Economics

Special Commentary — January 30, 2025

Treasury Refunding Preview

Summary

The first Treasury refunding announcement of 2025 will offer a glimpse into how the
United States Treasury is thinking through the fiscal outlook and federal government's
financing need in the wake of the U.S. election.

We project a federal budget deficit of $1.9 trillion in fiscal year (FY) 2025, a modest
widening from the $1.8 trillion deficit registered in FY 2024.

We believe the end of the Federal Reserve's balance sheet runoff program, more
commonly known as quantitative tightening (QT), is coming into view. We expect
QT torun at its current pace through the end of May. Starting in June, we expect the
Federal Reserve to keep the size of its balance sheet unchanged through at least the
end of the year.

The looming cessation of Treasury security runoff and eventual return to Treasury
security purchases should help keep the government's financing need relatively flat
over the next year despite some growth in the federal budget deficit.

Current coupon auction sizes are raising enough money on a net basis that changes
are unlikely to be announced at the February 5 refunding. We look for nominal
coupon and floating rate note auction sizes to remain unchanged until the November
refunding announcement.

If coupon auction sizes follow our projected path, we forecast that privately-held net
coupon issuance will total $1.9 trillion in calendar year 2025, accounting for 93% of the
privately-held net marketable borrowing for the year.

The debt ceiling is once again a binding constraint. So long as it is in effect, the
Treasury General Account (TGA) will grind lower, and Treasury bill paydowns generally
will continue unabated. We expect a debt ceiling resolution to be paired with the
budget bill(s) that are enacted ahead of the March 14 funding deadline, long before
Treasury risks a default.

Looking through the debt ceiling noise, we project net T-bill issuance of $140 billion
in 2025. T-bills as a share of the Treasury market will likely drift lower over the next
couple of years even if coupon auction sizes are left unchanged until late this year.

Wells Fargo Net Treasury Issuance Forecast
Billions of $

2024 2025 2024 2025
Q4 Q1 Q2 Q3 Q4 cY cy
Privately-held net marketable borrowing 659 673 398 396 550 2,449 2,017
Budget deficit 711 670 173 346 550 2,033 7738
Ain cash balance -164 -122 200 0 0 -47 78
SOMA coupon redemptions 75 75 50 0 0 485 125
SOMA T-bill redemptions 0 0 0 0 0 22 0
Other 37 50 25 50 0 -45 75
Gross coupon auctions 1,103 1,087 1,106 1,086 1,128 4,479 4,407
Privately-held maturing coupons 626 636 599 619 675 2,563 2,530
Privately-held net coupon issuance 477 451 507 467 453 1,916 1,877
Privately-held net bill issuance 182 222 -108 =71 97 533 140
End of quarter cash balance 722 600 800 800 800 722 800

Forecast as of: January 30, 2024

Source: U.S. Department of the Treasury, Bloomberg Finance L.P. and Wells Fargo Economics
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A Transition Year

We anticipate a relatively quiet Treasury refunding announcement on February 5. We expect growth

in the budget deficit to be modest this year, while the looming end of quantitative tightening should
reduce Treasury's financing need relative to the past few years. As a result, we believe Treasury is in

a position to leave coupon auction sizes unchanged for at least a couple more quarters. Our base

case forecast expects the next increase in coupon auction sizes to occur at the November refunding,
although the policy uncertainty in Washington, D.C. clouds the outlook for Treasury's financing need in
2026 and beyond.

Budget Deficit Outlook
We project a federal budget deficit of $1.9 trillion in fiscal year (FY) 2025 (Figure 1). This would We project a federal budget
represent a modest widening from the $1.8 trillion deficit registered in FY 2024 and would keep the deficit of $1.9 trillion in fiscal

deficit as a share of GDP within its recent range of 6%-7%—levels that used to be uncommon outside year (FY) 2025. This would
of wartime or recession. Treasury faces the usual cast of characters adding to the structural pressures represent a modest widening
on the budget deficit (e.g,, rising spending for programs like Social Security, Medicare, and Medicaid), from the $1.8 trillion deficit
but a few tailwinds should help limit the deficit widening in FY 2025. registered in FY 2024.

