[image: The sovereign debt chain]l0g · Documentary investigation
The sovereign debt chain
The sovereign debt chain
From the first buyer to the final backstop
l0g
12 October 2026 · English edition · Dark edition
Seven complete articles, forty infographics, an introduction, a conclusion and a glossary.
Documentary cut-off: 2026-10-12.
Creative Commons Attribution 4.0 International
Contents
	Read the contracts, dates and scope
	Introduction: One bond, several lives
	1. The first buyer	Fresh borrowing also pays yesterday’s creditors
	At 10:50 a.m., prices come before names
	The coupon stays still while the price falls
	The following day, the issue gets bigger
	When the promise becomes a payment
	In the United States, dealers bid heavily and receive little
	An auction establishes a price and leaves questions open
	How far can the creditor actually be identified?
	Sources and reading notes


	2. The price of a dealer’s balance sheet	The leaders change once the bonds start trading
	Buying time between two investors
	The bond leaves; the financing remains
	Several limits, several decision-makers
	Washington creates regulatory room
	Eight banks, two positive responses
	The client expecting another loan
	More circulation from the same balance sheets
	The cost reaches the state through the price
	Sources and reading notes


	3. The buyers who borrow	Using futures to adjust interest-rate exposure
	A price difference that must survive until exit
	A hundred million in bonds, three million in capital
	Funding can absorb the return
	Margin calls create an immediate cash requirement
	The strategies behind the totals
	April 2025: two trades, different paths
	Selling before the lender says stop
	A conditional creditor
	Sources and reading notes


	4. The collateral chain	The cash behind the loan
	A $100 million portfolio supports two loans
	Ownership moves; the exposure remains
	The dealer’s calendar
	Zero haircuts and negotiated protection
	Existing collateral, additional margin
	Settlement of accepted obligations
	Protection has a funding cost
	Method and scope
	Sources and reading notes


	5. The margin-call deadline	Two balance sheets, one rate shock
	Collateral demanded by counterparties
	At eleven, the shortfall is fourteen million
	From the losing position to the winning one
	The sales of 2022 leave a measurable trail
	Stronger reserves and settlement deadlines
	The next wave begins when reserves are rebuilt
	A long-term investment with short-term deadlines
	Method and scope
	Sources and reading references


	6. The price of getting out	How much can the next buyer take?
	The coupon keeps its schedule
	Finding the imprint of UK forced sales
	Buyers have reasons to wait
	The US auction that still cleared
	From market prices to the French interest bill
	A short disruption can leave a ten-year payment trail
	The AFT’s 2025 sensitivity scenario
	Buying time before borrowing again
	Method and limitations
	Sources and documents


	7. The buyer of last resort	March 2020: when the safest asset becomes a source of cash
	September 2022: time for the UK pensions system to adjust
	Secured lending backstops
	The TPI and euro-area legal constraints
	Who actually benefits from a central-bank backstop?
	Emergency purchases and QE cash transfers
	An insurance policy needs a price and an expiration date
	Seven installments later, who holds sovereign debt?
	Read the series
	Method and limitations
	Sources and documentary record


	Conclusion: Follow the obligations to the end
	Bond-market glossary
	Index of infographics
	Colophon and provenance

Read the contracts, dates and scope
This book reproduces the seven investigations in l0g’s sovereign-debt series, published on 11 and 12 October 2026, with their sources and limitations. Factual examples in the introduction and conclusion refer to the corresponding chapters. The synthesis develops a reading of documented mechanisms and adds no numerical observations.

Publication dates, collection periods and settlement dates describe different stages. Chapters retain their documentary cut-offs, and data retain their reference periods. Contemporary prices do not implicitly update a historical investigation. Comparisons preserve each source’s currency, units, denominators and conventions.

l0g’s illustrative simulations are not observed trades. Institutional stress exercises remain scenarios, and research estimates retain their assumptions. A change following an announcement does not establish its causal effect. Operators’ publications and policy positions remain attributed to their authors.

The forty figures present mechanisms or data with their captions and qualifications. The investigation relies on accessible documents; l0g obtained no executed private contracts, confidential portfolios or original interviews for this series. The glossary reproduces a selection of the French and English definitions present on the website when this edition was produced.
Finding your way through the book
The chapters follow issuance, funding and decisions under stress. Reading them in sequence introduces the terminology as it becomes necessary. The detailed contents then provide a route back to a particular mechanism, while the glossary keeps the essential definitions available offline.

Each figure retains its caption and references. The complete composition helps compare the arrangement as a whole; the vertical composition supports reading on a narrow screen. Hypothetical examples remain identified alongside historical observations. The supporting references belong to the chapter containing the figure.

Reference numbering restarts in each chapter. The notices identify relevant dates and scope. Links between the seven investigations lead to chapters within the book; opening institutional documents and other l0g resources requires an internet connection.
Documentary anchors for the synthesis
	FSB, Vulnerabilities in Government Bond-backed Repo Markets4 February 2026 report: short-term funding, maturity transformation and contagion channels. Developed in the collateral chapters.

	Federal Reserve, Quantifying Treasury Cash-Futures Basis Trades8 March 2024 research note: the trade’s construction, margin risk and the limitations of proxies. Referenced in the chapter on buyers who borrow.

	Bank of England, Asset Purchase Facility Quarterly Report, 2026 Q24 August 2026 report: the scope of APF cash flows and limits to their fiscal interpretation. Referenced in the final-backstop chapter.


This edition uses a dark background and l0g’s reading colours. The reading application may apply its own colour preferences.
All forty figures retain their complete and vertical compositions, geometry and labels. Both compositions are linked offline; automatic selection follows the reading width. Local Liberation Sans and DejaVu Sans fonts are included with their licences. Enlargement and font support depend on the reading application.
Introduction
One bond, several lives
A government can borrow for decades while a holder of its bonds needs cash before the day is over. Much of public finance takes place between those horizons. The state promises future payments; its creditor arranges the means to wait for them. This book follows those arrangements from the initial sale to the public interventions examined in the final chapter. It is written for readers who want to understand the market behind the announcements of government borrowing.

Who holds sovereign debt? At first the question seems to call for a list of institutions. The public records make their roles just as important as their names. A bank submitting a bid may represent a client. The successful buyer may sell the bonds on. A fund may retain them while borrowing part of the purchase price, and its lender may raise that cash elsewhere. Contracts combine these relationships in different ways. There is no single itinerary shared by every holder. The chapters use documented cases to make particular arrangements intelligible.

Chapter one starts at the auction, where buyers’ bids meet the securities offered by the Treasury. French and US transactions help separate requested quantities, awards and actual settlement. They also introduce a distinction that runs through bond markets: face value describes a repayment commitment, while the price is the consideration accepted today. The rules and dates allow the reader to follow a financing transaction beyond its headline amount, without treating each stage as an interchangeable measure of demand.

Once issued, the bond must be able to circulate. Chapter two examines dealers’ balance sheets, where a bank may agree to buy before finding the next customer. Holding that inventory exposes it to price changes and requires funding. The bank can also sell the securities while continuing to lend to their new holder. An inventory measure captures one part of its presence; financing activity captures another. Regulatory constraints and internal decisions likewise need their own evidence. The chapter asks how much intermediation is available, under which conditions, and to whom.

Chapter three turns to buyers who borrow. It explains the basis trade, linking a bond purchase, a short futures position and funding for the security. The strategy seeks a return on relative prices. A hedge can reduce interest-rate exposure while leaving a need for cash as margin requirements change. The investigated strategies retain their differences: hedge funds do not all follow the same trade, and aggregate futures positions cannot reconstruct every contract in their portfolios. Measuring the cash leg and its financing is part of understanding the position.

Chapter four follows the lenders. A repo provides cash against securities with an agreement to repurchase them. Collateral may be reused where the applicable rights permit it, and the related contracts may mature at different times. One portfolio can therefore connect several private obligations without multiplying the coupons owed by the government. The chapter also examines central clearing, which organises accepted commitments and default management. Securing those transactions does not in itself commit a lender to the next financing agreement.

In chapter five, a contract turns into an immediate deadline: post additional cash or collateral. An asset in a portfolio may take time to sell, transfer or make acceptable to the recipient. The British LDI crisis provides a historical case involving pension strategies designed around future liabilities. Stress exercises then explore possible reactions elsewhere in the system. The evidence retains its status throughout. A scenario can reveal an interaction worth examining without becoming a record of trades that actually occurred.

Chapter six follows the sale into its execution price. Market depth describes how much can be traded on particular terms, and it can matter greatly to a seller who must act quickly. The chapter then connects market conditions to new government issues and the schedule of interest payments. An existing fixed-rate bond keeps the coupon specified by its contract. The effect on the government’s interest bill depends on subsequent borrowing, repayments and the terms of its other debt. Numerical examples make that passage readable while preserving the limits of comparisons between observed prices.

The final chapter examines central banks through their operations and access rules. A secured loan supplies temporary funds to an admitted counterparty; an outright purchase changes who holds the security. The American and British cases, followed by the euro-area framework, show different institutional arrangements. Amounts deployed, risks covered and realised outcomes retain their distinct scope. Whether more recent facilities can prevent particular failures in a future crisis remains an open question. Their existence is documented; their performance in a shock that has yet to happen cannot be.

