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Recession Risks Are Uncomfortably High
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Factors that threaten a well-functioning Treasury bond market

The Bond Market is Fragile

• Primary dealer balance sheets haven’t expanded with the amount of debt outstanding

• Trade war threatens U.S. safe-haven and reserve currency status and value of the $

• Federal Reserve independence at risk

• Fed exits the bond market via quantitative tightening

• Chinese & Japanese investors turn more circumspect

• Banks are skittish bondholders in the wake of the 2023 banking crisis

• Price-sensitive hedge funds become bigger players

• Potential Treasury debt limit battle and political dysfunction

• Large budget deficits with an issuance shift to short-term Treasuries
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