For one, the FOMC cut its target range for the federal funds rate by 100 bps between September and
December. Although this has not reduced intermediate and longer-term interest rates, it has brought
down yields on shorter-dated Treasury securities, most notably yields on the $6.2 trillion of Treasury
bills outstanding. This in turn should help slow the growth in the federal government's interest outlays,
at least in the short term (Figure 2). Furthermore, some Biden-era outlays on student loans and
deposit insurance look set to return to more normal levels in FY 2025. Solid economic growth as well
as strong asset price returns in 2024 bode well for federal revenues come the April tax filing deadline.

The new Congress and administration will look to make their mark on the U.S. fiscal trajectory, but we
believe that the impacts from policy changes largely will not be felt until FY 2026 at the earliest. We
do not expect a tax-oriented budget bill to be passed until the second half of the year, and it would
not surprise us if passage ultimately slipped until close to the December 31 Tax Cuts and Jobs Act
expiration date. Tariffs remain a wild card, but if they are imposed at scale, they would be a revenue-
raising policy that would reduce the budget deficit and Treasury's future financing need, all else equal.
For example, we believe a 5% universal tariff and a 30% tariff on imports from China would generate
roughly $140 billion per year in net new federal revenues.

Figure 1 Figure 2
U.S. Federal Budget Deficit Interest Rate on Treasury Securities
Trillions, Adjusted for SCOTUS Student Loan Forgiveness Ruling Average Interest Rate on Marketable Interest-Bearing Debt
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Quantitative Tightening Outlook

The end of the Federal Reserve's quantitative tightening (QT) program is slowly coming into view, and
this should help keep growth in Treasury's financing need in check over the next year or so. Last June,
the Federal Reserve reduced the cap on monthly balance sheet runoff for Treasury securities from $60
billion per month to $25 billion per month. The Federal Reserve reinvests the proceeds of maturities in
excess of $25 billion, eliminating the need for Treasury to raise that money from investors.

We look for QT to continue at its current pace through the end of May. Starting in June, we expect the
Federal Reserve to keep the size of its balance sheet unchanged through at least the end of the year.
If realized, bank reserves should remain comfortably in the "ample" territory targeted by the Federal
Reserve (Figure 3). Note that even if aggregate balance sheet runoff ceases, the composition of the
central bank's balance sheet can continue to evolve. We look for MBS runoff to continue indefinitely
as the Federal Reserve strives to reduce its mortgage holdings and slowly return to holding primarily
Treasury securities. In order to keep the total balance sheet unchanged amid ongoing MBS runoff, we
look for the Federal Reserve to start buying Treasury securities such that they replace MBS principal
payments one-for-one (Figure 4). The looming cessation of Treasury security runoff and eventual
return to Treasury security purchases should help keep the government's financing need relatively flat

over the next year despite some growth in the federal budget deficit.
Figure 3 Figure 4

Fed Balance Sheet: Bank Reserves
Percent of GDP

Economics

We look for QT to continue at

its current pace through the

end of May. Starting in June, we
expect the Federal Reserve to
keep the size of its balance sheet
unchanged through at least the
end of the year.
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Treasury General Account and the Debt Ceiling Outlook

The debt ceiling will be the key determinant of the Treasury General Account (TGA) over the next
several months. We wrote about our debt ceiling expectations in a recent special report, and we would
encourage our interested readers to check out that publication. In short, we expect the debt ceiling

to be suspended as part of an FY 2025 budget agreement around the March 14 government funding
deadline. Accordingly, our issuance forecast assumes that the debt ceiling is no longer a binding
constraint after mid-March. As a result, we project a TGA balance of $600 billion at the end of Q1
followed by a rebound to its steady-state value of $800 billion in subsequent quarters.

