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Source: Bloomberg, as of September 30, 2026. 

As US borrowing needs continue to grow, how the Treasury finances that debt is becoming almost as 

important as how much it needs to borrow. Recent issuance has tilted toward Treasury bills, where demand 

has remained deep, rather than longer-duration securities that require investors to absorb more interest-rate 

risk. That shift matters beyond the Treasury market: heavier front-end issuance can influence money-market 

conditions and, as reserves become less abundant, complicate the Federal Reserve’s control of short-term 

rates. As a result, investors should pay closer attention to the interaction between Treasury supply and the 

Fed’s balance sheet, as growing financing needs could increasingly require monetary policy implementation 

to absorb the consequences of fiscal policy.  
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Treasury bills are playing a growing role in the US funding mix 
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Weekly Highlights 

Increase in 12-Month 
Average US Treasury Bill 

Auction Size Over the 
Past 5 Years 

Increase in Total US 
Treasury Debt Over the 

Past Five Years 
New Short-Term 

Treasury Tenors Added 
Over the Past Decade 

166% 
 

Source: Bloomberg, as of 

September 30, 2026. 

41% 
 

Source: Bloomberg, as of 

September 30, 2026. 
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Source: US Department of Treasury. 

 

Where is the Treasury issuing? 

The growth in US Treasury debt has not been evenly distributed across the maturity spectrum. As the 

Chart of the Week shows, the stock of publicly held Treasury debt has increased substantially, while its 

composition has evolved. US Treasury notes with maturities from two to 10 years remain the largest 

component, but their share of publicly held debt has trended lower over the period shown. Bills, 

meanwhile, have taken on a larger role in the funding mix, particularly in recent years. Treasury has also 

expanded its menu of shorter-dated securities, adding 6-week, 2-month and 4-month bills. After rising 

sharply in 2020 and subsequently retracing, the bill share has moved progressively higher since 2023. 

The recent increase in T-Bill financing is particularly relevant as Treasury’s overall borrowing needs 

continue to grow. Bills provide Treasury with a flexible source of funding into strong demand, while 

increasing longer-dated US Treasury issuance requires the market to absorb additional interest-rate risk. 

The key question, therefore, is whether the growing use of bills simply reflects Treasury’s preference for 

flexibility or whether it also reflects where incremental investor demand is strongest. If the marginal buyer 

is more willing to absorb short-term paper than longer dated debt at prevailing yields, Treasury may have 

less flexibility to extend its funding mix without offering greater yield compensation. 
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Recent Treasury auction size growth has been concentrated at the 

front of the curve 

Figure 2: Treasury issuance has grown fastest where investor demand is deepest 

 
Source: Bloomberg, as of September 30, 2026. Each point represents a 12-month rolling average, summing the current 

month and the following 11 rows of monthly issuance for bills, notes and bonds. 

Treasury auction data reinforces this shift. As Figure 2 shows, auction sizes have grown much faster for 

bills than for longer-dated securities, indicating that a disproportionate share of recent financing growth 

has occurred at the front of the curve. 

This pattern is not itself a direct measure of investor demand, but demand is an important part of 

Treasury’s financing decisions. Treasury seeks to finance the government at the lowest expected cost 

over time while maintaining regular and predictable issuance, manageable rollover risk and a liquid 

market. In developing its financing plans, Treasury monitors market conditions, consults with market 

participants and surveys primary dealers about the amount of issuance markets could absorb across 

individual tenors.1 

Bills play a distinct role in that process. The Treasury Borrowing Advisory Committee, the TBAC, 

describes bills as shock absorbers that allow Treasury to respond to changing financing needs without 

 
 

1 Source: Financing the Government | U.S. Department of the Treasury. 
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making abrupt changes to coupon auction sizes.2 TBAC has also identified investor demand as a central 

consideration in bill issuance and reported that recent increases in bill supply had been met by robust 

demand from money market funds, households, and businesses. The recent concentration of issuance 

at the front end is therefore consistent with Treasury directing more incremental borrowing toward a 

segment where demand has been deep and supply can be adjusted more readily. 