This edition brings together the seven investigations and their forty figures, with an original introduction and conclusion, reading guidance and an offline glossary. Its documentary cut-off is 12 October 2026. Each chapter retains the date of its investigation and the periods covered by its data. Illustrative transactions remain explicitly hypothetical. The purpose is to give readers practical ways to follow a commitment, find its counterparty and understand the limits of the available records.
The mechanisms and sources behind this synthesis are developed in the seven chapters.
Chapter 1
Government debt: the first buyer
Follow French OATs and US Treasuries from auction to payment: bidding channels, bond prices, face value and the limits of identifying the final buyer.
11 October 2026 · Online article
Who holds government debt? · Episode 1
On 1 October 2026, France sold more of a promise that runs until 25 May 2048. For every €100 of principal, the bond pays €2 in annual interest and promises to repay the €100 at maturity. Successful bidders offered an average price of €57.23, before accrued interest. That gap provides an entry into the story: the promised payments remained unchanged, while the amount investors were willing to advance against them had moved. [1][9]
The bond was one of four securities offered at the auction, a scheduled sale in which the government selects among investors’ bids. The first announcement reported €11.999 billion in face value awarded. After an additional subscription round the following day, issuance reached €15.606 billion. Settlement was scheduled for 5 October. Those amounts describe the principal obligations created at different stages of the sale. Working out the money paid for them requires another set of figures: the prices. [1][2]
Who financed the government? The question seems to call for names: a bank, an insurer, a foreign fund. The public record first reveals a sequence of roles. Someone submits an order. A bidder receives an allocation. A payment is made. The security can change hands, sometimes under a sale arranged before it has even been delivered. At each stage, “the buyer” can refer to a different party. [3][7][15]
This opening instalment follows the creation of government debt through two October transactions, in France and the United States. It begins a series about the institutions that enable governments to borrow, and the funding on which those institutions themselves rely. An IMF analysis published on 6 October examined precisely this dual role of hedge funds: they can make markets easier to trade while amplifying strains when financing conditions tighten. Understanding that transmission starts before leverage and margin calls, when newly issued government securities are priced. [22]
Fresh borrowing also pays yesterday’s creditors
A government’s financing needs extend beyond its budget deficit. Bonds issued in earlier years reach maturity. Their holders expect repayment on a contractual date, even when spending has been cut or the fiscal balance has improved. Part of each year’s borrowing therefore replaces funding that is coming to an end.
France’s initial budget law, enacted on 19 February 2026, illustrates this turnover. It provided for a €310 billion financing requirement, including €169.9 billion of medium- and long-term debt redemptions, compared with a €134.6 billion budget deficit. Repayment of debt assumed from SNCF and other cash requirements made up the rest. These are the plans enacted in February, used here to explain the mechanism. They are not an updated estimate of October’s budget execution. [20]
Consider a bond that matures on a Monday and a new issue that settles that same day. The government receives money from its new subscribers and returns money to the holders of the maturing security. Within this simplified sequence, a large issuance can accompany a much smaller change in the outstanding debt stock. The repayment schedule matters alongside the deficit when explaining why a treasury regularly returns to the market. [20]
Securities are also designed to remain tradable. Agence France Trésor, the French debt management office, can add to an existing bond rather than create a completely new contract at every sale. A reopening preserves the bond’s terms, including its maturity and its coupon, the periodic interest payment. Newly issued securities join the existing ones under the same identifier. This fungibility is central to the French OAT, short for obligation assimilable du Trésor: it helps concentrate trading in larger bond issues. [10]
The 2% bond due in 2048 was originally launched through a bank syndicate in May 2017 and subsequently enlarged at auctions. France is reusing an old contract at today’s market price. Its coupon records the terms fixed for that bond; the price at a reopening reflects what investors will currently pay for its future cash flows. [3][9]
At 10:50 a.m., prices come before names
France’s regular OAT auctions operate through its primary dealers, known as SVTs, or spécialistes en valeurs du Trésor. Fifteen institutions hold that status for 2025–27. They include BNP Paribas, Crédit Agricole CIB, Société Générale, Barclays, JPMorgan and Nomura. Their remit includes participating in issuance, distributing the securities and maintaining an active secondary market. Membership describes an intermediary’s function. The bank’s home country says little about the nationality of all the investors it serves. [4]
The role carries obligations. Except in cases of force majeure, the dealer charter requires participation in every auction. It also assesses activity over rolling twelve-month periods, with thresholds applying to different categories of securities. The arrangement combines continuous presence with a contribution measured over time. The charter’s 2% threshold should not be read as a requirement to buy 2% of every individual issue. [5]
For the government, this creates a recurring network of counterparties. For the dealers, it provides organised access to the supply of securities they distribute and trade. Performing that service has an economic cost: an intermediary needs balance-sheet capacity, customers, ways to manage risk and compensation for the resources it commits. Accreditation does not determine the price at which it is willing to bid. [4][5]
At a standard auction of nominal OATs, bids can reach the Banque de France until 10:50 a.m., Paris time. The central bank passes an anonymised bid schedule to AFT. Each order specifies a quantity and a price. AFT chooses how much to allocate, accepts the highest prices first and works down until the required amount is placed. Orders at the cut-off can be filled only in part. Each successful bid is paid at the price it offered. [3]
Take a hypothetical sale of €100 million in face value. One bidder offers €99.20 per €100 of principal and requests €50 million. A second offers €99.10 for €40 million. A third offers €99 for another €40 million. The first two bids are filled in full, leaving only €10 million for the third. Total bids reach €130 million, while buyers pay €99.14 million altogether, assuming zero accrued interest for this illustration. [3]
[image: Hypothetical example: 130 million face value bid, 100 allocated, 99.14 million paid before accrued interest.]
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Complete composition · Vertical composition
AFT accepts the highest prices first and can ration bids at the cut-off. Hypothetical example, in millions of euros of principal, assuming zero accrued interest. Calculation: (50 × 99.20 + 40 × 99.10 + 10 × 99) / 100 = €99.14m. Sources: [3].The cut-off is therefore a specific point in a schedule of prices and quantities. At the actual 1 October auction, bids for the November 2036 OAT at a price of 90.35 were filled at 69.64%; bids above that price were accepted in full. The reported volume of demand adds together conditional decisions. A euro bid at a lower price would not necessarily have been bid at the price paid by the most aggressive buyer. [1][3]
The coupon stays still while the price falls
A fixed-rate bond is a schedule of payments. Its buyer acquires the right to receive them, provided the issuer meets its obligations. When investors require a higher return, the price they are willing to pay for that schedule falls. The same euros arrive on the same dates, but the buyer has paid less for them. The resulting yield is higher. [9][10]
The OAT maturing on 25 November 2036 makes it possible to observe this adjustment without changing the contract. Its annual coupon remains 3.70% of principal. On 2 July, the average auction price was 99.74 and the average yield was 3.73%. On 3 September, the corresponding figures were 95.66 and 4.23%. On 1 October they stood at 90.38 and 4.93%. Between the last two auctions, the yield rose by 0.70 percentage point, or 70 basis points. [8]
[image: November 2036 OAT, 3.70% coupon: average auction prices 99.16, 99.74, 98.28, 95.66 and 90.38 from June to October 2026.]
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Complete composition · Vertical composition
The same security at five auctions. Average price and yield have separate units and axes; the blue line marks the contractual coupon. Vertical axes are truncated. Sources: [8].This comparison establishes a narrow but useful fact: on the five observed dates, the government sold claims on the same coupons and the same final repayment on different terms. It leaves the causes of the changes open. Inflation expectations, the prospective path of short-term interest rates, bond supply, liquidity and assessments of sovereign risk can all enter the price. Assigning the entire movement to a political decision would require evidence that an auction history alone cannot supply. [8][17]
The older 2% bond due in 2048 makes the gap between coupon and yield even clearer. At its average price of 57.23, its average auction yield on 1 October was 5.40%. That yield incorporates the timing and amount of all scheduled payments, including the €100 of principal due at maturity. Simply dividing the annual €2 coupon by €57.23 would leave out that eventual principal repayment and the time remaining until it is received. [1][9]
The buyer also pays accrued interest, the portion of the next coupon corresponding to the time elapsed since the previous coupon date. At settlement on 5 October, 133 days had passed since 25 May. Under the bond’s conventions, that amounts to about €0.729 per €100 of principal. Using the published average price, the illustrative all-in payment is therefore about €57.959. An individual successful bid can have a different price from the published average. [24] [9]
When the next full coupon is paid, part of it corresponds to the interest already paid by the buyer at purchase. That is why a bond’s price excluding accrued interest, its clean price, differs from its full settlement payment. The difference between €100 and €57.23 concerns a distant principal obligation purchased at a discount. It is not a profit handed to the subscriber at the time of purchase. Comparing financing arrangements requires putting their payments on the same timeline. [9][10]
The following day, the issue gets bigger
The French auction has a further stage. Dealers hold supplementary subscription rights, known as post-auction non-competitive bids, under the charter and its annexes. These allow additional purchases at the auction’s weighted average price, rounded according to the applicable rules. “Non-competitive” here refers to the absence of a new price bid: the competitive auction has already established the price. [6]
The 1 October announcement explicitly stated that the total could increase through the ONC2 subscription round on Friday 2 October. It did. Across the four bonds, supplementary subscriptions reached €3.607 billion in face value. Initial awards of €11.999 billion consequently became total issuance of €15.606 billion. The announced range of €10 billion to €12 billion applied before this addition. [1][2]
These rights form part of the economics of being a dealer. The opportunity to subscribe at a price set the previous day can be valuable when market prices move favourably. Its value depends on accessible quantities, customer commitments, funding costs and subsequent market conditions. Public documents explain the arrangement. They do not disclose each bank’s profit on this particular operation or the destination of every allocation. [6]
Matching amounts with prices produces a second reconciliation. Valuing the €15.606 billion of face value at each bond’s published average price gives approximately €12.521 billion of consideration before accrued interest. The €3.085 billion difference reflects the discount of the issued bonds to their redemption value. It connects a future principal promise to a present price; it does not identify an additional recipient of money from the transaction. [2][6]
[image: France, 1 October 2026. 11.999 billion initial awards + 3.607 billion supplements = 15.606 billion face. Estimated clean consideration: 12.521 billion euros.]
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All OATs in the 1 October 2026 sale, including post-auction subscriptions. Clean consideration is estimated from rounded average prices. Hatching shows the gap to face value, not a payment to another party. Sources: [2], [6].This is a reproducible estimate. AFT publishes weighted average prices rounded to one cent per €100 of principal, so applying them to published volumes cannot reconstruct each individual settlement. Applying the rounding margin to the full face amount gives a conservative uncertainty bound of about €0.78 million. Because supplementary subscriptions settle at the rounded average price, applying this margin only to the initial €11.999 billion reduces the bound to about €0.60 million. Accrued interest must also be added. The €12.521 billion estimate is consequently not presented as the exact amount credited to the Treasury’s account. [2][6]
Moving from principal to cash explains why an issuance headline needs its unit attached. The government manages present cash receipts alongside future interest and principal payments. A low-coupon bond sold below par raises less cash for each euro of principal, while retaining its low contractual coupon. Its economic cost must incorporate both. The valuation gap taken in isolation is no measure of a subsidy to the banking sector. [9][10]
When the promise becomes a payment
An award creates a transaction commitment. Settlement and delivery complete its two sides: the securities are delivered and the purchase money is paid. For the French sale examined here, the published settlement date was 5 October. The Banque de France helps operate the auctions and oversee settlement; the cash movements of the government and its Treasury correspondents are centralised through the Treasury’s single account at the central bank. [1][7]
Consider a straightforward case in which a dealer buys for its own account and subsequently sells the bonds to a fund. At issuance, the payment reaches the government in exchange for new securities. On resale, the fund’s money goes to the seller. The government still owes coupons and principal to successive holders, but that secondary transaction creates no additional issuance proceeds for the state. [7][10]
[image: Simplified economic diagram: at issuance the subscriber pays the state; on resale an investor pays the bond seller. Resale creates no fresh issuance proceeds for the government.]
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Economic diagram of an own-account purchase followed by resale. Settlement intermediaries are simplified. A resale can be agreed before issuance or delivery, so the sequence shown is not universal. Sources: [7], [10], [12], [15].Actual timing can be much tighter than this illustration suggests. An intermediary may arrange a resale before receiving the bonds. In the United States, the when-issued market allows trading in announced securities ahead of their effective issue date. Other subscribers buy directly with the intention of holding. Assuming that every new bond must spend several days in a bank’s proprietary portfolio before reaching an investor would impose a sequence that the market does not require. [12][15]
The distinction between original issuance and subsequent circulation nevertheless matters. Buying an existing bond enables the seller to recover cash. That exit opportunity helps make future auctions attractive: investors can consider selling before maturity. Government financing thus relies partly on a market in which public promises can be exchanged, although those exchanges do not each bring the issuer fresh money. [10][17]
The central bank’s operational presence also needs to be separated from investment ownership. Maintaining a government account and processing settlement are operational functions. In the euro area, Article 123 of the treaty prohibits the ECB and national central banks from providing overdrafts or other credit to the relevant public authorities and from buying their debt directly. Processing an OAT payment does not, by itself, make the central bank the bond’s investor. [7][21]
In the United States, dealers bid heavily and receive little
On 8 October, the U.S. Treasury published results for a reopening of a bond due in August 2056, with twenty-nine years and ten months remaining. The coupon is 5.125% and the auction yield was 5.618%. Unlike France’s arrangement in which accepted bids pay their respective prices, the U.S. mechanism awards this type of security at a uniform price. Settlement is scheduled for 15 October, still in the future at this investigation’s 11 October cut-off. [11][12][14]
The U.S. release provides information that the French announcement does not offer in the same format: competitive bids and awards broken down by participation channel. It lets us separate the amount a category requested from the amount it received, rather than treating one as a proxy for the other. [11][13]
Primary dealers submitted $29.433 billion of own-account bids, out of $55.853 billion in competitive tenders. Their share was therefore 52.7%. Their awards amounted to just $1.491 billion, or 6.8% of the $21.940 billion competitively allocated. This category submitted the majority of bids but received a small portion of the securities. [11]
[image: U.S. Treasury, 8 October 2026. Dealers: 52.7% of competitive bids but 6.8% of awards. Indirect bidders: 72.3% of awards, including domestic and foreign customers.]
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Face values in US$ billion. Both types of bars use the same scale. Percentage shares use competitive totals only, excluding non-competitive awards and SOMA. As of 11 October, settlement on 15 October is still ahead. Sources: [11], [13].That contrast is surprising only when orders are imagined as money offered without conditions. Allocation depends on the prices at which participants will buy and on competing bids. U.S. primary dealers are expected to participate proportionately in auctions with reasonably competitive bids; regular participation is part of their role. A small allocation on a given day cannot, on its own, establish an intention to boycott the issuer. [12][15]
Indirect bidders received approximately $15.866 billion, or 72.3% of competitive awards. The official definition covers customers who bid through an authorised intermediary. They can be domestic or foreign. Turning that percentage into “the share bought by foreigners” would assign a nationality to an order-submission channel. [11][13]
A bank that obtains only a small proprietary allocation may also have submitted many customer orders. Treasury’s classification does not count those orders as the bank’s own-account purchases. The intermediary’s distribution role and the quantity of securities awarded to its own balance sheet answer different questions. [13]
The totals need one further adjustment. Roughly $60.4 million of non-competitive awards sit alongside the competitive allocation, bringing the subtotal to a little over $22 billion. The Federal Reserve’s SOMA portfolio is awarded a separate amount of about $522.5 million under its mechanism for rolling over maturing securities. This addition is excluded from the reported bid-to-cover ratio. A SOMA rollover exchanges maturing Treasury holdings for newly auctioned securities under the operational rules; including it in a measure of private demand would blur the distinction. [11][16]
An auction establishes a price and leaves questions open
The U.S. bid-to-cover ratio of 2.54 divides bids within the published subtotal, including non-competitive bids, by awards on the same basis. The French coverage ratios for the four 1 October bonds divide requested quantities by initial awards, before the supplementary round. The ratio describes the volume of orders relative to the quantity being placed. It does not measure the resources those buyers would deploy at any price. [1][11]
In our small hypothetical auction, orders totalling €130 million cover a €100 million sale. Adding a very large order at an extremely low price would raise the ratio without increasing proceeds if the order remained outside the allocation. This follows from the arithmetic of the measure. Assessing placement conditions therefore requires examining the prices proposed and accepted, as well as their relationship to the market. [3]
A fuller assessment of a U.S. auction can compare its final yield with the yield observed immediately before the result in the when-issued market. The exact timestamp, security maturity and reliability of the quote become essential. This investigation does not have a verifiable intraday price series with which to perform that test for 8 October. Calling the auction either outstanding or disastrous would go beyond the evidence assembled here. [15][17]
The strongest qualification to a story of banks becoming unable to finance governments comes from research released by the New York Fed in March 2026 and revised in July. Michael Fleming, Weiling Liu and Giang Nguyen analyse intraday data from 1991 to 2024. They find auction-related price pressure associated with intermediary constraints, but also a decline in that pressure in the more recent part of their sample, partly because other investors absorb a larger share of issuance. [17]
This finding suggests a more useful line of inquiry than an automatic diagnosis of exhausted dealer capacity. The system can adapt as investors move closer to the original auction and reduce the amount dealers need to hold. Their own funding and constraints then become the next questions. Funds buying with borrowed money present a different issue from investors drawing on stable savings. Recent IMF and Financial Stability Board work places precisely these financing and collateral arrangements at the centre of the analysis. [17][22][23]
How far can the creditor actually be identified?
The first stage of this investigation establishes several facts firmly: the contracts offered, the dates, allocated quantities, prices and some participation categories. France’s published dealer list identifies the authorised network. It does not turn aggregate auction results into a register of bond ownership. [1][2][4][11]
The documentary boundary in France is explicit. The dealer charter’s annexes govern publication of results and restrict circulation of anonymised bid schedules to authorised teams. The public gets aggregate prices and volumes; complete order books and subsequent portfolios fall outside that disclosure. The restriction does not imply that operators or public authorities are unaware of their counterparties. [6][7]
Other statistics pick up the trail, but with different scopes. The U.S. Treasury publishes allocations by investor class on a separate schedule. AFT disseminates aggregate holdings data, including figures produced with the Banque de France. A quarter-end stock measured at market value and a flow of principal allocated at an October auction describe different things at different dates. [18][19]
Even identifying a holder would not reveal every layer of risk. A security can be retained, sold or used to raise funding. The investigation therefore has to distinguish the purchase channel, the holder, its resources and its commitments to others. Immediate auction figures illuminate the entrance to that chain. Following it requires balance-sheet, trading and financing evidence. [13][22][23]
The first result is a reconstruction of the route. In France, the €11.999 billion initially announced on 1 October becomes €15.606 billion in principal promises after supplementary subscriptions, worth about €12.521 billion before accrued interest at the published average prices. In the United States on 8 October, dealers responsible for more than half of competitive bids received only 6.8% of the corresponding awards. In both cases, the documents require looking beyond the most visible number. [1][2][11]
For the issuer, what matters is that someone can name a price, pay on the due date and, depending on its business model, hold or distribute the bond. Part two follows dealers’ balance sheets: how much debt can an intermediary carry, for how long, and with whose money?
Method and scope
This documentary investigation has a cut-off of 11 October 2026. It uses public primary sources and original research published by the New York Fed. The French figures concern central-government OATs, not all debt issued by France’s general government. The U.S. figures describe a specific auction, not the federal debt stock. No interviews, access to private portfolios or identification of ultimate investors are claimed.
The figures provide the inputs used in the calculations. Estimated French proceeds before accrued interest use rounded published average prices. The hypothetical order book and the circulation diagram are labelled as teaching examples. Original sources are linked directly below. The French total is reproduced by multiplying each final face amount by its price per €100, then adding the results: (7,927 × 90.38 + 2,056 × 90.46 + 2,828 × 67.10 + 2,795 × 57.23) / 100 = €12,521.4467 million before accrued interest.
Sources and reading notes
[1] Agence France Trésor · Émission du 1er octobre 2026 : 11,999 milliards d’euros d’OAT long terme
Published: 2026-10-01 · Consulted 11 October 2026.
Auction on 1 Oct 2026; supplementary ONC2 round announced for 2 Oct; settlement on 5 Oct.
Full results table and announcement of the supplementary round.
https://www.aft.gouv.fr/fr/publications/communiques-presse/01-octobre-2026-emission-oat

[2] Agence France Trésor · Dernières adjudications : octobre 2026
Updated: 2026-10-05 · Consulted 11 October 2026.
1 Oct 2026 OAT auction; 5 Oct settlement; snapshot consulted on 11 Oct 2026.
OAT table: bids, initial awards, additions, final issuance, average prices and yields.
https://www.aft.gouv.fr/fr/dernieres-adjudications

