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US Treasuryissuancein 2025-26 - what to expect?

e  Markets cheered Trump’s decision to pick hedge-fund manager Scott Bessent as
the next US Treasury Secretary.

e Substantial easing of fiscal policy will require active use of the issuance strategy.
There is a compelling argument for continuing the reliance on T-Bills.
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issuance composition — or simply continue Yellen’s line. Note: Past performance is not a reliable indicator
of current or future results

For how long will current auction sizes be sufficient?

In this section, we explore the implications of a more expansionary fiscal policy on the =~ ChiefAnalyst
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potential structure of Treasury issuances. Readers can follow the calculations in table 1. +45 2890 8421
Note that all estimates are based on fiscal years (FY), running from October to September
(e.g. FY24 = Oct 23 — Sept. 24). As of today, the Treasury offers an annual tranche of notes,
bonds, TIPS and FRNs worth around USD4,600bn per fiscal year, which covers both
refinancing of existing debt and additional financing needs. The main reason to raise new
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cash is the deficit, but the financing needs are also impacted by Fed redemptions (QT),
changes in the Treasury cash balance and other financing means such as costs related to
direct student loans.

To assess the future issuance needs, we use the most recent CBO projections from June as
our starting point. Back then, the CBO projected the deficit to rise from USD1.83trn in
FY?24 to USD1.95trn in FY25 before declining to USD1.85trn in FY26, as the projections
assumed that the TCJA provisions would expire after FY25. This seems much less likely
following the Republican sweep. Adding the Republican fiscal impact on the deficit
projections as calculated by the Wharton Budget Model, we project the deficit to rise to
USD2.09trn in FY25 and further to USD2.3trn in FY26. The calculations assume a net
neutral effect on public finances stemming from the trade policy agenda, although this
remains open for debate. To calculate the financing needs, we furthermore assume that (1)
Fed QT will continue at the current pace (*USD25-30bn/month) until the end of Q2 25, (2)
that the Treasury cash balance will stabilise close to USD850bn mid-2025 and (3) other
financing means will continue to play a marginal role in the financing mix (-
USD25bnl/year).

The above-mentioned factors account for the net private borrowing. On top of this comes
maturities of existing coupon debt, which is set to rise from USD2.79trn in FY24 to
USD2.795trn in FY25 and USD3.07trn in FY26. Summarising the projections, we
anticipate that gross issuance (combining new cash requirements, debt maturities and Fed
redemptions) will decrease from USD5.36trn in FY24 to USD5.01trn in FY25, then
increase to USD5.39trn in FY26.

Current auction sizes will cover 2025 — but not 2026

Under current auction sizes (scenario 1), the Treasury will need to raise approximately
USD400bn in new cash in FY25, which represents about 17.5% of net issuance, and
approximately USD725bn in FY26, accounting for 31% of net issuance, through T-Bills.
Alternatively, as proposed in scenario 2, the Treasury could align with the TBAC
recommendation that T-Bills should constitute 17.5% of net issuance (the midpoint of the
recommended 15-20% range). This would require increasing the size of coupon auctions
by approximately USD300bn per year starting in FY26. The takeaway from these simple
estimates indicates that the current auction sizes are sufficient to meet the financing needs
for FY25. However, they will become inadequate in FY26 due to two main factors: (1) the
increase in the deficit as a result of the Republican fiscal agenda, and (2) the significant
number of maturing coupons that will need to be refunded. This could motivate a change
in guidance at one of the forthcoming QRA announcements in January or April.

Why not just exploit the benefits of keeping the T-Bills share elevated?