That does not establish that the Treasury is unable to issue more notes and bonds. Its financing 

decisions also reflect cost, liquidity, refinancing risk, and the importance of maintaining predictable 

coupon issuance. But the widening gap between bill and coupon issuance suggests that the market’s 

capacity to absorb Treasury debt is not uniform across the curve: increasing longer-dated issuance 

would require investors to accept more duration risk and potentially demand greater yield compensation. 

As financing needs rise, the relevant question is therefore not simply whether investors will buy the debt, 

but where the next dollar of supply can be placed most efficiently. To date, Treasury’s issuance choices 

suggest that much of that capacity has been found at the front end. 

How the fed is impacted by excess supply in the bills market  

Figure 3: Rising repo pressure can spill into the Fed’s policy-rate framework 

 
Source: Bloomberg, as of October 15, 2026. 

 
 

2 Source: Treasury Borrowing Advisory Committee (TBAC) | U.S. Department of the Treasury. 
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The implications of rising Treasury supply extend beyond the Treasury market itself. Treasury bills 

compete with other short-term instruments for investor cash, while Treasury issuance more broadly 

increases the securities that the private sector must finance. Federal Reserve research finds that both 

channels can put upward pressure on repo rates: coupon issuance increases dealer financing needs, 

while bills can draw money away from repo.3 When Treasury bills offer an attractive yield relative to 

overnight repo, investors may shift cash from repo into bills, reducing the supply of cash available for 

overnight lending and putting upward pressure on repo rates. Additionally, more coupon issuance can 

leave dealers holding larger Treasury inventories that must be financed, increasing their demand for repo 

funding. As Federal Reserve liquidity becomes less abundant, repo rates also become more sensitive to 

changes in Treasury supply.  

That interaction became more visible in late 2025. Amid declining reserves and substantial Treasury 

issuance, overnight repo rates rose and remained above the effective federal funds rate. The New York 

Fed described the episode as illustrating the interconnected nature of money markets.4 As Figure 3 

shows, SOFR moved above the federal funds rate more frequently, signaling that tighter repo conditions 

were beginning to affect the Fed’s broader policy-rate framework. Because SOFR is generally expected 

to trade close to the federal funds rate, persistent deviations can signal that funding-market pressures 

are beginning to interfere with the Fed's policy implementation framework.  

The Fed responded. In December 2025, the FOMC determined that reserve balances had declined to 

the ample range and instructed the New York Fed to begin reserve management purchases (RMPs) to 

maintain reserves within that range. Those purchases increase both the Fed’s securities holdings and 

the quantity of reserves in the banking system and are conducted primarily in Treasury bills.  

This is where Treasury’s growing reliance on the front end becomes particularly important. The Fed’s 

stated purpose for RMPs is monetary-policy implementation, not financing the federal deficit. Yet Fed 

research identifies Treasury bill supply as one factor affecting the relationship between repo conditions 

and the size of the Fed’s balance sheet, while the New York Fed says RMP decisions depend partly on 

current and expected money-market conditions.5 If rising issuance continues to pressure short-term 

funding markets as reserves become less abundant, maintaining control of overnight rates may require a 

larger Fed balance sheet than would otherwise be necessary. Fiscal financing decisions can therefore 

affect the liquidity the Fed must provide to implement monetary policy effectively. 