[3] Agence France Trésor · Les techniques d’émissions
Online publication date not established · Consulted 11 October 2026.
Rules consulted on 11 Oct 2026.
Discriminatory-price auctions, operating timetable and syndication.
https://www.aft.gouv.fr/fr/techniques-demissions

[4] Agence France Trésor · Présentation des spécialistes en valeurs du Trésor
Online publication date not established · Consulted 11 October 2026.
2025–27 dealer mandate; selection approved on 12 Dec 2024.
List and responsibilities of the fifteen authorised dealers.
https://www.aft.gouv.fr/fr/presentation-specialistes-en-valeurs-tresor

[5] Agence France Trésor · Charte des spécialistes en valeurs du Trésor 2025
Online publication date not established · Consulted 11 October 2026.
2025–27 charter, effective from 1 Jan 2025; online publication date not established.
Section A.1, printed pages 2–3: participation obligations and rolling-period thresholds.
https://www.aft.gouv.fr/files/medias-aft/1_AFT/2.Partenaires/2.2_SVT/Charte%20SVT%202025.pdf

[6] Agence France Trésor · Annexes à la charte SVT 2025
Online publication date not established · Consulted 11 October 2026.
Annexes accompanying the 2025–27 dealer charter.
Printed page 6: bid-grid disclosure; pages 11–13: supplementary bids; page 13: pricing.
https://www.aft.gouv.fr/files/medias-aft/1_AFT/2.Partenaires/2.2_SVT/Annexes_charte%20SVT%202025.pdf

[7] Agence France Trésor · Banque de France
Online publication date not established · Consulted 11 October 2026.
Operational arrangements consulted on 11 Oct 2026.
Treasury single account; auctions; MAITRE and settlement/delivery.
https://www.aft.gouv.fr/fr/banque-de-france

[8] Agence France Trésor · OAT 3,70 % 25 novembre 2036
Online publication date not established · Consulted 11 October 2026.
Five auctions from 4 Jun to 1 Oct 2026; contractual terms of FR0014018YR0.
Security characteristics and outstanding-amount history. Discrete auction observations.
https://www.aft.gouv.fr/fr/titre/fr0014018yr0

[9] Agence France Trésor · OAT 2,00 % 25 mai 2048
Online publication date not established · Consulted 11 October 2026.
FR0013257524; 1 Oct 2026 reopening, settling on 5 Oct.
ACT/ACT convention, annual coupon and repayment at par. Accrued-interest example uses 133 days out of 365.
https://www.aft.gouv.fr/fr/titre/fr0013257524

[10] Agence France Trésor · Glossaire
Online publication date not established · Consulted 11 October 2026.
Definitions consulted on 11 Oct 2026.
Fungibility, reopening, bond, coupon and principal repayment.
https://www.aft.gouv.fr/fr/glossaire-accord%C3%A9on

[11] U.S. Department of the Treasury · Treasury Auction Results : 29-Year 10-Month Bond, CUSIP 912810UW6
Published: 2026-10-08 · Consulted 11 October 2026.
Auction on 8 Oct 2026; issue/settlement scheduled for 15 Oct; maturity on 15 Aug 2056.
Single-page PDF: terms, both tables and footnotes 4–6. Settlement remains in the future at the article cut-off.
https://www.treasurydirect.gov/instit/annceresult/press/preanre/2026/R_20261008_3.pdf

[12] U.S. Department of the Treasury / TreasuryDirect · How Auctions Work
Online publication date not established · Consulted 11 October 2026.
Rules consulted on 11 Oct 2026.
Bid allocation, uniform price and issue date.
https://www.treasurydirect.gov/auctions/how-auctions-work/

[13] U.S. Department of the Treasury / TreasuryDirect · Auction FAQs : bidder definitions
Online publication date not established · Consulted 11 October 2026.
Bidder definitions consulted on 11 Oct 2026.
Primary dealer, direct bidder and indirect bidder. Channels do not establish nationality.
https://www.treasurydirect.gov/help-center/faqs/auction-faqs/

[14] U.S. Department of the Treasury / TreasuryDirect · Reopenings
Online publication date not established · Consulted 11 October 2026.
Reopening rules consulted on 11 Oct 2026.
Unchanged coupon, maturity and CUSIP; changing price and accrued interest.
https://www.treasurydirect.gov/auctions/reopenings/

[15] Federal Reserve Bank of New York · Primary Dealers
Online publication date not established · Consulted 11 October 2026.
Operational expectations consulted on 11 Oct 2026.
Proportionate, reasonably competitive auction participation; when-issued reporting.
https://www.newyorkfed.org/markets/primarydealers

[16] Federal Reserve Bank of New York · FAQs: Treasury Rollovers
Online publication date not established · Consulted 11 October 2026.
Rollover arrangements consulted on 11 Oct 2026; SOMA example from the 8 Oct auction.
Maturing-principal reinvestment, non-competitive bids and additions to announced offerings.
https://www.newyorkfed.org/markets/treasury-rollover-faq

[17] Michael J. Fleming, Weiling Liu et Giang Nguyen / Federal Reserve Bank of New York · Intraday Price Pressure and Order Flow Around U.S. Treasury Auctions, Staff Report 1188
Published: 2026-03 · Consulted 11 October 2026.
First released March 2026; revised July 2026; empirical sample 1991–2024.
Abstract and introduction, PDF pages 2–6; paper overview. Working paper; findings are those of the authors.
https://www.newyorkfed.org/medialibrary/media/research/staff_reports/sr1188.pdf

[18] U.S. Department of the Treasury · Investor Class Auction Allotments
Online publication date not established · Consulted 11 October 2026.
Release schedule consulted on 11 Oct 2026.
Additional auction allocations by investor class, with a separate publication timetable.
https://home.treasury.gov/data/investor-class-auction-allotments/

[19] Agence France Trésor / Banque de France · Principaux chiffres de la dette
Online publication date not established · Consulted 11 October 2026.
Aggregate holdings table includes Q1 2026 data; consulted on 11 Oct.
Investor holdings: scope, period and market-value basis. No older share is presented as an October snapshot.
https://www.aft.gouv.fr/fr/principaux-chiffres-dette

[20] République française / Légifrance · Loi n° 2026-103 du 19 février 2026 de finances pour 2026
Published: 2026-02-20 · Consulted 11 October 2026.
Promulgated on 19 Feb 2026; published in the Official Journal on 20 Feb. Initial 2026 budget, not an October forecast.
Article 147: initial financing table, amounts in billions of euros.
https://www.legifrance.gouv.fr/jorf/id/JORFTEXT000053508155

[21] Union européenne / EUR-Lex · Traité sur le fonctionnement de l’Union européenne, article 123
Online publication date not established · Consulted 11 October 2026.
Legal text consulted on 11 Oct 2026.
Article 123(1): overdrafts, other public-sector credit and direct debt purchases.
https://eur-lex.europa.eu/legal-content/FR/TXT/?uri=CELEX:12016E123

[22] Fonds monétaire international · Hedge Funds Improve Market Functioning but Can Also Amplify Stress
Published: 2026-10-06 · Consulted 11 October 2026.
Analysis published on 6 Oct 2026.
Market liquidity, leverage and intermediary funding. No aggregate numerical estimate is used here.
https://www.imf.org/en/blogs/articles/2026/10/06/hedge-funds-improve-market-functioning-but-can-also-amplify-stress

[23] Financial Stability Board · Vulnerabilities in Government Bond-Backed Repo Markets
Published: 2026-02-04 · Consulted 11 October 2026.
Report published on 4 Feb 2026.
Risks in government-bond-backed repo markets; background for later instalments.
https://www.fsb.org/2026/02/vulnerabilities-in-government-bond-backed-repo-markets/

[24] Agence France Trésor · Présentation des OAT
Clean-price bids, ACT/ACT convention and settlement. Accessed 11 October 2026.
https://www.aft.gouv.fr/fr/presentation-oat


