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A Monetary Breather

Instant Thoughts

® Unlike QE, buying back longer-dated bonds and swapping them with shorter

maturities is “reserve neutral”.

risk from the primary dealers.

It is still desirable if they can remove duration

® Constraint can bite. The proposed buyback amounts to an inconsequential 0.2%

of U.S. GDP. The first-order impact should not exceed a few basis points.

® Bessent can also fund the buybacks with foreign repo pool. His gambit can only

be effective if foreign central bankers are willing to unwind their reverse repo

positions, which we doubt.

® The Trump administration betrays its unapologetic willingness for sacrificing

dollar strength to inflate away the debt.

You may not be interested in the bond market, but the bond market is interested in you. As

the pressure of renewed U.S.-Iran conflicts and budgetary frugality is rippling outward, the U.S.

long-dated yields are now flirting with two-decade highs. That leaves U.S Treasury Secretary

Bessent little choice but to swing into action, doubling long-end Treasury buyback last week.
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Exhibit 1: Uptick in 10-year Government Yield (bp, year-to-date)
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What comes after is far less certain. There are two ways for Bessent to deliver his gambit.
First is to conduct an asset swap. While buying back longer-dated off-the-run Treasuries and
swapping them with shorter maturities is “reserve neutral’, it is still desirable if they can remove
duration risk from the primary dealers. Constraints can bite, though. The proposed buyback
amounts to US$64bn or an inconsequential 0.2% of U.S. GDP. Any way you slice it, they are
bringing knife to a gunfight. The first-order impact should not exceed a few basis points.

Will it turn more like a cure than a circuit breaker?

Consider an alternative channel that Bessent can take advantage of: Buybacks funded with
foreign repo pool (FIMA). If foreign central bankers decide to partake in Treasury-engineered
buyback, the once-trapped overseas liquidity can recycle back into the banking system.

That’s the trap Bessent faces: Treasury buyback can only be effective if foreign central
bankers, nudged by Treasury’s activism, are willing to unwind their reverse repo positions.
Historically, superior return of bill or repos will have make the unwinding worthwhile. We
nonetheless are skeptical if the rate gulf of 45bp, against the backdrop of a crushing debt load,
is enticing enough (Exhibit 2). Cutting repo rate could incentivize foreign central banks to
engage the bill market, but it will thwart the coordinated intervention with Bank of Japan. Above
all, Bessent offers the same solution as the half-hearted buyback program in 2024 — plugging
leaks rather than stopping the flood. Monetary alchemy without a broad fiscal overhaul would
be a flash in the plan.
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Exhibit 2: Rate Spread between U.S. 1-Month Bill and FIMA Repo Rate (bp)
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Treasury buybacks will provide a strong lower rate bound, not changing boldholders’ tack
anytime soon. Perhaps the more interesting chapter is beginning now, since the Trump
administration betrays its unapologetic willingness for sacrificing dollar strength to inflate away
the debt.
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Disclaimer - Investment Involves Risk
Investment Risk Disclosure

The following risk disclosure statement cannot disclose all the risks involved and does not take into account
any circumstances that are unknown to Shanghai Commercial Bank Limited (the “Bank”). Investment involves
risks. Securities, Investment fund and Bonds are investment products. The price of investment products may
go up or down, and may become valueless. It is as likely that losses will be incurred rather than profit made
as a result of buying or selling investment products. Any past performance figures shown are not indicative of
futures performance. Part of the investment may not be able to liquidate immediately under certain market
situation. Customers should refer to relevant offering documents for detailed information, including but not
limited to Risk Disclosures, prior to any investment subscription. The products described herein may not be
suitable for all people. The decisions to invest are made by customers and customers should not invest in
investment products unless the intermediary selling them has explained to them that the product is suitable
for them having regard to customers’ financial situation, investment experience and investment objectives.
Customers should not make any investment decisions based on this document alone. Customers must make
their own assessment of the information provided in this document. Customers should carefully consider
whether any investment products or services mentioned herein are appropriate for them in view of their
financial situations, investment experiences and investment objectives. If customers have any doubt about
this material or any relevant offering document, they should consult their own independent advisers on the
legal, regulatory, tax, investment and financial implications of the investments (including but not limited to
estate duty and withholding tax and other tax obligations which may arise from local or foreign investment) as
they deem appropriate to ensure that they understand the nature of the investments in order to consider
whether the investments are suitable investments for them.

Investment Risk in Securities: The prices of securities fluctuate, sometimes dramatically. The price of a
security may move up or down, and may become valueless. It is as likely that losses will be incurred rather
than profit made as a result of buying and selling securities. Investment involves risks. Any past performance
figures shown are not indicative of futures performance. Part of the investment may not be able to liquidate
immediately under certain market situation. Customers must ensure to read and understand the information
of Shanghai and Shenzhen Connect A-shares trading of the Bank including relevant details, trading rules, risk,
fees, restriction and notices before investing in Shanghai and Shenzhen Connect A-shares trading.
Investment Risk in investment funds: The prices of investment funds fluctuate, sometimes dramatically. The
price of an investment fund may go up or down and may become valueless. It is as likely that losses will be
incurred rather than profit made as a result of buying and selling investment funds. Investment involves risks.
Any past performance figures shown are not indicative of futures performance. Part of the investment may
not be able to liquidate immediately under certain market situation. Customers should refer to relevant
investment fund offering documents for detailed information, including but not limited to Risk Disclosures, prior
to any investment fund subscription. Customers should carefully consider whether any investment products
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experiences and investment objectives. Please refer to explanatory memorandum or relevant materials of the
fund for further information. The subscription of investment fund is subjected to prevailing regulatory
requirements and restrictions and relevant terms and conditions of the Bank. The Bank acts as a distributor
of the funds managed by fund housed and the funds are the product of the third party fund houses. For
distribution of funds — in respect of an eligible dispute (as defined in the Terms of Reference for the Financial
Dispute Resolution Centre in relation to the Financial Dispute Resolution Scheme) arising between the Bank
and the customers out of the selling process or processing of the related transaction, the Bank is required to
enter into a Financial Dispute Resolution Scheme process with the customers; however any dispute over the
contractual terms of the product should be resolved directly between the third party fund house and the
customers.