 
 

3 Source: The Fed - Repo Rate Sensitivity to Treasury Issuance and Quantitative Tightening. 
4 Source: The Federal Reserve's Transition to Ample Reserves: A View from the SOMA Annual Report. 
5 Source: The Fed - Repo Markets and the Fed’s Balance Sheet: Implications for Monetary Policy 
Implementation. 

https://www.federalreserve.gov/econres/notes/feds-notes/repo-rate-sensitivity-to-treasury-issuance-and-quantitative-tightening-20250212.html
https://tellerwindow.newyorkfed.org/2026/04/13/the-federal-reserves-transition-to-ample-reserves-a-view-from-the-soma-annual-report/
https://www.federalreserve.gov/econres/notes/feds-notes/repo-markets-and-the-feds-balance-sheet-implications-for-monetary-policy-implementation-20260826.html
https://www.federalreserve.gov/econres/notes/feds-notes/repo-markets-and-the-feds-balance-sheet-implications-for-monetary-policy-implementation-20260826.html
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What does this mean for investors? 

For investors, the key takeaway is that Treasury supply is becoming an increasingly important input into 

both the level and shape of the yield curve. The late-2025 experience demonstrated how Treasury 

issuance, declining reserves and tighter money-market conditions can interact, with repo pressures 

ultimately spilling into the federal funds market. That dynamic could become more relevant as financing 

needs remain elevated, particularly if the Treasury continues to place a meaningful amount of 

incremental supply at the front end. 

At the same time, greater reliance on bills does not eliminate the longer-term funding challenge. 

Extending more of that borrowing farther out the curve would require investors to absorb additional 

duration risk, potentially requiring greater yield compensation. This reinforces our preference for 

defensive short-rate positioning and selective duration additions rather than taking excessive fixed-

duration exposure at current levels. Until investors are sufficiently compensated for absorbing greater 

long-term Treasury supply, the balance of risks argues for a cautious approach to duration, with a more 

attractive entry point potentially emerging at materially higher yields. 

 

 

Source: Bloomberg, Board of Governors of the Federal Reserve System, Federal Reserve Bank of New York, State Street 

Investment Management, US Department of the Treasury. Data as of 10/15/2026 unless otherwise stated. 
 

About State Street Investment Management 

At State Street Investment Management, we have been helping create better outcomes for institutions, financial intermediaries, and 
investors for nearly half a century. Starting with our early innovations in indexing and ETFs, our rigorous approach continues to be 
driven by market-tested expertise and a relentless commitment to those we serve. With over $6 trillion in assets managed*, clients 
in 60 countries, and a global network of strategic partners, we use our scale to deliver a comprehensive and cost-effective suite of 
investment solutions that help investors get wherever they want to go. 

 
*This figure is presented as of September 30, 2026 and includes ETF AUM of $2,285.83 billion USD of which approximately 
$171.88 billion USD in gold assets with respect to SPDR products for which State Street Global Advisors Funds Distributors, LLC 
(SSGA FD) acts solely as the marketing agent. SSGA FD and State Street Investment Management are affiliated. Please note all 
AUM is unaudited. 
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State Street Global Advisors (SSGA) is now State Street Investment Management. Please go to 
statestreet.com/investment-management for more information. 

Important Risk Information 

The whole or any part of this work may not be reproduced, copied or transmitted or any of its contents disclosed to third parties 
without SSGA’s express written consent. 

The trademarks and service marks referenced herein are the property of their respective owners. Third party data providers make 
no warranties or representations of any kind relating to the accuracy, completeness or timeliness of the data and have no liability 
for damages of any kind relating to the use of such data. 

The information provided does not constitute investment advice as such term is defined under the Markets in Financial Instruments 
Directive (2014/65/EU) and it should not be relied on as such. It should not be considered a solicitation to buy or an offer to sell any 
investment. It does not take into account any investor's or potential investor’s particular investment objectives, strategies, tax 
status, risk appetite or investment horizon. If you require investment advice you should consult your tax and financial or other 
professional advisor. 

The information contained in this communication is not a research recommendation or ‘investment research’ and is classified as a 
‘Marketing Communication’ in accordance with the applicable regional regulation. This means that this marketing communication 
(a) has not been prepared in accordance with legal requirements designed to promote the independence of investment research 
(b) is not subject to any prohibition on dealing ahead of the dissemination of investment research. 

The performance data quoted represents past performance. Past performance does not guarantee future results. Investing 
involves risk, including the risk of loss of principal. 