Chapter 2
Government debt: the price of a dealer’s balance sheet
A dealer can sell government bonds and still finance the buyer. Follow inventory risk, repo funding and bank capital across France, the US and the UK.
11 October 2026 · Online article
WHO HOLDS GOVERNMENT DEBT? · Part 2
A bank can sell a government bond and still finance its owner. From France’s dealer rankings to the first evidence on US regulatory relief, an investigation into how much intermediation is actually available.
Four pages into the charter governing France’s primary dealers, the commitment becomes tangible. The banks supporting French government borrowing must sustain a market for its debt, quoting prices at which they will buy and sell and helping to finance the securities. Their job continues long after an auction closes. A government borrowing for decades relies on intermediaries willing to serve investors who may need their money back tomorrow. [02]
The first part of this series followed a bond from auction to settlement and separated the initial subscriber from a subsequent holder. One question remained: who carries the security between buyers? The gap may last seconds or stretch into days. It requires funding, creates exposure to price movements and uses part of a bank’s balance sheet. Bridging that gap is one of the services an intermediary provides. [03][04]
That service is now the subject of a regulatory contest. On October 1, 2026, Federal Reserve Vice Chair for Supervision Michelle Bowman presented early evidence in support of easing leverage constraints on large US banks. The aim is to make dealers more available to the Treasury market. A Fed survey of eight banking groups and a British stress exercise point to another condition worth testing: whether a bank is willing to use the capacity when its clients ask for it. [10][11][13]
This second episode follows that availability, from a quote on French debt to a banking group’s funding decisions. The public documents distinguish securities held, turnover and regulatory headroom. Each measures something different. Treating them as interchangeable can make the same banks appear peripheral in one account and overwhelmingly dominant in another.
The leaders change once the bonds start trading
France’s debt management agency, Agence France Trésor, published its 2025 dealer rankings on February 27, 2026. BNP Paribas led the primary-market category, covering auctions and buybacks. J.P. Morgan came first in the secondary market, where existing securities change hands. Morgan Stanley moved from fourth in primary-market activity to second in secondary-market activity, while BNP Paribas ranked fifth in the latter. The same five institutions occupied the leading places in both lists, in a different order. [01]
The changes reflect two sets of functions. Participating in an issue involves preparing bids and reaching investors. Keeping the securities trading involves matching a continuing flow of different needs: an insurer buying, a fund selling, an investor moving between maturities. AFT’s overall score allocates 45 points to primary-market activity, 30 to secondary-market activity and 25 to qualitative criteria. [01][04]
[image: France · 2025 activity · the same five leading firms Source: AFT, February 27, 2026. Ranks do not measure volumes or final holdings.]
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Observed dataFigure 1. Primary and secondary markets produce different rankings.The same five leading firms in AFT’s 2025 rankings. Ranks are ordinal; distance between ranks does not measure differences in volumes. [01]
The published ranks reveal neither the size of each bank’s bond portfolio nor the nationality of the savers behind its clients. They describe intermediation. A security can pass through several firms before reaching a longer-term holder, accumulating turnover without generating an equivalent amount of new government debt. The illustration therefore shows ranks, with no invented market shares. [01][03]
The French charter also requires a presence in repo, the market through which securities can be exchanged temporarily for funding. It explicitly joins the circulation of bonds to the funding that supports them. US primary-dealer eligibility likewise requires market-making in both Treasury cash and repo markets. This comparison concerns functions; the two countries’ dealer arrangements and legal obligations remain distinct. [02][03]
Buying time between two investors
Consider a wholly illustrative transaction. A bank buys government bonds at a price of 100 per 100 of face value, requiring a €100 million payment before accrued interest. Clients immediately take €60 million. The bank must hold the remaining €40 million for two days before finding another buyer. We assume the first €60 million of purchases and sales settle together and set intraday liquidity requirements aside. None of these prices, amounts or holding periods describes an observed trade.
The market-maker has agreed to buy before finding every subsequent buyer. Its balance sheet covers the interval. This temporary inventory is often described as warehousing risk. Another trading arrangement might bring two investors together directly, leaving no inventory with the intermediary. Warehousing becomes valuable when the seller wants to transact immediately and the eventual buyer is not yet ready. [04][07]
The bank can fund its €40 million inventory through a repurchase agreement, or repo. It transfers securities in exchange for cash and agrees to repurchase them on specified terms. The economics resemble a collateralised loan; the legal structure transfers title to the securities. The bank retains the economic exposure associated with changes in the value of the bonds it is financing. [05]
Suppose the cash lender advances 98% of the collateral’s market value. The difference, known as a haircut, provides a buffer against a fall in that value. The bank borrows €39.2 million against its €40 million inventory and finds the other €800,000 from its remaining treasury resources. At an assumed annual rate of 4%, over two days using a 360-day convention, the repo interest amounts to €8,711. [05][06] (illustrative calculation)
[image: Illustrative example · euros · initial price: 100 at par l0g calculation. Repo: 4% annual rate, 2% haircut, 360-day basis. Other costs and price risk excluded.]
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Teaching exampleFigure 2. Time in inventory creates a funding need.l0g scenario: €100m bought at par, €60m sold immediately, €40m funded for two days. The 2% haircut and 4% rate are assumptions, not market quotes. The €0.8m of other cash is not a regulatory capital requirement. [05] [06]
The €800,000 is the portion of the purchase price this lender leaves unfunded. It does not measure the regulatory capital required for the transaction. Capital has a separate purpose: absorbing losses and supporting the institution’s commitments. The repo interest rate also differs from the bond’s coupon. One pays for very short-term funding; the other belongs to the government’s contract, which may run for decades. [05][07]
A dealer earns revenue in part through the difference between its buying and selling prices, known as the bid-ask spread. Buying the entire illustrative lot at 100 and selling it at 100.05 would produce a gross price difference of €50,000 on €100 million of face value. Funding interest, hedging and execution costs, overheads and any adverse price movements still need to be considered. The difference alone cannot reconstruct a bank’s profit. [04] (illustrative calculation)
A delay can absorb much of that amount. A 0.1% decline in the value of the remaining €40 million inventory would create a €40,000 gross loss before hedging. Prices can move favourably too. Either way, the dealer has accepted an exposure over time, beyond processing an instruction. A futures hedge can reduce interest-rate risk, while introducing its own cash-flow requirements and exposure to differences between the instruments’ behaviour. [07][08] (illustrative calculation)[06]
This explains how a bond considered safe to hold to maturity can be expensive to carry through a few turbulent days. The government’s creditworthiness determines neither tomorrow’s resale price nor the terms on which the intermediary can obtain funding. [06][08]
The bond leaves; the financing remains
Selling the security ends the dealer’s inventory position. It may also begin a different relationship. An investor buys €100 million of bonds, contributes €2 million and borrows the remaining €98 million from a dealer against the securities. The dealer can seek the €98 million from another cash lender, such as a money-market fund, passing on the collateral it receives where its agreements permit reuse. The amounts again are hypothetical. [05][06]
Two repo contracts now form a financing chain. The outside lender advances cash to the dealer, which finances the investor. Securities move in the opposite direction as collateral. With identical cash amounts and aligned maturities, assuming the opening settlements also coincide, the dealer’s initial cash flows offset. Its exposure to the client, obligations to its own lender and operational responsibilities remain. It must recover the money and return the securities on the agreed terms. [05][06]
[image: Two repo contracts · illustrative example · aligned maturities l0g diagram, based on ICMA and FSB. Collateral reuse assumed permitted. Bond economic exposure: investor.]
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Teaching exampleFigure 3. Two contracts around one economic bond exposure.Intermediated financing with aligned maturities and collateral reuse assumed permitted. Offsetting initial cash flows do not eliminate risk. The bond and its government coupon are not duplicated. [05] [06]
The investor retains the economic exposure to the purchased bonds. The title transfers involved in the repo agreements create no additional government bonds or coupons. They do create a set of private financial contracts around the asset. Analysis therefore needs to distinguish government securities outstanding from the financing commitments supported by those securities. [05][06]
A bank can reduce the bonds in its inventory while remaining essential to their holders’ financing. Looking only at its securities portfolio misses that role. An October 2024 Fed research note explicitly separates dealer positions from the financing dealers provide to clients. Its historical data describe two channels with different magnitudes and patterns. [07]
The risk distinction matters as well. Borrowing and lending the same amount can limit the dealer’s net funding need without eliminating client default risk, collateral liquidation risk or settlement mismatches. If its borrowing expires before its loan, the dealer needs replacement funding for the gap. The amount, maturity and counterparty determine how much of a balance-sheet commitment the business creates. [06]
The name appearing in a holdings statistic answers a question about ownership within that statistic’s accounting scope. Assessing market resilience also requires asking who advanced the money, how long it is available and what must happen for it to be renewed. Part three follows investors who borrow to buy.
Several limits, several decision-makers
“Balance-sheet capacity” can sound like a single pool of money available for government bonds. Within a financial group, usable capacity is the product of several decisions. The group has capital; a market-facing legal entity receives resources; a trading desk operates within risk limits; and treasury arranges funding. Room at the consolidated group level can coexist with a desk that is already close to its own ceiling. [07]
Prudential rules help shape those decisions. Risk-based capital requirements attempt to align loss-absorbing resources with the nature of exposures. The leverage ratio adds a broader backstop: it compares Tier 1 capital with an exposure measure that includes certain off-balance-sheet commitments, without weighting those exposures by credit risk. That requirement can matter for a low-margin, high-volume business even when its securities carry relatively little credit risk. [07][09]
Capital, supplied in part by shareholders and retained earnings, absorbs losses. It is not a separate heap of idle cash. An institution can have adequate capital while lacking cash in the right place at the right moment. It can also possess cash and decline an additional exposure. This distinction is particularly important when a reform is said to release trillions of dollars of capacity. [07][13]
Internal limits react to market conditions as well. If prices become more volatile, the same unchanged position can generate a larger modelled potential loss at a trading desk. The desk approaches its risk ceiling without having bought another bond. Reducing its position becomes one possible response. The Fed’s 2024 analysis identifies this channel alongside regulatory constraints, with particular relevance during market stress. [07]
Research by Darrell Duffie and co-authors at the New York Fed, published in 2023, adds another piece of evidence. When dealer balance-sheet utilisation is especially high, observed deterioration in liquidity can exceed what volatility alone would explain. March 2020 provides a prominent example. The paper supports the importance of intermediation capacity without establishing one regulatory ratio as the sufficient cause of every disruption. [08]
Clients encounter these decisions through execution terms. To take more securities, a bank may require greater compensation, quote for smaller sizes or prioritise particular relationships. A price may remain on a screen even as a large sale becomes harder to execute on those terms. Market availability depends on executable quantity and the price impact of an order as well as on the presence of a quote. [04][08]
Washington creates regulatory room
On November 25, 2025, US banking agencies adopted changes to the enhanced supplementary leverage ratio, or eSLR, for systemically important banking groups and certain subsidiaries. The rule took effect on April 1, 2026, with optional early adoption from January. It recalibrated the backstop to make it less constraining for some low-risk activities, including Treasury intermediation. The leverage requirement remained in place. [09]
The official record preserves an important disagreement. The agencies describe the aggregate reduction in Tier 1 capital requirements at the affected holding companies as limited, at less than 2%. Governor Michael Barr, who dissented, emphasises an estimated $219 billion reduction at bank subsidiaries. These figures describe different organisational levels. Barr’s number is an estimated reduction in requirements, rather than a sum already distributed to shareholders. [09][12]
The argument for the reform is straightforward. At a given level of capital, a lower leverage constraint permits more exposure. A group may consequently find holding Treasuries or extending low-margin client financing more attractive. The counterargument concerns how it uses that latitude and how resilient it remains: the room can support other activities, while less capital at a bank subsidiary changes the protection available if difficulties arise. Barr challenges the presumed progression from regulatory relief to market resilience. [09][12]
Bowman’s October 1 speech offers early observations. She reports almost $5 trillion of additional eSLR headroom in the first quarter of 2026 at the parent holding companies of six dealers. She also reports Treasury positions in supervisory data rising from roughly $600 billion to more than $700 billion, between the beginning of the modification period and the end of April. The increase was concentrated among firms that had previously been more constrained. [10]
The distinction between these measures is crucial. The $5 trillion is capacity calculated under a regulatory standard at holding-company level. It is neither cash received nor an amount of Treasury purchases. The roughly $600 billion and more than $700 billion refer to reported positions in a separate aggregate. The October 1 speech refers to a research note that was then forthcoming. The figures here are attributed to that speech; this investigation does not reconstruct the underlying institution-level supervisory data. [10]
Eight banks, two positive responses
A separate piece of evidence is already public. In a survey conducted from March 20 to March 30, 2026, with results released on May 14, the Fed specifically asked the eight US global systemically important banks about the reform’s effect on their own or their affiliated dealer’s repo activity. Two attributed an actual or expected increase in repo activity to the reform; six reported no effect. The question encompassed both realised and anticipated effects during the year. [11]
[image: Realised or expected 2026 effect of eSLR reform on repo activity Source: Fed, SFOS, question 11B. March 20–30, 2026 survey; May 14 publication. One icon = one respondent.]
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Observed dataFigure 4. Reported effects differ across banks.Eight US G-SIBs answered question 11B of the March 2026 SFOS. Each institution counts once, without weighting by assets or volume. Responses include realised and expected 2026 effects. Icons do not identify individual banks. [11]
Each institution counts once in this result. It does not mean 75% of repo volume was unchanged. Large expansions at two firms could dominate an aggregate even if the other six reported no effect. The observations in the October speech also extend to late April, beyond the March survey, and include securities positions. The two documents illuminate uneven effects rather than providing a contradictory causal test. [10][11]
Their juxtaposition supports a more useful question than declaring the reform an outright success or failure. Which firms converted regulatory room into additional services, for which clients and which transactions? Relief may improve intermediation at some institutions while barely changing the decision at others. Evaluating the collective benefit also requires evidence about execution prices, market depth and financing terms during difficult episodes.
The public documents show differing responses and developments, with Michelle Bowman making the favourable case in remarks she identifies as her own views. Marginal availability during a crisis remains an open question. Capacity deployed in ordinary conditions is already occupied when fresh demands arrive. The starting position matters alongside the regulatory ceiling. [10][12]
The client expecting another loan
The Bank of England examined availability using a different method. Its system-wide exploratory exercise, published on November 29, 2024, compared the reactions of banks, funds, insurers and other participants to a hypothetical market shock over ten business days. The exercise used positions as of October 31, 2023. It models interacting behaviour; it describes neither an actual November 2024 crisis nor participants’ current balance sheets. [13]
One finding is especially relevant. In the scenario, banks generally had the funding and balance-sheet resources but little appetite to extend additional repo. Counterparty risk was the main restraint. They were more willing to renew existing trades than to expand financing lines. Meanwhile, some asset managers overestimated the extra funding they could obtain. [13]
[image: UK SWES · hypothetical shock over 10 business days Source: Bank of England, November 29, 2024, sections 2.2–2.3. Initial positions: October 31, 2023. This is not a real crisis.]
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Supervisory scenarioFigure 5. The lender can have resources and still restrict credit.Mechanism from the Bank of England’s SWES exercise, published in November 2024 with an October 2023 starting position. Financing needs, responses and possible sales belong to a scenario with potential fallback options. [13]
The mechanism is intelligible at the level of an individual credit decision. A lender may accept the quality of a government bond and still doubt that its client will survive the week. It must assess how quickly it could recover and sell the collateral, what the securities might be worth during that interval, and its other exposures to the same client. The credit relationship extends beyond the security delivered as collateral. [06][13]
Such caution may protect the bank individually. Across the market, it requires the investor to seek an alternative: use its cash, find another lender or reduce a position. A sale becomes necessary when alternatives are inadequate or judged too expensive. The British exercise also found that many participants still had fallback resources. Equating every declined loan with a forced liquidation would misrepresent the findings. [13]
The collective problem emerges when multiple firms rely on the same availability and it falls short. An investor hoping to buy newly cheap bonds may also need financing. If lenders’ caution prevents that demand from materialising, prices may have to fall further to attract a buyer able to pay without the loan. This provides a plausible transmission channel from a bank’s decision to government-bond market stress. Its strength depends on the shock and on alternative sources of funds.
More circulation from the same balance sheets
Dealers need not warehouse every transaction. Investors can trade directly with one another where market arrangements make the connection possible. A New York Fed study published in February 2025 examines all-to-all trading: expanding the set of accessible counterparties so that certain trades no longer routinely depend on a dealer’s inventory. Access, credit relationships and settlement remain among the challenges. [04]
The benefit depends on compatible orders existing. A willing insurer can meet a fund that wants to sell, with the platform facilitating their trade. When sellers arrive before buyers, matching technology alone cannot absorb the time between them. Someone must take the exposure, or the price must move enough to attract a buyer who can transact.
Another route reduces obligations that offset. A central counterparty interposes itself between participants, becomes their counterparty and calculates net obligations under its rules. This can economise on securities and cash transfers and, where the accounting and prudential conditions allow, reduce balance-sheet usage. In exchange, it requires collateral and robust management of default risk. [06][14][15]
Consider three simultaneous trades in the same security, at the same price and for the same settlement date. A buys 100 from B; B buys 100 from C; C buys 80 from A. Gross payments total 280 units. With complete multilateral netting, A must pay 20 and receive the corresponding securities, C must receive 20 and deliver them, and B has a zero net obligation. The CCP receives 20 from A and pays 20 to C; both legs settle the same net amount. Original trading volume remains 280, and the government’s outstanding debt is unchanged. [14][15] (illustrative example)
[image: Illustrative example · same security, price and date · cash units l0g calculation. Cash shown; securities flow in reverse. Margin, fees and default fund excluded. Accounting criteria remain separate.]
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Teaching exampleFigure 6. Netting obligations economises on settlement.Three hypothetical trades at the same price, in the same bond and for the same settlement. After complete multilateral netting, net cash obligations are A: −20, B: 0, C: +20. Accounting and prudential recognition impose additional requirements. [14] [15]
The example demonstrates a settlement saving. The precise balance-sheet benefit depends on additional conditions, including the legal enforceability of netting and the accounting treatment of the exposures. Margin posted to the clearing house is itself a liquidity requirement. Clearing also concentrates a critical function within an infrastructure that must withstand a member’s default. [06][14]
In the United States, the compliance dates confirmed on the SEC’s implementation portal, updated on September 23, 2026, and repeated in industry documentation are December 31, 2026 for eligible cash transactions and June 30, 2027 for eligible repos. Both remained in the future at this investigation’s cut-off. Scope depends on the categories and counterparties covered by the rules; the same obligation does not apply indiscriminately to every Treasury transaction. [15][16]
This route changes how trading is organised. In a July 17, 2026 article based on a speech delivered in May, the Bank of England’s Sarah Breeden highlights the potential of clearing and standardisation in UK repo. She also notes that gilt markets had recently weathered volatility without major dysfunction. Their ability to adapt belongs in an investigation of vulnerabilities as much as their possible weaknesses. [14]
The cost reaches the state through the price
After issuance has settled, a resale between investors brings no additional proceeds to the government. Yet the terms of that resale matter for subsequent issues. An investor anticipating a difficult exit may demand extra compensation at the outset. An intermediary expecting to fund inventory for longer may adjust its bids too. Secondary-market quality therefore helps determine the price at which the government’s promise finds a buyer. [04][17]
A larger debt stock does not mechanically imply deteriorating conditions. Research published by the New York Fed in March 2026 and revised in July examines price movements around US Treasury auctions over 1991–2024. It finds no recent increase in those pressures despite debt growth and highlights a greater role for nondealer investors in absorbing issuance. The sample ends before the 2026 US regulatory change and cannot measure its effects. [17]
Taken together, the documents support a bounded conclusion. Government-bond markets rely on intermediaries able to warehouse securities, finance purchasers and organise settlement. Regulatory requirements can constrain those functions. So can internal risk limits, available funding and confidence in a client. Improving any single component does not measure the availability of the entire chain. [06][07][08][13]
Public sources identify approved counterparties, rankings, some aggregate positions and responses to supervisory surveys. They do not provide an exhaustive chain linking every bond to its ultimate buyer, lender and financing terms. This investigation therefore attributes neither the inventory nor the profit on a specific bond lot to a bank merely because of its place in a ranking. [01][03][10][11]
The next episode moves to the investor borrowing to buy. On October 6, 2026, the IMF again highlighted hedge funds’ dual role: supporting price formation while also being capable of amplifying financial shocks. Understanding which role dominates requires following their funding, collateral and maturities. Having examined the balance sheet that helps sell the debt, the series turns to the one that makes the purchase possible. [18]
Method and scope
Documentary investigation with a research cut-off of October 11, 2026. Main sources are AFT, the Federal Reserve, the New York Fed, the Bank of England, the FSB, the SEC and the IMF. ICMA and SIFMA are used for professional-practice documentation and identified as market organisations in the references. Illustrations with assumed figures are reproducible teaching examples, separated from observed data. No interviews, private portfolios or bank-specific profit calculations are represented as obtained. The references below record publication dates, observation periods and collection limitations.
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	[08]Federal Reserve Bank of New York · Dealer Capacity and U.S. Treasury Market Functionality
Publication: 2023-08; revised 2023-10 · Period / scope: Historical evidence, including March 2020

https://www.newyorkfed.org/medialibrary/media/research/staff_reports/sr1070.pdfDarrell Duffie and co-authors. Balance-sheet utilisation, volatility and liquidity. Does not establish a leverage ratio as the sole cause of disruption.

	[09]Federal Reserve, FDIC, OCC · Agencies issue final rule to modify certain regulatory capital standards
Publication: 2025-11-25 · Period / scope: Effective 2026-04-01; early adoption from 2026-01-01

https://www.federalreserve.gov/newsevents/pressreleases/bcreg20251125b.htmFinal eSLR reform. Aggregate holding-company Tier 1 requirement reduction below 2%. A regulatory estimate, not an observed distribution of capital.

	[10]Federal Reserve Board, Michelle W. Bowman · Modernizing Financial Regulation: Initial Observations from eSLR
Publication: 2026-10-01 · Period / scope: Headroom: Q1 2026; positions: modification period through end-April 2026

https://www.federalreserve.gov/newsevents/speech/bowman20261001a.htmhttps://www.federalreserve.gov/newsevents/speech/files/bowman20261001a.pdfA policy advocate’s assessment. Supervisory aggregates cited in the speech, not microdata obtained by l0g. The speech announced a forthcoming note; figures here are attributed to the speech. Headroom and positions are distinct measures.