Based on the previous section, an increase in coupon auction sizes seems required
somewhere in the second half of calendar year 2025 to curb the T-Bills’ share from rising
above current levels. However, since there is no legislative requirement to maintain the T
Bills’ share within the 15-20% range, it is uncertain whether the Trump administration will
pursue this strategy, especially if it could potentially compromise the economic benefits
sought through its expansionary fiscal policies. Maintaining a higher proportion of T-Bills
offers advantages like those of quantitative easing: it limits the duration supply that markets
must absorb as fiscal policy becomes more expansionary, and it mitigates adverse effects
on market liquidity compared to coupon issuance. Since mid-2023, the increased share of
T-Bills has very likely offset a substantial part of the market impacts stemming from QT.
However, a continuation of the reliance on T-Bills is not a free lunch and could exaggerate
several risks related to US public finances. This includes the rollover risk, which is
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Note: Past performance is not a reliable indicator
of current or future results

Chart 2. The share of T-Bills has risen
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Chart 3. Theissuance mix since 23’
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especially evident in periods with a binding debt ceiling, as well as less cost transparency
on fiscal policy due to the frequent fluctuations in short-end rates across the business cycle.

Additionally, an excessive supply of T-Bills could also provide headwinds for other short
end funding channels such as the market for commercial paper. However, for the Trump
administration, the short-term benefits of maintaining less restrictive financial conditions
amidst an expansionary fiscal policy will be most likely overshadow these risks — just as
has been the case under President Biden. In sum, the Trump administration's fiscal agenda
will probably necessitate continuing the issuance strategy initiated under Yellen to
neutralise market impacts, suggesting that incoming Treasury Secretary Scott Bessent is
unlikely to announce an imminent increase in coupon auction sizes. For bond markets, this
will help curb the recent rise in term premiums. The big question then becomes when
markets will start to react negatively to the politicization of the issuance strategy, which as
described earlier already started under the Biden Administration. We will leave that for a
later edition to discuss.
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Chart 4. The Trump admin will seek to
curb another rise in term premiums
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Disclosure and disclaimer

The following disclaimer and disclosure apply to all communication as such, though for the parts that refer to the
term “investment recommendation”, the disclaimer and disclosure are only applicable as far as the communication
falls under the definition in Regulation (EU)No 596/2014. This communication has been prepared by personnel in
the LC&I Sales & Trading departments or non-independent Research departments of Danske Bank A/S. The views
set forward in this communication may differ from views or opinions in other departments of Danske Bank A/S. It
constitutes a short-term view and is subject to change and Danske Bank A/S does not undertake to notify any
recipient of this communication of any such change. Details of the producer’s previous investment
recommendations on the relevant financial instrument and all previous investment recommendations made in the
past 12 months by the producer will be available upon request.

LC&I’s Sales & Trading departments’ or non-independent Research departments’ personnel are not independent
research analysts, and this communication is not intended to constitute “investment research” as that term is defined
by applicable regulations. This communication has as such not been prepared in accordance with the legal
requirements designed to promote the independence of investment research and is not subject to any prohibition on
dealing ahead of the dissemination of the communication. The personnel in LC&I’s Sales & Trading departments
or non-independent Research departments may be remunerated based on investment banking revenues. Danske
Bank A/S may hold a position or act as market maker in any financial instrument discussed herein. Prices and
availability are indicative and may change without notice.

This communication is provided for informational purposes only and should not be considered investment, legal or
tax advice. It does not constitute or form part of, and shall under no circumstances be considered as, an offer to sell
or a solicitation of an offer to purchase or sell any relevant financial instruments. Danske Bank A/S is not acting as
an advisor, fiduciary or agent. Recipients of this communication should obtain advice based on their own individual
circumstances from their own tax, financial, legal and other advisors about the risks and merits of any transaction
before making an investment decision, and only make such decisions on the basis of the investor's own objectives,
experience and resources.

This communication has been prepared independently and solely on the basis of available information that Danske
Bank A/S considers to be reliable, but Danske Bank A/S has not independently verified the contents hereof. While
reasonable care has been taken to ensure that its contents are not untrue or misleading, no representation or warranty,
express or implied, is made as to and no reliance should be placed on the fairness, accuracy, completeness or
reasonableness of the information, opinions and projections contained in this communication and Danske Bank
AJS, its affiliates and subsidiaries accept no liability whatsoever for any direct or consequential loss, including
without limitation any loss of profits, arising from reliance on this communication.

