 2015.

Foreign holdings of U.S. debt as share of total outstanding
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Dollar strength hasn’t done much to deter Japanese investors. With rates below
zero at home for years, they have hunted for yield overseas, recently increasing
their Treasury holdings to $1.2 trillion. Japan surpassed China as America’s
largest foreign creditor in 2019.

The Bank of Japan this past week raised rates out of negative territory and
nixed its cap on long-term bond yields. Analysts don’t expect Japan’s central
bank to let yields drift too high, though, preventing major outflows from

Treasurys.

QO Tighter regulations

Disruptions in markets tied to government debt exacerbated both Lehman
Brothers’ collapse and the March 2020 market panic. Fed Chair Jerome

Powell said this past week the central bank wanted to avoid interventions such
as the one required by the 2019 surge in overnight rates.



https://www.wsj.com/market-data/quotes/JP/XTKS/8301
https://www.wsj.com/world/asia/bank-of-japan-ends-negative-interest-rates-888c9623
https://www.wsj.com/economy/central-banking/how-the-bank-of-japans-shift-could-play-out-in-u-s-markets-b5d7acf5
https://www.wsj.com/economy/central-banking/how-the-bank-of-japans-shift-could-play-out-in-u-s-markets-b5d7acf5
https://www.wsj.com/articles/march-2020-how-the-fed-averted-economic-disaster-11645199788
https://www.wsj.com/articles/why-were-they-surprised-repo-market-turmoil-tests-new-york-fed-chief-11569777702

“Fed policymakers want to avoid another episode like 2019—it’s seared in their
brains,” said Nate Wuerffel, head of market structure at BNY Mellon.

Even a one-day surge in funding costs can cause an institution to miss payments
or be short on cash, which could lead to defaults, he said.

The Fed set up backstops during the Covid-19 pandemic to absorb potential
market stress. But impending bank regulations could make capital scarcer among
lenders. And the SEC is erecting new safeguards.

Those include forcing more trades tied to Treasurys through a central
clearinghouse. Inserting a middleman between the trillions of dollars changing
hands daily would help banks offset regulatory burdens. Doing so should also
mitigate cybersecurity concerns, after the November hack of a Chinese

bank rattled short-term markets. Higher trading costs could discourage hedge
funds from continuing to buy U.S. debt, however, prompting their lawsuit.

|[osh Frost, the Treasury Department’s assistant secretary for financial markets,
said regulators aim to improve both daily conditions and resilience. “We want to
minimize the impact on markets when a shock comes,” he said.

O Going forward

Some say there is a workaround to Treasury market concerns.

The International Swaps and Derivatives Association trade group recently asked
the Fed to revive a pandemic-era policy. It would allow banks to exclude
Treasurys and deposits held at the central bank from a regulatory buffer that
forces banks to hold capital as a percentage of loans and other assets. That would
allow banks to finance more U.S. debt and open up their balance sheets when
markets become strained.

Some worry that if the mounting pile of debt isn’t addressed, investors will be left
with permanently higher bond yields. The prospect of inflation—from wars,
expansionary fiscal policy, deglobalization and immigration—points to rates
staying higher than before the pandemic.

“If you're a long-term bond investor, the single most important question you
need to ask is how long interest rates will remain elevated,” said Miran.


https://www.wsj.com/articles/sec-considers-proposal-to-push-more-treasury-trades-into-clearinghouses-11663164001
https://www.wsj.com/articles/sec-considers-proposal-to-push-more-treasury-trades-into-clearinghouses-11663164001
https://www.wsj.com/finance/regulation/how-a-hack-shook-wall-streets-multitrillion-dollar-foundations-6a574bd7?mod=article_inline
https://www.wsj.com/finance/regulation/how-a-hack-shook-wall-streets-multitrillion-dollar-foundations-6a574bd7?mod=article_inline
https://www.wsj.com/finance/investing/the-most-important-man-in-finance-youve-never-heard-of-58069d32
https://www.wsj.com/economy/trade/a-china-u-s-decoupling-you-aint-seen-nothing-yet-12c0828e
https://www.wsj.com/us-news/us-census-immigration-population-growth-cities-db007d64

= 7|A WHE 2%

EYyxa] AlZe 47

1.

ol

md
du

o
10
]

7] loh M =5 A

s

N ==

7 =M.

N

I

K0
ol

Ho

|

L=

of Xt R

12 AR AHE

M=X
oo

| S7t7F Ol S =B Of AlE 2

X~ O
— =

A
=

1

bA 8ol 37 X=X

Aoz H0|0 FXAtS A0 A

- {74 Z1tet

Ol

I.

M
(]

ot

| =Hat A Het

|3te

A

2.

off s}

=~

p Al
. A0

A7t AE 29

o
e

X2 Algel 88 2ok, M2

E

g 75 AtEer Z0| O X

o

HEARS] &
2ok &

ot

ojnu

~
Klo
ol

A
29

ojEX|of tiet ==

=0l ¥

C A2 B M 2ol S7ts FAAL

28 87|

AL
e

Egxz(of ot

2&5te O

=
=

7| EBf N2

2 Qg EfX2] #0iE SRS, 1 AMO] X HE, L O HE, 2|5 FXIXt

43

- egse %

o

JEEEES-R

=
=

| FORKEZE & S.(13f0l A rokos E O F7))

—

CHAISEO] X Q

MAS

X3

=
=

810

oo
O -

3

=
S

Ju

=

Joll
ar

siel =xixte|

5.