	[11]Federal Reserve Board · Senior Financial Officer Survey Results: March 2026
Publication: 2026-05-14 · Period / scope: Sent 2026-03-20; responses due 2026-03-30

https://www.federalreserve.gov/data/sfos/March-2026-Senior-Financial-Officer-Survey-Results.htmhttps://www.federalreserve.gov/data/sfos/files/senior-financial-officer-survey-202603.pdfhttps://www.federalreserve.gov/newsevents/pressreleases/other20260514a.htmQuestion restricted to eight US G-SIBs. Increased or expected to increase: 2; no change: 6; decrease: 0. Counts unweighted by volume. Publication confirmed by the May 14 press release; the page’s May 19 Last Update is a separate date.

	[12]Federal Reserve Board, Michael S. Barr · Statement on Enhanced Supplementary Leverage Ratio Final Rule
Publication: 2025-11-25 · Period / scope: Ex ante estimates associated with the final rule

https://www.federalreserve.gov/newsevents/pressreleases/barr-statement-20251125b.htmDissent: estimated $219bn reduction in requirements at bank subsidiaries. This figure concerns bank subsidiaries and measures an estimated reduction in requirements, without establishing an actual capital distribution.

	[13]Bank of England · The Bank of England’s system-wide exploratory scenario exercise final report
Publication: 2024-11-29 · Period / scope: Hypothetical ten-business-day scenario; starting positions as of 2023-10-31

https://www.bankofengland.co.uk/financial-stability/boe-system-wide-exploratory-scenario-exercise/boe-swes-exercise-final-reportIn the exercise, banks generally had resources but counterparty concerns limited new repo. Existing trades were often renewed and clients had alternatives. No market-wide rejection rate or real crisis is inferred.

	[14]Bank of England, Sarah Breeden · Gilt edged resilience: strengthening liquidity provision in the repo market
Publication: 2026-07-17 · Period / scope: Based on remarks delivered on 2026-05-28

https://www.bankofengland.co.uk/bank-insights/2026/gilt-edged-resilience-strengthening-liquidity-provision-in-the-repo-marketClearing, standardisation and balance sheets; margin-related limits. July publication differs from the May speech. Policy options are not described as enacted UK reforms.

	[15]U.S. Securities and Exchange Commission · SEC Extends Compliance Dates and Provides Temporary Exemption for Rule Related to Clearing of U.S. Treasury Securities
Publication: 2025-02-25 press release; page updated 2026-02-25 · Period / scope: Future deadlines: 2026-12-31 and 2027-06-30

https://www.sec.gov/newsroom/press-releases/2025-43-sec-extends-compliance-dates-provides-temporary-exemption-rule-related-clearing-us-treasuryEligible cash: December 31, 2026; eligible repo: June 30, 2027. Eligibility and exemptions matter. Dates confirmed by the SEC portal updated September 23, 2026 and SIFMA documentation.https://www.sec.gov/featured-topics/treasury-clearing-implementation

	[16]Securities Industry and Financial Markets Association · Treasury Clearing Documentation
Publication: 2026-07-30 · Period / scope: Preparations for the 2026 and 2027 deadlines

https://www.sifma.org/resources/forms-and-docs/treasury-clearing-documentationIndustry body. Used to cross-check the implementation dates and document contractual preparations; the legal source is the SEC.

	[17]Federal Reserve Bank of New York · Intraday Price Pressure and Order Flow Around U.S. Treasury Auctions
Publication: 2026-03; revised 2026-07 · Period / scope: 1991–2024 sample

https://www.newyorkfed.org/research/staff_reports/sr1188.htmlhttps://www.newyorkfed.org/medialibrary/media/research/staff_reports/sr1188.pdfFleming, Liu and Nguyen. No recent rise in auction price pressure within the sample despite debt growth; greater nondealer role. The sample cannot estimate the effect of the 2026 reform.

	[18]International Monetary Fund · Hedge Funds Improve Market Functioning, but Can Also Amplify Stress
Publication: 2026-10-06 · Period / scope: October 6, 2026 publication; aggregate figures not reproduced

https://www.imf.org/en/blogs/articles/2026/10/06/hedge-funds-improve-market-functioning-but-can-also-amplify-stressPrice formation, funding and stress amplification. No crisis forecast or particular leverage estimate is attributed to the post.