For current disclosures of Danske Bank A/S’ interests and potential conflicts of interest regarding issuers and
financial instruments subject of investment recommendations please refer to the following webpage:
https://danskeci.com/ci/research/disclosures-and-disclaimers.

Please note that while information on the great majority of relevant issuers and financial instruments are contained
on this website, it may not contain information on all relevant issuers and financial instruments. The absence of
information on any relevant issuer or financial instrument should not be seen as an indication that Danske Bank
AJS does not have any interests or potential conflicts of interest on the issuer or financial instrument. Please contact
your Danske Bank A/S representative for information regarding any issuer subject of investment recommendation
that is not mentioned on https://danskeci.com/ci/research/disclosures-and-disclaimers.

Danske Bank AJ/S is authorised and subject to regulation by the Danish Financial Supervisory Authority and is
subject to the rules and regulation of the relevant regulators in all other jurisdictions where it conducts business.
Danske Bank A/S is subject to limited regulation by the Financial Conduct Authority and the Prudential Regulation
Authority (UK). Details on the extent of the regulation by the Financial Conduct Authority and the Prudential
Regulation Authority are available from Danske Bank A/S on request.

This communication is protected by copyright and is intended solely for the designated addressee. It may not be
reproduced or distributed, in whole or in part, by any recipient for any purpose without Danske Bank A/S’ prior
written consent.

Disclaimer related to distribution in the United Kingdom

In the United Kingdom, this communication is for distribution only to (I) persons who have professional experience
in matters relating to investments falling within article 19(5) of the Financial Services and Markets Act 2000
(Financial Promotion) Order 2005 (the ‘Order’); (IT) high net worth entities falling within article 49(2)(a) to (d) of
the Order; or (I11) persons who are an elective professional client or a per se professional client under Chapter 3 of
the FCA Conduct of Business Sourcebook (all such persons together being referred to as ‘Relevant Persons’). In
the United Kingdom, this document is directed only at Relevant Persons, and other persons should not act or rely
on this document or any of its contents.
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Disclaimer related to distribution in the European Economic Area

This communication is being distributed to and is directed only at persons in member states of the European
Economic Area (‘EEA’) who are ‘Qualified Investors’ within the meaning of Article 2(e) of the Prospectus
Regulation (Regulation (EU) 2017/1129) (‘Qualified Investors’). Any person in the EEA who receives this
document will be deemed to have represented and agreed that it is a Qualified Investor. Any such recipient will also
be deemed to have represented and agreed that it has not received this document on behalf of persons in the EEA
other than Qualified Investors or persons in the UK and member states (where equivalent legislation exists) for
whom the investor has authority to make decisions on a wholly discretionary basis. Danske Bank A/Swill rely on
the truth and accuracy of the foregoing representations and agreements. Any person in the EEA who is not a
Qualified Investor should not act or rely on this document or any of its contents.

Disclaimer related to distribution in the United States

This communication was created by Danske Bank A/S and is distributed in the United States by Danske Markets
Inc., a U.S. registered broker-dealer and subsidiary of Danske Bank A/S, pursuant to SEC Rule 15a-6 and related
interpretations issued by the U.S. Securities and Exchange Commission. The communication is intended for
distribution in the United States solely to ‘U.S. institutional investors’ as defined in SEC Rule 15a-6. Danske
Markets Inc. accepts responsibility for this investment recommendation in connection with distribution in the
United States solely to ‘U.S. institutional investors’.

Any U.S. investor recipient of this communication who wishes to purchase or sell any Relevant Financial
Instrument may do so only by contacting Danske Markets Inc. directly and should be aware that investing in non-
U.S. financial instruments may entail certain risks. Financial instruments of non-U.S. issuers may not be registered
with the U.S. Securities and Exchange Commission and may not be subject to the reporting and auditing standards
of the U.S. Securities and Exchange Commission.

This communication is for the general information of our clients and is a ‘solicitation’ only as that term is used
within CFTC Rule 23.605 promulgated under the U.S. Commaodity Exchange Act. Unless otherwise expressly
indicated, this communication does not take into account the investment objectives or financial situation of any
particular person.
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