=Rk

1z

=0
= —

7t ZEE %t Ef It

=
o

FAAEel EYME AMEr8

oo

(DN
Klo
1
Ho

oM tin2 Xtg RES Z2oHX= EE

PN
(=}



6. T 32 Het

- 38 979t AR WHT St AT AEHAES tely| Us) ST ATBK|S H20f A
22 2% Fre SECO| oHH EX7H =YElT U,

- O] Al Hal= AlZel HEEE =0l= AS FHZE SHAZH SAI0f AT HAHXES0A Mz2 1

—

>
0zl
ik
<)
>
in
£
41
=
N}
=
rlo
Im
o
>
u
>
0%
10
o
b
i
el
N
ot
N
)
rot
In}
i
o
e
e
o
o
=
ot

Lic} o|2f3t k2
LI}, d2iLt K&

2 0
= Z7| EXXE0A S8 | AR YL



= EIX2|(O]= ®H)

Eg|Xz2] Y (T-Bills)

ol EgMe| g2 Tt7| 7|70 1 @ oO|grel Th7| 2 XA,
EX. 0 U2 OS2 WO, 9t7| A HHI2 MBELCH J, EXXE LS HHUILECE H2
JtAo= Fojsta, ohy| o HHILS Hop Xt S 0|02 AL L|CE O|X} X| 20| HEZ O|F0{X|X|
&Lt
8L F2 Y| Az &2l SHo2 AMA8ELC
2. EB|X2| :E (T-Notes)
ol EgXe| =E= TH7] 7|Zt0] 2 AOIA 10 A Ato|Ql BV HE A
EY LEE HI7|1¥oz (RS 67/iHotch O|XtE X|ZELICE O|AHE2 nYE|0f Yo, XA

TItof w2k 27 E LI

12

Ol
H

1 &7 BAF SHOILL O[Xt =918 SHE St EAAO|A Mgt

3. Ef|X 2| 2E (T-Bonds)

|'r'|
rir

gel: EYME| 2= 7| 71240l 20 & == 30 HO HY| & M

25 Al F7IH2z O|XE XgYLUCLh olXts BEE 6 7HEDIC XISE[H, O[Xt&2

= 1M B HE 7t BAAL 2E A5 § Y| Mg &2 E 7

4. TIPS (Treasury Inflation-Protected Securities)

HOl: TIPS = QUEYO|Me2EE BT E N3St= EfXa| fHALCH 247 7|1Zt2 54, 10 H
=30 AL

HHIL7L S71Sta, CIE 20|30 RS HHI7L Zas = AGLICE O|Xt&2 1P &0 UK,
Agkls OIAt g2 =FE AT HEEL O HE = AFLCH



#1008t x (1+0.01) = 101

1% 2 OH) (& 1) :

10088 x (1+0.04) =

4% =1 (28)

2 om x (1+0.04)

4% =M (28) (= 7HH)

0

1. 0.01 -> 0.04 22| 214t
2. E27t40| 22 o|Xt2S MESta{H A 7tA0| WHZ, A= EHojf

3. EHZ2] 0.010] AZZ2|7} 0.04 QI A& L

0|==1(26/04/30)
US91282CBWO1 E@?g?g%ém

oo =2 oo 22 5
OHOR 2| $92.8802 oHoiEt7} $99.3892
2021.04.30 2024.02.15
2026.04.30 2034,02.15
0.7500% 4.0000%

AA+

91326

DB A

1. B2HE SHSM LA S A= Y7 4D

2. P2 IJLHHZE ETF & Ats YRI(ACE O|= 30 A=A AE[E(H))

3. 2EZ SHESAM O AIFOf| AEE U= ETF & A= Y (iShares 20+ Year Treasury Bond

ETF (TLT))


https://finance.naver.com/item/main.nhn?code=453850
https://finance.yahoo.com/quote/TLT?.tsrc=fin-srch
https://finance.yahoo.com/quote/TLT?.tsrc=fin-srch

= O] =i &} 37t ol&

“IALY F=Q 57| SHAIE E
20234 792

Oj= =24 1‘3‘5
0= =34 %:J
Oj= =24 ?}1;,
0= =4 i‘;d
Of= =34 CLOALJ
Oj= =34 g(iLJ
Oj= =4 Z:J
0= =21 13
Lk
0l= =l 6712
Az
Oj= =34 ZZIIE'EJ
0= =34 gjll*”é

015 23 174
iz

50

Esl o

—

= 1

43070 vy
=]

44120 g

v 00140

)

4.2480

| 2o =04 F 2= 20224 2,045
x8,710% 2o 2 [|=E Z7I3UC}”

HolA

Why?