Chapter 3
Government debt: the buyers who borrow
How hedge funds buy government debt with borrowed money: futures, capital, cash requirements and diverging strategies in April 2025.
11 October 2026 · Online article
WHO HOLDS GOVERNMENT DEBT? · Part 3
They hold the bonds, borrow most of the purchase price and hedge part of the risk. How reliable is a source of demand whose strength depends on its ability to wait?
A fund can own a government bond while trying to offset most of its interest-rate exposure. The purchase is real. Much of the money comes from a lender. A separate position in the futures market is meant to counter part of the bond’s price movement. Finding the economic creditor of a government therefore requires opening more than one contract. [4][9]
On October 6, 2026, the IMF brought these investors back into the financial-stability debate. Hedge funds, a diverse group of alternative investment vehicles, help markets function; their borrowing and overlapping positions can also amplify stress. The same day, the industry association MFA defended their role and challenged broad restrictions on leverage. For government bond markets, that debate raises a practical question: how dependable is demand when the buyer is borrowing too? [2][17]
The first two parts of this series followed a bond through issuance and into the balance sheets of the banks that distribute it. This instalment reaches a buyer whose holding period depends on the economics of a trade. A long-dated government promise has entered a portfolio that can be reassessed every day.
Using futures to adjust interest-rate exposure
A presentation to the US Treasury’s advisory committee on January 30, 2024 provides a useful starting point. Its authors describe why asset managers use Treasury futures: to adjust interest-rate exposure, change portfolio allocations and simplify operations. The committee consists of market professionals. This is their account of how investors use the market. [1]
Consider a manager who favours corporate bonds for their additional yield but wants the portfolio’s sensitivity to interest rates to remain close to its benchmark. Buying Treasury futures can supply some of that exposure. The position moves with the value of the relevant government bonds, while initially requiring only a fraction of the reference amount in collateral. The manager has separated where the money is invested from part of the risk the portfolio carries. [1][6]
Another participant sells the futures. Seen in isolation, that sale might look like a wager against bonds. Yet the seller may also buy physical Treasuries. A fall in their price would then tend to be offset by a gain on the short futures position; a rise would produce the reverse pattern. The offset is imperfect and depends on the instruments and their respective sensitivities. [4][5]
The fund putting the two positions together connects different preferences. One investor wants synthetic exposure. Someone else must hold the securities. The fund agrees to finance and manage the bond position in return for a relative-price opportunity. Demand for interest-rate exposure can reach the physical market without the end investor arranging the bond purchase and its financing personally.
This changes the meaning of “who holds the debt?” The economic recipient of the coupon, the provider of most of the cash and the investor retaining the interest-rate exposure may occupy different places in the chain. Putting them under a single statistical label would obscure the arrangement connecting them.
[image: Three relationships around the same fund · simplified mechanism Sources: TBAC (2024), CME and FSB. Dashed lines describe futures positions, not payment of their notional amount.]
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Complete composition · Vertical composition
MechanismOne fund connects three markets.The bond trades in the cash market, repo supplies funding and futures distribute part of the rate exposure. Dashed lines show positions, without an initial payment of their notional amount. Clearing intermediaries are grouped for clarity. [1][4][6][7][9]A price difference that must survive until exit
The best-known version is the cash-futures basis trade. A fund buys a Treasury and sells a related futures contract, seeking a profit from their relative prices after funding costs. Under the quotation convention explained by CME, gross basis is the bond’s clean price, excluding accrued interest, less the futures price multiplied by a conversion factor. That raw number leaves several costs and contractual choices unresolved. [4]
The conversion factor deserves a moment. A Treasury futures contract can accept delivery of several securities with different coupons and maturities. Its rules adjust the amount paid to the seller according to the bond delivered. The fund compares prices on that adjusted basis and considers which eligible security is economically most attractive to deliver, known as the cheapest-to-deliver bond. [5]
Profitability also depends on coupon income, purchase and exit prices, financing and delivery choices. An option-adjusted return measure such as the one used by Federal Reserve researchers has a different meaning and sign convention from simple gross basis. Reporting that “the basis is positive” without specifying the definition can therefore leave readers comparing two quite different indicators. [10]
The practical idea is straightforward. The fund wants sufficient compensation to acquire, carry and eventually dispose of the bond while hedging much of the rate risk. It can exit by delivering the security against the futures contract or by closing both positions in the market. Delivery terms link the instruments’ values. Until then, their relative price can move against the fund, and financing has to remain available. [4][9]
The cash accounting matters. Selling futures with a $100 million reference amount does not put $100 million into the fund’s bank account at inception. It creates an exposure and settlement obligations. Gains and losses are settled over time, and an initial-margin deposit backs performance. The money for the physical bond purchase must come from another source. [6][7]
A hundred million in bonds, three million in capital
We can make the structure visible with a wholly hypothetical portfolio. The fund buys $100 million of bonds. A lender supplies $99 million through a repurchase agreement, or repo. Legally, the security is sold under an agreement to repurchase it. Economically, the arrangement supplies cash against an asset. Here the difference between the collateral’s value and the loan is a 1% haircut. [9]
The fund contributes $1 million of its own resources to complete the purchase. It posts another $1 million as initial margin for the futures hedge and keeps $1 million immediately available. Total own capital allocated to the strategy is therefore $3 million. The bond position is 33.3 times that capital. This specific ratio compares the physical position with all the strategy’s own resources, including the margin deposit and liquidity buffer.
The denominator changes the story. Counting only the $1 million that tops up the repo would produce a hundred-to-one ratio while overlooking the cash needed elsewhere in the strategy. Adding the futures reference amount to the $99 million loan would make a different mistake: treating a derivative exposure as another cash borrowing. Each position needs to be read alongside its actual cash flows.
At inception, the example has $102 million in economic assets: the bonds, the margin deposit and free cash. It owes $99 million to the lender. The difference is $3 million. A futures hedge entered at the market price contributes no initial sale proceeds. Checking those amounts prevents the diagram from creating capital that the fund never received.
The 1% haircut is an illustrative assumption. In an OFR collection from broker-dealers covering non-centrally cleared bilateral repo, zero-haircut transactions accounted for 65% of outstanding repo with hedge fund counterparties on an average daily basis, from January 2 to May 30, 2025. Scope matters. Offsetting positions or portfolio limits can provide other safeguards. A zero in one contractual field does not describe every constraint on the borrower’s leverage. [8]
[image: l0g scenario · US dollars · initial portfolio, before any price movement Assumptions: 1% haircut, $1m initial margin, $1m free cash. The 33.3× ratio is bonds / own capital.]
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Complete composition · Vertical composition
Illustrative scenarioThe haircut describes only part of the resources committed.Hypothetical example: $100m bonds, $99m repo, $1m purchase contribution, $1m initial margin and $1m free cash. Own capital is $3m. The 33.3-times ratio compares the bonds’ market value with that capital, not all gross exposures. [6][8][9]Funding can absorb the return
Now hold the same portfolio for 90 days. Assume the combined bond, coupon and futures position generates $1.16 million before funding and fees over that period. This is an assumed combined trading result chosen to explain the arithmetic. It is neither an October 2026 market quote nor a promised return on an identified contract.
Borrowing $99 million at an average annualised repo rate of 4%, using a 360-day convention, produces $990,000 of interest over the 90 days. Add an assumed $20,000 in execution and clearing charges. The remainder is $150,000, or 5% of the $3 million committed for 90 days. We do not annualise that return. It is before the manager’s compensation, taxes and the opportunity cost of capital.
Most of the $1.16 million has gone to pay for borrowed resources. The fund retains a much smaller difference, made attractive by the limited own capital relative to the bond position. In this construction, the boundary between profit and loss depends heavily on the cost of carrying the trade.
At an average funding rate of 4.6%, the residual falls to $1,500. The break-even rate is about 4.61%, roughly 61 basis points, or 0.61 percentage point, above the starting assumption. That threshold belongs to this scenario alone, with its pre-funding result held at $1.16 million. Different relative prices, fees or coupon receipts would change it.
The maturity of the financing therefore becomes a management choice. Funding agreed through the intended exit date fixes more of the trade’s economics. Borrowings renewed along the way expose the fund to the terms available at each renewal. Practices vary across markets. The FSB’s February 2026 report describes that diversity and the constraints faced by borrowers seeking longer funding. [9]
For a government issuer, the implication is that a substantial source of demand can depend on a relatively narrow funding spread. Our 61-basis-point threshold cannot be applied across the sector. Funds have different contracts, hedges, liquidity resources and starting returns.
[image: 90-day scenario · $99m borrowed · other assumptions unchanged l0g calculations, 360-day basis. Fixed pre-funding result: $1.16m; fees: $20,000. Return is not annualised.]
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Complete composition · Vertical composition
Illustrative scenarioA small funding move is enough in this scenario.Over 90 days, assumed combined bond-coupon-futures profit of $1.16m before funding leaves $150,000 after $990,000 of interest and $20,000 of fees. Break-even holds the gross result and fees fixed. No actual market quote or annualised return is shown. [10]Margin calls create an immediate cash requirement
The calculation above assumes the fund gets through the 90 days. A separate scenario, independent of that period’s final return, shows what can happen along the way. Start again with the initial portfolio and its $1 million of free cash.
The bonds gain $1 million in market value. The short futures position simultaneously loses $980,000. Combined market profit is still $20,000. The hedge has offset most of the price movement. But the futures loss has to be settled in cash through variation margin. CME’s documentation describes daily cash settlement variation; the unrealised gain on the bond is not automatically deposited in the broker account. [7]
Add a hypothetical $500,000 increase in required initial margin. The immediate cash requirement becomes $1.48 million: a $980,000 realised futures loss and a $500,000 additional deposit. The deposit remains an asset tied up as collateral, distinct from a permanent expense. With $1 million available, the fund must find another $480,000, even though combined market profit is positive.
There are possible solutions. If the lender immediately agrees to refinance the bonds at their new $101 million value and the same 1% haircut, borrowing capacity could rise to $99.99 million. The additional $990,000 would cover the gap. An available credit line, a cash transfer or eligible cross-margining arrangements could also change the outcome. Our stress window assumes repo principal remains at $99 million: that timing assumption creates the cash shortfall.
The vulnerability concerns turning an asset into spendable money in the right account before the payment deadline. Who authorises the extra credit? Where does the transfer arrive? Which collateral has already been committed? The FSB’s work on margin-call preparedness emphasises these operational questions alongside asset quality. [16]
A hedge can reduce an economic loss while leaving a substantial cash requirement. Assessing resilience therefore requires both the estimated final loss and the largest payment the fund may have to make before closing the position. In our example, equity remains positive. The immediate problem is settlement.
[image: Separate intraday scenario · same initial portfolio · US dollars l0g calculation. Repo principal stays at $99m during the stress window. The margin increase is assumed, not a market announcement.]
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Complete composition · Vertical composition
Illustrative scenarioPositive profit can coexist with a cash requirement.Separate from the 90-day calculation: $1m unrealised bond gain, $980,000 settled futures loss and $500,000 extra initial-margin deposit. Refinancing is not assumed immediate. The larger deposit ties up an asset; it is not a permanent loss. [6][7][16]The strategies behind the totals
How large are these positions? The OFR estimates hedge funds’ physical Treasury holdings at about $2 trillion at the end of 2025, roughly 7% of $28.9 trillion in marketable Treasuries valued at market prices. Its article was published on August 19, 2026. This estimate of long cash holdings is reconstructed from Form PF filings and CFTC futures and options data. It does not measure basis trades alone. [3]
Counting sellers of futures provides only part of the answer. CFTC reports break down long and short positions by participant category. A contract’s purpose depends on the rest of the portfolio. A short can hedge a purchase, form part of a relative-value trade or express an outright market view. [21][10]
It resembles reading a bank statement with only the debits visible. An outgoing payment tells us something happened. It does not tell us whether the money bought an asset, repaid a loan or settled a loss. A derivative observed in isolation creates the same problem: the economic context is missing.
In a note published on June 22, 2026, Phillip Monin matches physical holdings, derivatives and repo funding reported by large funds to the SEC. The resulting strategy estimates are built through sequential allocation of exposures. The author stresses that the reporting does not label individual trades. These are approximations consistent with the available information. [11]
CFTC research using a different form, CPO-PQR, offers another view. Better separation of some positions comes with a different reporting perimeter. Comparing studies can test an interpretation; putting their totals together as though they came from one census would manufacture a misleading series. [20]
Our investigation uses public tables and their stated definitions. We have neither confidential filings nor individual trading books. The estimates illuminate how the market is organised. They do not identify a named fund’s position, loss or decision to sell.
April 2025: two trades, different paths
The most revealing comparison is in the monthly data published with the Fed note. Between the end of March and the end of April 2025, the estimated cash-futures basis position rises from $725 billion to $829 billion. Estimated swap-spread positions fall from $295 billion to $237 billion. Calculated from the rounded published values, those changes are plus $104 billion and minus $58 billion, respectively. [12]
The swap-spread trade uses a different hedge. A fund can buy repo-financed Treasuries and enter an interest-rate swap in which it pays a fixed rate and receives a floating one. That contract changes its rate sensitivity and creates exposure to the relationship between two markets. The commitments arise under separate agreements; they lack the same bond-delivery mechanism found in the cash-futures pair. [13]
By the end of May, estimated swap-spread positions are down to $192 billion, a $103 billion decline from March, or about 35%. The cash-futures estimate is then $798 billion, still above its March level. Both trades involve buying bonds with borrowed money. Their published paths through this episode differ markedly. [12]
The statistical limits matter. A change between two estimated stocks is not a measure of total sales. Positions closed and rebuilt within a month can disappear from the final snapshot. Valuation changes, new participants and the construction of the proxies also affect interpretation. The chart challenges an undifferentiated account of all leveraged positions. It cannot establish that one strategy alone caused market stress.
This distinction changes the investigation. Futures shorts, repo borrowing and a move in bond yields can occur together without describing a general liquidation of the same trade. Identifying the hedge tells us which relative price to examine and which conditions allow a fund to continue holding it.
[image: Month-end estimates · $bn · January 2023–September 2025 Source: Fed, Monin, figure 3 data published June 22, 2026. Changes in estimated positions, not sales flows.]
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Complete composition · Vertical composition
Published estimatesThe estimates follow different paths during the 2025 stress.End-March to end-April 2025 changes: +$104bn for cash-futures basis and −$58bn for swap-spread arbitrage. Rounded estimates derived from large-fund filings, not sales flows. Desktop: January 2023–September 2025; mobile: January–September 2025. [11][12][13]Selling before the lender says stop
Research on March 2020 supplies another useful corrective. Kruttli, Monin, Petrasek and Watugala find reduced arbitrage positions and cash accumulation despite relatively stable repo credit and limited contemporaneous investor withdrawals. The finding appears in their 2021 Fed working paper and in the abstract of the final article published in the Journal of Financial Economics in 2025. [14][15]
Average stability did not rule out pressure on particular strategies: the 2021 paper finds greater margin pressure and tighter financing terms for funds predominantly trading the basis. [14]
A manager can therefore reduce a portfolio before a bank withdraws financing. The logic is familiar. Anticipating that volatility will require more cash, the manager may prefer to release it now. That decision protects the fund while reducing the market’s capacity to carry bonds. Similar decisions can arrive together without any common instruction.
The distinction matters for policy. More available bank credit may address a refused loan. It does not ensure that a fund will keep a position once its own risk limits or expected liquidity needs make it unattractive. The availability of a resource and the willingness to use it are separate decisions.
The 2020 evidence has a limit of its own. Observed conditions developed during a crisis accompanied by public intervention. They do not show what repo credit would have looked like without that support. The research challenges an automatic explanation based on a general funding shutdown in the sample studied; it does not promise stable financing during the next shock. [14]
Concentration also matters. In Monin’s sample, the largest 50 funds account for about 90% of gross Treasury exposures in September 2025. The denominator is the funds’ exposure, including different position types. It is neither their share of US government debt nor a measure of potential losses. [11]
A conditional creditor
Europe is part of this structure too. In its May 2026 Financial Stability Review, the ECB distinguishes the comparatively small hedge fund sector domiciled in the euro area from global funds’ significant activity in its sovereign markets. Legal domicile and the location of risk describe different geographies. The US estimates used here cannot quantify those funds’ exact share of French OATs. [19]
A more recent observation comes from the ECB survey published on October 7, 2026, with responses from 26 large banks. For June to August, respondents reported slightly higher hedge fund leverage and slightly tighter non-price credit terms for these funds, despite an overall easing in credit conditions. These qualitative assessments cover euro-denominated securities financing and OTC derivatives; they measure neither OAT holdings nor individual funds’ sales. [23]
The industry’s strongest argument should be kept in view. Connecting markets and carrying securities supplies a useful intermediation service. Constraining that capacity can shift activity or make the service more expensive. This is central to MFA’s response to the IMF. The precise effect on government funding costs must still be established for each proposed measure. [17]
The Bank of England’s April 2026 consultation feedback also notes limited quantitative evidence behind some objections concerning costs or activity moving elsewhere. That calls for documented comparisons rather than an assumed mechanical effect from every minimum haircut. Additional capital has a cost. So do the forced sales it may help prevent. [18]
On July 17, 2026, Sarah Breeden, the Bank of England’s Deputy Governor for Financial Stability, explained that minimum haircuts could take portfolio-wide risk into account. In her assessment, a well-calibrated approach need not raise total margin costs where overall collateral is already adequate. The proposal remains under discussion; its effects would depend on the eventual design. [22]
The central issue is the duration of the investor’s commitment. A fund can hold a long-dated bond while intending to carry it only as long as its combination of financing, hedging and liquidity remains acceptable. The Treasury’s credit quality leaves that timing question unresolved.
Measuring the reliability of this demand requires looking beyond the amount bought. The hedge describes part of the price risk. Funding contracts establish maturities and rights. Resources that can actually be transferred determine whether the fund can wait. Public reporting reveals pieces of the structure, with delays and gaps that remain important.
Part four follows the money that makes waiting possible: the funds’ lenders, the collateral they receive and the obligations they retain in turn. The bond has reached a creditor. Its financing continues the journey.
Method and scope
Documentary investigation closed on October 11, 2026. Public series are dated by their statistical periods, separately from publication dates. The dollar amounts, rates, fees and margin calls in the examples are l0g assumptions. The 90-day calculation and intraday scenario are separate. No interviews, private portfolios or market returns have been invented. The references below link to the public data and methods; assumptions and calculations are set out in the article. Accessible working-paper versions and the publisher’s abstract are identified separately.
Sources and reading notes
	[1] US Treasury / Treasury Borrowing Advisory Committee. Discussion of Treasury Futures Positions Across Different Investor TypesPublication : January 30, 2024. Period / scope : Presentation dated 30 January 2024; structural discussion, not a current portfolio census.https://home.treasury.gov/system/files/221/TBACCharge1Q12024.pdf Futures demand can reflect duration management, allocation choices and operational constraints. Slides 10 and 17 discuss these uses.
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	[3] Office of Financial Research; Ted Berg and Daniel Stemp. Hedge Funds’ Cash Treasury Holdings Reach $2 TrillionPublication : August 19, 2026. Period / scope : End-2025 estimated cash Treasury holdings; publication 19 August 2026.https://www.financialresearch.gov/the-ofr-blog/2026/08/19/hedge-funds-cash-treasury-holdings/ Estimated physical holdings are distinguished from derivative exposures. The $28.9tn denominator is the market value of outstanding marketable Treasuries.
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Chapter 4
Government debt: the collateral chain
Who supplies the cash behind leveraged bond buyers? An investigation into collateral reuse, funding maturities and FICC’s Collateral-in-Lieu service.
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WHO HOLDS GOVERNMENT DEBT? · Part 4
A fund’s lender may itself borrow against the same bonds. Behind the collateral, a sequence of contracts, rights and deadlines determines how long funding remains available.
On December 23, 2025, three companies announced a transaction in the plumbing of the US government bond market. BNY Securities Finance and Federated Hermes had used a new service offered by FICC, the DTCC clearing house. Its name, Collateral-in-Lieu, sounds like a line on an administrative form. Its purpose is more substantial: when a repo already contains securities that provide protection, why tie up additional resources elsewhere? The announcement identified neither the loan amount nor the specific legal fund providing cash. It reported a first transaction and claimed a more efficient use of collateral. [1]
Eleven days earlier, the Securities and Exchange Commission had approved the arrangement. Its order sets out the participants’ obligations, the treatment of defaults and the conditions for accessing the securities. FICC’s rulebook dated August 26, 2026 provides an operative cross-check. Together, these documents show a change taking place behind government borrowing: the way investors lend to each other against public debt. [2][3]
The first three parts followed the bond’s issuance, the intermediary’s balance sheet, and the fund buying it with borrowed money. The next step is to examine the lender. That lender may also be borrowing. Securities then move between accounts while claims, deadlines and legal rights accumulate around them. Assessing the chain requires knowing who supplies the cash, for how long, and what each participant is entitled to recover.
The cash behind the loan
A money market fund pools investors’ cash for investment in short-term instruments. Repo is one outlet: the fund supplies cash against securities, with a subsequent reversal agreed between the parties. A New York Fed analysis published on September 28, 2026 places money funds’ private repo lending at roughly $1 trillion in January 2021 and $3 trillion in January 2026. These rounded figures are amounts outstanding, not money advanced over the course of a year. [4]
The money fund needs a place for its cash. At the other end of the market, a relative-value fund needs cash to finance its portfolio. A dealer structures transactions around their different requirements. Here, “dealer” means a market intermediary, often part of a banking group. It can lend to one customer and finance that claim with another counterparty. The New York Fed describes the connections by separating securities transfers, their operational management and the clearing of obligations. [5]
This adds another dimension to the question of who holds government debt. The bond buyer carries the economic exposure. The cash provider makes a shorter commitment secured against those securities. The intermediary connects the two. Each participates for a different reason, with a different incentive to stay.
Aggregate data identify groups of participants. They do not trace each dollar through named counterparties. Attributing the money funds’ roughly $3 trillion entirely to hedge funds would go beyond the evidence. An explicit illustration lets us follow the obligations without inventing a private transaction.
A $100 million portfolio supports two loans
A fund buys $100 million of bonds. As in the previous episode, it borrows $99 million in repo and contributes $1 million towards the purchase. The separate $1 million futures initial-margin deposit and $1 million cash reserve used in that earlier example remain outside the chain shown here. The fund still has $3 million of its own resources; we are isolating purchase financing.
The dealer advances the $99 million. To do so, it borrows $98 million from a money market fund and adds $1 million of its own cash. Securities received from the relative-value fund secure this second repo. The illustration holds bond prices constant and leaves out coupons, interest and margin movements to make the financing obligations visible.
The purchase is therefore supported by $98 million from the cash provider outside this chain, $1 million from the dealer and $1 million from the buyer. Yet the two repo contracts contain $197 million of gross principal, $99 million on one side and $98 million on the other. That sum measures successive claims. The underlying bond portfolio is still worth $100 million.
[image: l0g scenario · securities value and principal in US$ millions. Hypothetical model: constant prices; interest and margin excluded. Mechanism: FSB [06], OFR [07].]
[image: l0g scenario · securities value and principal in US$ millions. Hypothetical model: constant prices; interest and margin excluded. Mechanism: FSB [06], OFR [07].]
Complete composition · Vertical composition
Illustrative scenarioOne portfolio supports two successive commitments.Hypothetical example: the dealer lends $99m, borrows $98m and contributes $1m of cash; the buyer contributes $1m to the purchase. The $197m adds two private repo principals. The underlying securities are worth $100m. The fund’s separate $2m in futures margin and cash reserve from episode 3 remain outside this chain. [6][7]This distinction matters when reading market totals. Adding loans along a chain can help measure the commitments of its members. Treating their sum as the amount of government bonds involved would inflate the underlying portfolio. Looking only at the $100 million of securities, meanwhile, would conceal the payments owed between intermediaries. Each measure answers a different question.