Investment Risk in Bonds: Bond investments are not bank deposits and involve risks, including the possible
loss of the principal amount invested. Customers should be aware of the risk of exchange rate fluctuations for
bonds denominated in non-local currency, which may cause a loss of principal. Unless specified, these
investments are not guaranteed by the Bank. The prices of bonds fluctuate, sometimes dramatically. The price
of a bond may go up or down and may become valueless. It is as likely that losses will be incurred rather than
profit made as a result of subscribing and redeeming bonds. Investment involves risks. Any past performance
figures shown are not indicative of future performance, which the Bank does not guarantee the existence of a
secondary market for bonds. Part of the investment may not be able to liquidate immediately under certain
market situation. Customers should refer to relevant bonds offering documents for detailed information,
including but not limited to Risk Disclosures, prior to any bonds subscription.

RMB is subject to exchange rate risk (only applicable to Individual Customers): RMB is currently not freely
convertible. Customers should be aware that they can conduct conversion of RMB at CNH rate through bank
accounts, for which it is subject to the requirements specified by the Relevant Authorities from time to time,
the requirements specified by the Bank and/ or the RMB position and commercial decisions of the Bank at
that moment. RMB Conversion Limitation Risk (only applicable to Corporate Customers): RMB is currently
not freely convertible. Corporate Customers should be aware that they can conduct conversion of RMB
through bank accounts, for which it is subject to the requirements specified by the Relevant Authorities from
time to time, the requirements specified by the Bank and/ or the RMB position and commercial decisions of
the Bank at that moment. RMB investments are subject to exchange rate fluctuations which may provide both
opportunities and risks. The fluctuation in the exchange rate of RMB may result in losses in the event that the
customer converts RMB into HKD or other foreign currencies. If the home currency of the customer is different
from the Investment product currency or the Investment product's reference currency, changes in currency
exchange rates may erode the investment gains or widen the investment losses of the customer.

The information of this document has not been reviewed by the Securities and Futures Commission of Hong
Kong or any regulatory authorities in Hong Kong.
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Important Notice / Disclaimer:

This document is issued and solely owned by the Bank. This document is for general information and
reference only and does not constitute any offer, solicitation, invitation, advice or recommendation to subscribe,
trade, redeem or sell for any deposits or investments. No representation, guarantee or other assurance as to
the outcome of any investment has been made or will be given to you by or on behalf of the Bank.

This document contains information from third party, which may be incomplete or simplified. Although the
information herein contained is obtained or compiled from sources the Bank believes to be reliable, it has not
been independently verified. The Bank cannot and does not represent or warrant the accuracy, validity,
reliability, timeliness or completeness of any such information (whether in whole or in part), and accepts no
liability for any loss or damage howsoever arising from or in reliance upon the whole or any part of such
information or opinions (unless due to the negligence or wilful default of the Bank, the Bank’s authorised
officers, employees or agents). The Bank reserves the right to amend all or any part in this document, which
all views, forecasts and estimates constitute judgments made before the publication date, and are subject to
change without further notice. This document contains certain statements that may be deemed as forward-
looking statements involving risks and uncertainties. Customers should be aware that actual results may differ
materially from those projected, estimated, assumed or anticipated in any such forward-looking statements
due to different factors, risks and economic situation.

The information herein contained may not be reproduced, quoted, distributed, disclosed or published (whether
in whole or in part) in any media for any purpose without prior express written consent from the Bank. The
Bank accepts no liability for any loss arising from or in reliance upon such information or contents. This
document is not intended for distribution to, or use by, any person or entity in any jurisdiction or country where
such distribution would be contrary to the laws or regulations.

The Bank and its affiliates or subsidiaries, and/or their officers, directors, agents and employees may have
positions in and may trade for their own account in all or any of the securities or investments mentioned in this
document. Companies within the Bank may have provided investment services or underwritten in relation to
these securities. Commission or other fees may be earned by the Bank respect of the services provided by
them relating to these securities or investments.

Conflicts of Interest Disclosure:

The Bank and its affiliates or subsidiaries, and/or their officers, directors, agents and employees may have
positions in and may trade for their own account in all or any of the foreign exchange, securities or investments
mentioned in this document, or engage in any trading activities or have any financial interests in relation to
the subject ETFs. Also, they may have business or other relevant relationships with the subject ETFs and/or
the management company of the ETFs. The Bank may have provided investment services or underwritten in
relation to these securities. Commission or other fees may be earned by the Bank respect of the services
provided by them relating to these securities or investments.
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