1. sHoj2g| 9H™. F, 05 Il =YE0| ot=
T =AEELCH EO0IE. F AN |EZT
[e 8713 B &2 ot 3OO AT E2
32%Q1 BtH O/ =X{= 5.018%0|CH2024.03.25

2. O] x| XFEXO| cigh 7HAFXIXte] HI2/EO|
HHE. STAL 2HY HS SOl ==~ 10 FE

=R f
UA = UZ.

CHIZ O] =™ S ojoie =+

%o £2 YaE [ I Fad UL
A MAS WA =M} 0|2 Yrapw,
a0l i mmEold e H=of
ke, diM =E 0|2 2o e
Zole 2 BrpER =g o 2e
Ho|c}

But, 212 0|2 2ol ARo|XtEO| B
IR HE A BHEO US. F

€2 oM 0 =xof| FXtotE o=

A 1TE  209.10 2018 202,

g PR ORAMEHINS

%xﬂzcwo%w 12 EXFAHAO)A O

[
2 O|Xt=9&= ®¥S 780l ALt

=
AH2
=



2. Z71EHol cHSSHHM Z7| XpLtlE

.
n
e

A Z7IYH Al ZES2|90| 248 FO|AL +UES HAY & UL EXQ SX Y

Why?
XM, Z2IEM7E E4sHH rHxtitof et M= sdo] ZetEicth Z7IENZ Qe FAa 254t
S FIgxttol st &xp 2= AASHED Ol Ag0| R BEotE IS R EE

Ao|ct.

tA

ot MAXL FHRAZI7 ZEHE W 0= IME Erot ACHH, ABXYMR = A= - UL
37| #17] B=7} detE+5 QTALtof it 27t FOHM, CHEX Q! QFH XL F oLl 0] Ee{e|
7FX|7t CHE S=hof v &Sok7| uf 20[C}. et MAK el AX 27| Ao 0] =X & 2wt Of2

YoiNol ZEERQS TAT 4 U Hit.

o\l

=M, =2l Stz Qs XA 7tH ¥SS 7ItHE 5 QUACE F7|HHM 7t Y5 S22 F7
Fs o ZIEgdlE RECL ZIE=El7t of=ctE MH 7tA2 5SS =0k QfiListE
S8AY0 FEE= IMLL AN CHER2 nFFE| 2 YA =0, SHH2Z oAt &2 MES
HRot0 As UM Z7IEsEl 7t StESHE M - EE AL O|At= HOtE Z0| 1 oo 2t
J|1E R/ 2 A 7HX= FOHX|7| iZ 0|t

3. O|xt=f 1M A] M =1t

2#HZ |0 A
ANZaEl7F HEE SE8lo] EHOIX}
.|

Y SRR hEE D FHoITh

M@ O|Atof CHet Ma2 22 ol ALt 0= Ik = 22 O|X[= M5 0| Atheltt.
e 20| 2 xS ExolE MaS o2 = A=H|, ol M

@M BEHS2|7F 0.1%00] 21t O] =x{7F & F, OI& GlAIZ,

MNEZ2|7F 5% 4EoM 2HIZE| 0.125%2! 0| IXHE 100 Tt AO{X| Of==3HCH sff = XHapA|
CHAQI O|XfAS 2 A|ZHZ2|0f 2 M3 =Sk 2HA| €10 1,250 (100 2H &1x0.125%)0f| $HY =T},
ol MZ2 1,250 Y0f|l O|X} AS5ME 154%KIEASN ZEHE =3+ 192 0| EICt 7 I FEXIX}Q]
42 o3t O|XtAS @ LIHA| =2 XA 2 &R/ & HutA EICf

a9t g2, 2™ F 27t 5%¢2 olg HE0 ZtYA/UCHH 1 E F 5 B O] O|XfAS5e2 ZFEY
O|RtASMZ 7,700 2 (5 Bt ¥ x15.4%)S LHOfSICE



O] 23 Xt £

sga|A3

i=N¢]
S =

St O A}

2t

o
()

2 7HK|7}

Ch
=
o2 shAr0f ofo JaiE 4= QUCt W2k O =xHof| FXt5E7| @A ZBf 74K 7F 5t 5t

ook
N |

ol Al
M O

Ol= =%0f

A
e

= M7AstEA Oj= =x{0f

293

x| 710

A
ot &

A CHS5E7| 2

R S

2

3

=& MeAFEXAZL 2

EXpStR}

olo

FSIX| 7} &l O 2 ETF Lt BEO| £XF

o =
FE%, @

-
(=}
=

7tXp2=0]

|2{ FEI7t 4SotH Mol &

.
()

M 2

te A2 2 ofdel 0] =S MCH2L, ol &% ZoHA 271 45

ALt Hid 0=

Ch= Z0[LCt.

ol
AA

A
T

F

e

CHH x4 7t4o| st

25|
I

2 1 29| o|fE FE| ¥SM7t X

=
=

7ks8ol &1 1 Aut xf 3 7tAe| HESEol o

MA2 717 B2 xH 2o b

ojn

oju

=
=

2 of 2

I.

ol
n

(M}
Kifo

[N
1
ol
ml