The Financial Stability Board emphasises both the efficiency of collateral reuse and the connections it creates. Intermediation connects funding and investment needs that do not always match directly. With it, funding availability depends on several relationships operating together. [6]
Ownership moves; the exposure remains
Language about “pledging collateral” can suggest that the securities remain locked in the original holder’s name. French law governing pension livrée, the domestic form of repo, provides a different structure. Article L. 211-27 of the Monetary and Financial Code describes an outright transfer of ownership with reciprocal, irrevocable commitments to repurchase and return the securities at an agreed date and price. [8]
The accounting treatment follows the financing. Article L. 211-32 keeps the securities on the seller’s balance sheet and records the debt to the buyer as a liability. Legal title can therefore move while the bond remains recorded by the party financing it. This French treatment illustrates the distinction; a US transaction still requires examination of its own contract and applicable accounting standards. [9]
In our chain, the securities received by the dealer support its own borrowing. At maturity, equivalent securities must be returned under the agreement. That contractual obligation matters more than following an individual paper certificate. ICMA, the bond-market trade association, distinguishes repo’s transfer of ownership from rehypothecation, the reuse of pledged assets. Its explanation should be read alongside the law, rather than treated as a universal legal assurance. [11]
Within the European Union, Article 15 of the Securities Financing Transactions Regulation sets conditions for reuse. They include written information on risks and consequences, prior express consent to a right of reuse or express agreement to title transfer, and compliance with agreed terms. The information must address, among other things, the consequences of the collateral recipient’s default. Stricter restrictions can also apply. [10]
This is where the documentary problem becomes apparent. A map linking “bank”, “fund” and “custodian” cannot establish whether a security may be transferred again, on what terms, or for whose benefit. Answering those questions for a particular portfolio would require the executed agreements and their annexes. Public sources reveal rules and categories of transaction. They do not disclose every negotiated clause.
The dealer’s calendar
Give our two loans different maturities. The dealer advances $99 million for thirty days, while borrowing its $98 million for one day. At the first deadline, it owes the principal on the shorter loan, plus the contractual interest excluded from this illustration. Its claim on the fund will not mature until day thirty.
Even with a perfectly stable bond price and a solvent customer, the dealer must obtain cash. It can arrange another loan, use alternative funding or draw on liquid resources. The portfolio does not have to fall in value for this task to arise. The mismatch in commitments creates it.
That alone does not entitle the dealer to demand early repayment of a firm thirty-day loan. Default, margin and termination provisions must be assessed separately. An open repo, which has no fixed maturity, has a different structure again: termination follows the agreed notice provisions. Treating it as interchangeable with any loan renewed overnight would erase an important contractual distinction. [12]
[image: l0g scenario · US dollars · schematic timeline; interest excluded. A firm 30-day loan retains its terms. Open repo follows agreed notice provisions. ICMA [12]; l0g model.]
[image: l0g scenario · US dollars · schematic timeline; interest excluded. A firm 30-day loan retains its terms. Open repo follows agreed notice provisions. ICMA [12]; l0g model.]
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Illustrative scenarioThe first maturity comes before the customer repays.The dealer lends for thirty days and funds itself for one day. At the first maturity, $98m must be repaid or refinanced. Schematic dates, constant prices, interest excluded. Renewal must be arranged; the lender’s cash need does not erase a firm loan’s contractual terms. [7][12]The Office of Financial Research examined maturities across nine dealers’ portfolios on three dates in June 2022. Its November 2024 brief matches collateral received and reused across four maturity buckets. These statistical matches, by dealer and CUSIP security identifier, use allocation conventions; they do not trace every contract individually. $48.68 billion sits in a particular combination: securities received against loans lasting eight to thirty days, then reused to obtain overnight funding. The sample spans several repo segments and collateral categories, rather than Treasuries alone. [7]
Regrouping the published cells gives $172.93 billion where funding falls into a shorter bucket than the loan, against $72.28 billion in the opposite direction, a ratio of 2.39. Same-bucket matches account for $359.12 billion. Even those can contain different actual dates: two transactions labelled “eight to thirty days” need not mature together. [7]
[image: Reused collateral outstanding · 9 dealers · average of June 15, 22 and 30, 2022 · US$bn. Source: OFR [07], figure 8; l0g regrouping. Same bucket ≠ same date. Multiple collateral types.]
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Complete composition · Vertical composition
Published data · l0g calculationsThe 2022 sample shows a measurable asymmetry.The 16 cells reproduce OFR figure 8, published November 14, 2024. Rows describe how long dealers lend cash; columns describe their own borrowing. l0g calculation: 172.93 / 72.28 = 2.3925. This rounded matrix totals $604.33bn. The buckets do not establish exact maturity matching or describe the market in 2026. [7]These are observations from a limited historical sample, not a measure of positions in October 2026. They make a financing choice visible. An intermediary can give its customer more time than it obtains from its own lender. It provides a service while retaining the task of refinancing. Evaluating its resilience would then require its liquidity resources, other funding providers and committed facilities.
Zero haircuts and negotiated protection
The loan amount relative to the securities’ value is another negotiation. In our example, advancing 99 against 100 of collateral produces a 1% financing discount, or haircut. It leaves a cushion for the lender if the securities must be sold at an unfavourable price. At the next link, the dealer borrows 98 against the same 100, implying a 2% haircut.
In August 2025, the OFR published results from its collection on non-centrally cleared bilateral repo. On a daily-average basis from January 2 to May 30, 2025, across all collateral types, 56% of outstanding balances had a zero haircut, 34% a positive haircut and 10% a negative one. Excluding affiliated counterparties, the zero-haircut share was 42%. A negative haircut here means the cash lent exceeds the securities’ value. Excluding affiliates changes the denominator; it does not show a decline over time. [13]
[image: Uncleared bilateral repo · January 2–May 30, 2025 · shares of outstanding. Source: OFR [13], August 12, 2025. All collateral. Transaction haircuts do not capture every protection.]
[image: Uncleared bilateral repo · January 2–May 30, 2025 · shares of outstanding. Source: OFR [13], August 12, 2025. All collateral. Transaction haircuts do not capture every protection.]
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Published observationsThe haircut must be read with its population.56% zero, 34% positive and 10% negative: outstanding uncleared bilateral repo, all collateral, January 2–May 30, 2025. The 42% figure excludes affiliated counterparties from its denominator. It is neither a 14-point historical decline nor a measure of all portfolio margin. [13][14]A zero haircut describes the relationship between cash and securities within the transaction. Other protections may apply to the portfolio, the counterparty or an agreement allowing several obligations to be closed out together. A Federal Reserve study on proportionate margining considers these offsets and the risks faced on both sides. The original holder of the security, now borrowing cash, also needs the asset returned. [14]
The next question is what legal rights and resources the lender relies on when the visible haircut is small. An attractive economic hedge on a trading screen provides legal protection only to the extent that it can be used under the governing contracts. Comparing haircuts outside that broader portfolio context supplies a reason to investigate, rather than a complete ranking of risk.
Commercial incentives deserve scrutiny nonetheless. In a thematic review published on October 5, 2023, the UK’s Prudential Regulation Authority identified practices in which certain important clients’ haircuts were not subject to independent risk approval, alongside the influence of market conventions and commercial pressure. That historical review concerned the firms examined. It did not provide a list of institutions to accuse of the same conduct today. [15]
The question remains current. In a piece published on July 17, 2026, Bank of England deputy governor Sarah Breeden recognised the value of portfolio offsets while stressing legal robustness, stress assessment and governance. Attractive financing helps win customers. Its protection must still work when the positions involved stop moving conveniently together. [16]
Existing collateral, additional margin
Return to the transaction announced in December 2025. It belongs to a structure in which a cash lender can use both a collateral-management agent and central clearing. Those are different functions. A tri-party agent manages accounts and the agreed transfers. A central counterparty interposes itself in the obligations it accepts, applying its own protection framework. A custodian’s presence alone does not make it the guarantor of a loan. [5]
In FICC’s Sponsored GC service, the lender accepts securities from an eligible pool. The initial exchange of cash for securities settles away from the clearing house. The return leg is novated once submission, matching and initial-leg settlement conditions are met: the original return obligations are replaced with obligations involving FICC under its rules. The earlier structure described by the SEC could combine collateral already delivered to the lender, a guarantee from its sponsor, the member providing access to FICC, and additional margin resources. [2]
Collateral-in-Lieu offers another route for the relevant cash lender obligations. The lender grants FICC a security interest in the securities held in its tri-party account. The rulebook governs the use of that protection in place of certain requirements separately involving the sponsor and margin. The clearing house can rely on the transaction’s existing collateral. Access conditions and provisions for additional resources remain. [2][3]
A second, independent illustration makes the calculation clear: $100 million in cash against $102 million in securities. The minimum 2% CIL haircut is defined relative to the initial cash amount. It therefore requires $2 million of additional securities. Relative to the $102 million of collateral, that difference is approximately 1.96%. The denominator explains the difference from the convention used in our first scenario. The rulebook requires at least thirty business days’ notice of changes to the required haircut and excludes already novated trades from those changes. That boundary separates future financing terms from accepted commitments. [3]
[image: Collateral-in-Lieu · simplified mechanism · illustrative $100m cash loan. SEC [02], FICC [03]: 2% of initial cash. Only the end leg is novated. Additional requirements may apply.]
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Verified rules · hypothetical amountsA clearing-house security interest over collateral already delivered.Simplified CIL mechanism with hypothetical amounts. The 2% minimum uses initial cash: $100m against $102m of securities. The start leg settles away from FICC; only the end leg is novated. The security interest replaces certain separate protections, subject to the rulebook and possible additional requirements. It is not another loan secured against those securities. [1][2][3]The operators’ claimed saving comes from reducing additional resource requirements when this protection can be recognised. It could make some transactions cheaper or support more activity with given resources. The launch announcement measures neither the effect on prices nor its market-wide scale. It cannot support a quantified claim about the collective benefit. [1]
The security interest also depends on careful legal engineering. The rulebook annex governs custodian instructions, collateral withdrawals and the effects of default notices. Transfers and releases must respect the prescribed settlement conditions. FICC’s rights do not amount to unrestricted access to the securities while ignoring cash owed to the lender. The arrangement is designed to permit completion of the transaction despite a participant’s failure. [3]
The change in protection is the key point. In our first chain, collateral reuse supports a second repo and supplies additional financing. Under CIL, a security interest for the clearing house uses securities already present to protect the cleared transaction. Asset circulation and the allocation of rights serve different purposes. A diagram showing one bond connected to several corporate logos would conceal that distinction.
Settlement of accepted obligations
What does this architecture offer the investor holding government debt? Better-organised performance of accepted obligations, subject to the clearing house’s rules and resources. A fund seeking to keep its portfolio beyond maturity still needs the next financing transaction. The contract ending today and the possible contract starting tomorrow remain separate decisions.
Consider the dealer’s $98 million again. Effective clearing can support completion of today’s transaction. It cannot compel the money fund to lend again thirty seconds later. The clearing house can facilitate transfers and manage accepted risks without taking responsibility for all its members’ future plans. Confusing reliable settlement with a revolving credit commitment would erase the calendar we have just reconstructed.
That calendar meets the timetable of US market reform. The SEC set compliance dates of December 31, 2026 for covered cash-market transactions and June 30, 2027 for eligible repos. As of October 11, 2026, both are still ahead. Eligibility conditions matter: the requirement does not apply uniformly to every transaction involving US government debt. [18]
The move into clearing is not a smooth upward progression. In an August 20, 2026 post, the OFR reported a 72% peak at year-end 2025, followed by a plateau around 62%, for fixed-term Treasury repos between non-affiliated counterparties. Its observations run through April 23, 2026. Across the broader universe of all Treasury repo, the plateau is close to 46%. Those shares describe different populations. The fixed-term, non-affiliated subset approximates the reform’s scope; it does not account for every regulatory exclusion. [19]
[image: Shares of Treasury repo outstanding · observations through April 23, 2026. Sources: OFR [19] (August 20, 2026), SEC [18]. Rounded shares. Regulatory dates cover eligible transactions.]
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Published observationsA peak, a plateau and two statistical universes.The fixed-term non-affiliate subset reaches 72% at year-end 2025, then roughly 62% at the plateau. The figure near 46% covers all Treasury repos. OFR observations span July 1, 2025–April 23, 2026, published August 20. Compliance deadlines are still ahead on October 11, 2026 and apply within the regulatory scope. No causal effect of CIL is isolated. [18][19]A retreat from a year-end peak cannot, on its own, establish the reform’s outcome. Funding choices, changes in the market’s composition and calendar effects can all contribute. Nor can that pattern be attributed to CIL simply because its launch occurred around the same time. The published observations do not isolate the service’s causal contribution.
Commercial arrangements are still adapting. On July 30, 2026, SIFMA published a model clearing agreement for done-away transactions, in which the executing intermediary and clearing provider can be different firms. A template helps parties negotiate responsibilities. It does not establish that every investor has found a provider, or that the agreements ultimately signed have identical terms. [20]
Protection has a funding cost
Requiring more margin can look prudent when examining one transaction. The next questions are where the necessary assets will come from, when they will be available and how the requirement will change the price or duration of credit. Protecting one lender meets the functioning of the wider market at precisely that point.
In its feedback statement published on April 1, 2026, the Bank of England set out the debate on gilt repo resilience. Responses raised the costs of haircut floors and possible migration of activity. Several issues attracted little quantitative evidence. Work planned for 2026 and possible proposals in early 2027 do not constitute an adopted minimum haircut. [17]
The Financial Policy Committee record published on September 30, 2026 confirms that work on central clearing and minimum haircuts is continuing. Proposals are still envisaged for early 2027; policy development remains under way. [21]
The objections deserve testing even when raised by participants with a commercial interest in favourable financing. Depending on its calibration, a rule making longer loans much more expensive could encourage shorter borrowing. This conditional argument describes an effect to test. It would strengthen one cushion while increasing the frequency of refinancing. Conversely, accepting every proposed portfolio offset without scrutiny could make protection depend on correlations that weaken under stress. The comparison must include these competing effects without inventing their numerical importance.
The name of a bondholder can no longer carry the whole explanation of demand for government debt. It needs to be accompanied by a funding chain and a calendar of rights. The bond can remain sound while a lender wants its cash back. An intermediary can honour its customer’s contract while searching for replacement funding. A clearing house can protect accepted obligations without promising to extend them.
The next episode will follow the moment when this architecture creates a specific demand: deliver additional cash or securities by a particular deadline. One distinction already improves the reading of the market: collateral requirements and funding duration are negotiated separately. The chain’s resilience depends on how they fit together.
The fifth instalment follows margin calls and the mobilisation of reserves when collateral must arrive before the next deadline.
Method and scope
This episode draws on institutional publications, market rules and legislation accessed on October 11, 2026. The $100 million transactions are hypothetical. The OFR matrix’s 16 cells were transcribed and regrouped by maturity bucket; the cells below the diagonal sum to $172.93 billion and those above it to $72.28 billion, giving 172.93 / 72.28 ≈ 2.39. The diagonal totals $359.12 billion; all 16 cells total $604.33 billion. No interviews, executed private contracts or confidential portfolios are represented as obtained. CIL’s operators supplied the launch announcement; the SEC approval and FICC rulebook were used to cross-check the mechanics. Date, coverage and collection limitations are stated in the text, captions and references below.
Sources and reading notes
	[1] DTCC / BNY / Federated Hermes. DTCC’s FICC and BNY Launch Collateral-in-Lieu ServicePublication : December 23, 2025. Period / scope : First trade announced on December 23, 2025.https://www.bny.com/corporate/global/en/about-us/newsroom/press-release/dtccs-ficc-and-bny-launch-collateral-in-lieu-service-via-bnys-global-collateral-platform.html Joint participant announcement. BNY Securities Finance and Federated Hermes are named, but no trade amount or specific legal fund is disclosed. Claimed benefits are not independently measured outcomes.
	[2] SEC. Order approving SR-FICC-2025-019, Release 34-104374APublication : December 12, 2025. Period / scope : Regulatory approval dated December 12, 2025; CIL design.https://www.sec.gov/files/rules/sro/ficc/2025/34-104374a.pdf Final approval order, not merely a proposal. The Sponsored GC start leg settles away from FICC; the end leg is novated. Exceptions and additional resources remain.
	[3] FICC / DTCC. Government Securities Division Rulebook, as of August 26, 2026Publication : August 26, 2026. Period / scope : Rulebook version dated August 26, 2026, accessed October 11.https://files.dtcc.com/download/assets/FICC-GSD%2BRulebook%2B%E2%80%93%2B2026-0826%2BFinal.pdf/b6c07124ceb411f09c9062cd3fe05a01 Operative rulebook cross-check. CIL minimum uses initial cash as its base; changes require advance notice and do not apply to already novated trades. Custodian instructions and lien enforcement are constrained. Targeted reading, not an exhaustive audit of 381 pages. Current rulebook cross-check: FICC Government Securities Division Rulebook.
	[4] Federal Reserve Bank of New York. Who’s Borrowing and Lending in Repo Markets?Publication : September 28, 2026. Period / scope : Private MMF repo lending: January 2021 and January 2026; rounded values.https://libertystreeteconomics.newyorkfed.org/2026/09/whos-borrowing-and-lending-in-repo-markets/ Approximately $1tn and $3tn in private lending outstanding. These are stocks, not annual flows or loans directly attributable solely to hedge funds. Authors’ views.
	[5] Federal Reserve Bank of New York. Follow the Cash! Microstructure of Repo MarketsPublication : September 29, 2026. Period / scope : Repo market structure; observations published through Q1 2026.https://libertystreeteconomics.newyorkfed.org/2026/09/follow-the-cash-microstructure-of-repo-markets/ BNY acts as agent in uncleared tri-party repo. Separate collateral management from CCP counterparty risk. The older haircut statistic repeated in the post is not used; the OFR 2025 collection is preferred.
	[6] Financial Stability Board. Vulnerabilities in Government Bond-backed Repo MarketsPublication : February 4, 2026. Period / scope : International review; main stocks at end-2024 and cited historical studies.https://www.fsb.org/uploads/P040226.pdf Reuse improves efficiency while creating interdependencies. Measurement conventions preclude treating every gross amount as unique securities. Global totals are not added to US data.
	[7] Office of Financial Research. Repo Market Intermediation: Dealer Cash and Collateral Flow Management across the U.S. Repo Market, Brief 24-07Publication : November 14, 2024. Period / scope : Nine dealers; average of June 15, 22 and 30, 2022. Figure 8, matched reused collateral outstanding.https://www.financialresearch.gov/briefs/files/OFRBrief-24-07-repo-market-intermediation.pdf All 16 Figure 8 cells are transcribed. Their rounded sum is $604.33bn: lower triangle $172.93bn, upper triangle $72.28bn, diagonal $359.12bn. Maturity buckets do not identify exact maturity dates. No extrapolation to 2026.
	[8] Légifrance. Code monétaire et financier, article L211-27Publication : undated page; version specified below. Period / scope : Version in force since January 3, 2018; accessed October 11, 2026. Event / version: January 3, 2018.https://www.legifrance.gouv.fr/codes/article_lc/LEGIARTI000035727159 French law specifies outright title transfer and reciprocal repurchase/resale undertakings.
	[9] Légifrance. Code monétaire et financier, article L211-32Publication : undated page; version specified below. Period / scope : Version in force since January 10, 2009; accessed October 11, 2026. Event / version: January 10, 2009.https://www.legifrance.gouv.fr/codes/article_lc/LEGIARTI000020096114 The seller retains the security on its balance sheet and records a liability. French law illustrates the legal/accounting distinction; it does not settle every IFRS or US GAAP case.
	[10] ESMA / Union européenne. SFTR, Article 15: Reuse of financial instruments received under a collateral arrangementPublication : undated page; version specified below. Period / scope : Regulatory text accessed October 11, 2026; Regulation (EU) 2015/2365.https://www.esma.europa.eu/publications-and-data/interactive-single-rulebook/sftr/article-15-reuse-financial-instruments Written risk information and express agreement, followed by conditions on exercise of reuse. Stricter sectoral and national rules remain applicable.
	[11] ICMA. FAQ 10: What is “rehypothecation” of collateral?Publication : undated page; version specified below. Period / scope : Technical explanation accessed October 11, 2026; publication date not established.https://www.icmagroup.org/market-practice-and-regulatory-policy/repo-and-collateral-markets/icma-ercc-publications/frequently-asked-questions-on-repo/10-what-is-rehypothecation-of-collateral/ Interested industry source used for contractual conventions. Precise legal treatment depends on contract and jurisdiction; checked against SFTR and the FSB.
	[12] ICMA. FAQ 12: What is an open repo?Publication : undated page; version specified below. Period / scope : Market convention accessed October 11, 2026; publication date not established.https://www.icmagroup.org/market-practice-and-regulatory-policy/repo-and-collateral-markets/icma-ercc-publications/frequently-asked-questions-on-repo/12-what-is-an-open-repo/ An open repo differs from a rolled overnight repo. Termination follows agreed notice; it does not make a fixed 30-day loan freely recallable.
	[13] Office of Financial Research. Are Zero-Haircut Repos as Common as Advertised?Publication : August 12, 2025. Period / scope : Non-centrally cleared bilateral repo outstanding, all collateral; January 2–May 30, 2025.https://www.financialresearch.gov/the-ofr-blog/2025/08/12/are-zero-haircut-repos-as-common-as-advertised/ 56% zero, 34% positive, 10% negative. The zero share is 42% after affiliates are excluded: a different denominator, not a time trend. The separate 65% hedge-fund figure is documented but not foregrounded here.
	[14] Federal Reserve Board. Proportionate margining for repo transactionsPublication : February 14, 2025. Period / scope : Methodological analysis by R. Jay Kahn and Matthew McCormick; not a new rule.https://www.federalreserve.gov/econres/notes/feds-notes/proportionate-margining-for-repo-transactions-20250214.html Both sides of repo face default risk. A uniform floor may miss portfolio offsets and securities-driven trades. This article’s hypothetical examples are separate.
	[15] Bank of England / PRA. Fixed income financing thematic review: letter to Chief Risk OfficersPublication : October 5, 2023. Period / scope : Supervisory review published in 2023, including lessons from the 2022 LDI stress.https://www.bankofengland.co.uk/prudential-regulation/letter/2023/fixed-income-financing-thematic-review Anonymised findings at reviewed firms: commercial pressures and insufficient controls. They do not identify a named bank or establish that no remediation occurred later.
	[16] Bank of England. Gilt edged resilience: strengthening liquidity provision in the repo marketPublication : July 17, 2026. Period / scope : Sarah Breeden article based on May 28, 2026 remarks; chart data subsequently updated. Event / version: May 28, 2026.https://www.bankofengland.co.uk/bank-insights/2026/gilt-edged-resilience-strengthening-liquidity-provision-in-the-repo-market Recognises portfolio-margining benefits while requiring robust legal documents, governance and stress tests. A central-bank position, not a causal estimate of reform effects.
	[17] Bank of England. Enhancing the resilience of the gilt repo market: discussion paper feedback statementPublication : April 1, 2026. Period / scope : Feedback on the September 2025 consultation; work planned for 2026–27.https://www.bankofengland.co.uk/paper/2026/discussion-paper/enhancing-the-resilience-of-the-gilt-repo-market-discussion-paper-feedback-statement The consultation concerns potential reforms. Cost and activity-migration objections supplied limited quantitative evidence. No universal UK haircut obligation is portrayed as adopted.
	[18] SEC. SEC Extends Compliance Dates and Provides Temporary Exemption for Rule Related to Clearing of U.S. Treasury SecuritiesPublication : February 25, 2025. Period / scope : Compliance timetable, cross-checked with SIFMA documentation from July 2026.https://www.sec.gov/newsroom/press-releases/2025-43-sec-extends-compliance-dates-provides-temporary-exemption-rule-related-clearing-us-treasury December 31, 2026 for eligible cash transactions; June 30, 2027 for eligible repos. These dates do not imply universal worldwide clearing. Timetable cross-checked against the SEC implementation page updated September 23, 2026: Treasury Clearing Implementation.
	[19] Office of Financial Research. Central Clearing in Treasury Repos Plateaued in Q1 2026Publication : August 20, 2026. Period / scope : July 1, 2025–April 23, 2026; two distinct denominators.https://www.financialresearch.gov/the-ofr-blog/2026/08/20/central-clearing-treasury-repos-plateaued/ Non-affiliate fixed-term subset: 72% year-end 2025 peak, then about 62%. All Treasury repo: approximately 46% at the plateau. Simplified eligibility proxy, rounded values predating October. No causal attribution to CIL.
	[20] SIFMA. SIFMA Publishes U.S. Treasury Done-Away Securities Clearing AgreementPublication : July 30, 2026. Period / scope : Model-agreement publication on July 30, 2026.https://www.sifma.org/news/press-releases/sifma-publishes-u-s-treasury-done-away-securities-clearing-agreement A clearing provider can differ from the executing broker. Industry source; the template’s existence establishes neither universal adoption nor guaranteed crisis access. No claim to have audited executed client contracts.
	[21] Bank of England. Financial Policy Committee Record – September 2026Published September 30, 2026. Meeting of September 25; paragraph 32, gilt repo reform.https://www.bankofengland.co.uk/financial-policy-committee-record/2026/september-2026 Central clearing and minimum haircuts under development, with possible proposals in early 2027.