Index returns are unmanaged and do not reflect the deduction of any fees or expenses. Index returns reflect all items of income, 
gain and loss and the reinvestment of dividends and other income as applicable. 

Diversification does not ensure a profit or guarantee against loss. It is not possible to invest directly in an index. Index performance 
does not reflect charges and expenses associated with the fund or brokerage commissions associated with buying and selling a 
fund. Index performance is not meant to represent that of any particular fund. 

The views expressed in this material are the views of Clare Moloney-Kolenberg through the period ended October 29, 2026 and 
are subject to change based on market and other conditions. 

This document may contain certain statements deemed to be forward-looking statements. All statements, other than historical 
facts, contained within this document that address activities, events or developments that SSGA expects, believes or anticipates 
will or may occur in the future are forward-looking statements. These statements are based on certain assumptions and analyses 
made by SSGA in light of its experience and perception of historical trends, current conditions, expected future developments and 
other factors it believes are appropriate in the circumstances, many of which are detailed herein. Such statements are subject to a 
number of assumptions, risks, uncertainties, many of which are beyond SSGA’s control. Please note that any such statements are 
not guarantees of any future performance and that actual results or developments may differ materially from those projected in the 
forward-looking statements. 

All information is from SSGA unless otherwise noted and has been obtained from sources believed to be reliable, but its accuracy 
is not guaranteed. There is no representation or warranty as to the current accuracy, reliability or completeness of, nor liability for, 
decisions based on such information and it should not be relied on as such. 

Equity securities may fluctuate in value in response to the activities of individual companies and general market and economic 
conditions. 

Companies with large market capitalizations go in and out of favor based on market and economic conditions. Larger companies 
tend to be less volatile than companies with smaller market capitalizations. In exchange for this potentially lower risk, the value of 
the security may not rise as much as companies with smaller market capitalizations. 

Investments in small-sized companies may involve greater risks than in those of larger, better known companies. 

Commodities investing entail significant risk as commodity prices can be extremely volatile due to wide range of factors. A few such 
factors include overall market movements, real or perceived inflationary trends, commodity index volatility, international, economic 
and political changes, change in interest and currency exchange rates. 

Asset Allocation is a method of diversification which positions assets among major investment categories. Asset Allocation may be 
used in an effort to manage risk and enhance returns. It does not, however, guarantee a profit or protect against loss. 
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Bonds generally present less short-term risk and volatility than stocks, but contain interest rate risk (as interest rates rise bond 
values and yields usually fall); issuer default risk; issuer credit risk; liquidity risk; and inflation risk. These effects are usually 
pronounced for longer-term securities. 

Any fixed income security sold or redeemed prior to maturity may be subject to a substantial gain or loss. 

Increase in real interest rates can cause the price of inflation-protected debt securities to decrease. Interest payments on inflation-
protected debt securities can be unpredictable. 

There are risks associated with investing in Real Assets and the Real Assets sector, including real estate, precious metals and 
natural resources. Investments can be significantly affected by events relating to these industries. 

Investing in foreign domiciled securities may involve risk of capital loss from unfavorable fluctuation in currency values, withholding 
taxes, from differences in generally accepted accounting principles or from economic or political instability in other nations. 
Investments in emerging or developing markets may be more volatile and less liquid than investing in developed markets and may 
involve exposure to economic structures that are generally less diverse and mature and to political systems which have less 
stability than those of more developed countries. 

Generally, among asset classes, stocks are more volatile than bonds or short-term instruments. Government bonds and corporate 
bonds generally have more moderate short-term price fluctuations than stocks, but provide lower potential long-term returns. US 
Treasury Bills maintain a stable value if held to maturity, but returns are generally only slightly above the inflation rate.  

© 2026 State Street Corporation  
All Rights Reserved.  
AdTrax: 5064514.175.1.GBL.RTL 
Exp. Date: 10/31/2027.       
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