If we are wrong, and the debt ceiling is not lifted until the summer, TGA balances through the spring
will be lower, and T-bill paydowns will be larger, than we currently project. For example, if the debt
ceiling is still in place at the end of March, we would expect a TGA balance closer to $400 billion, with
net T-bill issuance for the quarter roughly flat. Further declines in the TGA and T-bills outstanding
would be in store for the second quarter. Figure 5 illustrates how a prolonged debt ceiling showdown
could result in an exceptionally low TGA balance come June, similar to what occurred in the 2023 debt
ceiling episode.
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We expect the debt ceiling to be
suspended as part of an FY 2025
budget agreement around the
March 14 government funding
deadline.
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Figure 5 Figure 6
Treasury General Account Net Treasury Issuance Composition
Billions of Dollars Billions of Dollars, Net of Fed Purchases/Redemptions
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Coupon Supply Outlook
On balance, current coupon auction sizes are raising enough money on a net basis that changes are Changes to coupon auction sizes
unlikely to be announced at the February 5 refunding. At the previous refunding, Treasury's policy are unlikely to be announced at
announcement stated that "Treasury does not anticipate needing to increase nominal coupon or the February 5 refunding.

floating rate note auction sizes for at least the next several quarters." We agree with that assessment
and look for nominal coupon and floating rate note auction sizes to remain unchanged until the
November refunding announcement. Our estimates for the federal budget deficit, QT and other
financing needs suggest a net privately-held marketable borrowing need of roughly $2 trillion for
2025. If coupon auction sizes follow our projected path, we forecast that privately-held net coupon
issuance will total $1.9 trillion in calendar year 2025, accounting for 93% of the net privately-held
marketable borrowing for the year (Figure 6).

By later in the year, the outlook for QT and fiscal policy should be more clear than it is today, and the
debt ceiling should be resolved, opening the door to a gradual increase in auction sizes that stretches
into 2026 (Table). One very small exception is the auction for the 5-year Treasury Inflation-Protected
Security (TIPS), which we expect to rise by $1 billion in April as Treasury seeks to keep TIPS stable as a
share of the overall Treasury market.

Wells Fargo Gross Coupon Issuance Forecast
Billions of $

2025

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
2y 69 69 69 69 69 69 69 69 69 69 70 71
3y 58 58 58 58 58 58 58 58 58 58 59 60
5y 70 70 70 70 70 70 70 70 70 70 71 72
7y 44 44 44 44 44 44 44 44 44 44 45 46
1oy 39 42 39 39 42 39 39 42 39 39 44 41
20y 13 16 13 13 16 13 13 16 13 13 17 14
30y 22 25 22 22 25 22 22 25 22 22 26 23
2y FRN 30 28 28 30 28 28 30 28 28 30 29 29
5y TIPS 0 0 0 25 0 23 0 0 0 25 0 23
10y TIPS 20 0 18 0 18 0 20 0 18 0 18 0
30y TIPS 0 9 0 0 0 0 0 8 0 0 0 0
Gross Issuance 365 361 361 370 370 366 365 360 361 370 379 379

Forecast as of: January 30, 2025

Source: U.S. Department of the Treasury, Bloomberg Finance L.P. and Wells Fargo Economics
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Bill Supply Outlook

If net coupon supply meets 93% of the financing need this year, that leaves T-bills to soak up the
remaining 7% or so. We look for net T-bill supply of $140 billion for calendar year 2025. In the near
term, the binding debt ceiling should lead to a steady dose of weekly T-bill paydowns until the debt
ceiling has been increased. The longer the debt ceiling is binding, the larger the paydowns. The upshot
is that, once the debt ceiling has been dealt with, the TGA will need to be rebuilt, leading to a jump

in bill issuance to restore the TGA back to normal levels (Figure 7). That said, these are ultimately
questions of timing. The debt ceiling antics should not impact the level of T-bill outstanding at year-
end. Looking through the debt ceiling noise, T-bills as a share of the Treasury market likely will drift
lower over the next couple of years even if coupon auction sizes are left unchanged until late this year

(Figure 8).

Economics

We look for net bill supply of
$140 billion for calendar year

2025.

Figure 7 Figure 8
U.S. Treasury Bills Outstanding T-Bill Share of the Treasury Market
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