Chapter 5
Government debt: the margin-call deadline
From the LDI crisis to clearing-house payment schedules: how margin calls mobilise portfolios and shift selling pressure into other markets.
12 October 2026 · Online article
WHO HOLDS GOVERNMENT DEBT? · Part 5
A portfolio built to finance pensions may have to find cash before eleven. Contracts, payment schedules and buffer replenishment then determine who can keep holding government debt.
On the evening of September 27, 2022, several asset managers warned the Bank of England that funds invested in British government debt were at risk of having negative net asset values. Some might have to begin winding up the next morning. The warning appears in the letter that Jon Cunliffe, then a deputy governor, sent to Parliament on October 5. His account describes an imminent threat reported by market participants and the overnight preparations for the intervention announced on September 28. [1]
British yields had risen sharply after the fiscal measures announced on September 23, against a backdrop of global monetary tightening. The speed of the move exposed vulnerabilities among investors reliant on short-term financing. [2]
These funds helped pension schemes manage their promises to retirees. They held government bonds, used derivatives and borrowed against securities. Earlier instalments followed the auction, dealers’ balance sheets, leveraged buyers and the collateral chain. That evening, its commitments converged on a deadline far closer than any pension payment: additional resources had to arrive before positions could be closed under the contracts.
A portfolio’s value, a pension scheme’s funding position and the cash available in an account are different measures. Higher interest rates can improve the relationship between a scheme’s assets and the discounted value of its future pensions while producing losses inside its investment vehicle and an immediate demand for collateral. The parliamentary investigation documented that coexistence, along with widely differing outcomes across schemes. [3]
A margin call turns the mismatch into an enforceable obligation. It specifies an amount, an acceptable form of payment or collateral, and a deadline. The bondholder must find an eligible asset, a lender or a buyer. Settlement schedules start to determine the fate of an investment intended to last for decades.
Buffers have grown since 2022. [17] Supervisory documents available in 2026 describe meaningful improvements in LDI resilience. They also expose a harder question: once investors have absorbed a shock, how quickly do they rebuild their reserves, and which markets receive the resulting sell orders? [12][18]
Two balance sheets, one rate shock
A British defined benefit pension scheme promises payments under established rules. To assess those commitments, it converts future payments into a present value using a discount rate. When that rate rises, the measured liability can fall substantially. Members remain entitled to their promised pensions under the scheme’s terms; the financial valuation of that promise changes. [3][8]
Liability-driven investment, or LDI, arranges investments around those obligations. Exposure to long-dated bonds and inflation helps assets move more closely with liabilities. Some arrangements use borrowing or derivatives to obtain that exposure with only part of the scheme’s capital, leaving resources invested elsewhere. Those instruments introduce collateral requirements that can change quickly. [8][9]
Consider a fictional scheme with £1 billion of assets and £1 billion of discounted pension liabilities. Following a rate shock, assume that assets are worth £900 million and liabilities £800 million. Its funding ratio rises from 100% to 112.5%. Assets have lost £100 million, but the measured liability has fallen by £200 million. These are illustrative assumptions, not estimates for an actual scheme or a calibration of its interest-rate sensitivity.
[image: Before: assets 1000, discounted pension liabilities 1000. After: assets 900, liabilities 800. Funding ratio rises from 100% to 112.5%. No cash is received from the liability revaluation.]
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Complete composition · Vertical composition
Illustrative l0g scenarioThe funding ratio rises even as asset values fall.Fictional balance sheet in £ millions: 1,000/1,000 before the shock, then 900/800. The 112.5% ratio divides assets by discounted pension liabilities. The £100 m surplus is not a cash receipt. Promised payments are assumed unchanged. [3][8]The £100 million funding surplus produced by that calculation sends no money to the scheme’s bank account. Some investments have genuinely lost value. The LDI manager may have to pay cash to derivatives counterparties or increase the collateral supporting a loan. To recapitalise the investment vehicle, the scheme must mobilise resources held in another part of its portfolio.
The separation matters especially when several schemes invest in a pooled LDI fund. The vehicle has its own assets, contracts and net asset value. Its investors’ other resources sit elsewhere, subject to their own decision-making procedures. An improvement in the overall funding of pensions cannot prevent a particular investment fund from exhausting its equity. Cunliffe’s letter explicitly reports the threat of negative net asset values. Describing the entire crisis as a delayed bank transfer would erase that solvency risk. [1]
Interest-rate hedging serves a genuine economic purpose. It can protect a scheme from a sharp increase in its deficit when yields fall. The hedge’s durability depends on the capacity to live through the opposite move. Choosing a hedge therefore also means choosing a treasury arrangement: accessible assets, delegated authority and agreements that can be executed within counterparties’ deadlines.
Collateral demanded by counterparties
Several different demands can fall under the everyday label of a margin call. Their functions and accounting treatment differ.
Variation margin follows changes in a position’s market value. A loss on a derivative triggers a transfer that settles or collateralises the resulting exposure, depending on the contract’s legal structure. In central clearing, a clearing house stands between its members and organises those payments. LCH Ltd specifies that variation margin must be provided in cash in the currency of the underlying exposure. [6][7]
Initial margin covers potential losses over the time needed to manage a default and close or replace positions. It may increase as the risk model, volatility or portfolio changes. Additional initial margin therefore cannot be treated in full as a loss already incurred. It provides resources available under the relevant default arrangements. International work on transparency addresses, among other things, how participants can anticipate changes in those requirements. [5]
A repo, the secured financing arrangement examined in the previous instalment, provides a third source of calls. In a separate example, £100 million of securities supports a £98 million loan. Here the 2% haircut is measured against the collateral’s market value. If the securities fall to £95 million while the haircut stays unchanged, they support only £93.1 million of borrowing. Restoring the original protection requires a £4.9 million loan repayment, or £5 million of additional eligible securities. Interest and other costs are excluded. [16]
A price decline can therefore trigger a demand for resources without any increase in the haircut percentage. A higher haircut would add to the requirement, provided the contract permits the change or the lender imposes it on a new transaction. Our example does not invent a right to rewrite an existing fixed-term loan at will.
[image: Three independent contracts require cash by 11:00: variation margin 12, additional initial margin 4, repo adjustment 6; total 22. The model assumes no cross-contract netting.]
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Illustrative l0g scenarioThree payments with different purposes fall due together.Independent of the £100 m repo example in the text: 12 of variation margin, 4 of additional initial margin and 6 of repo cash adjustment, all due at 11 a.m. No cross-contract netting right is assumed. [5][6][16]The manager must match each demand with its recipient. Securities may qualify for one collateral obligation but be unusable for a cash payment. A receivable from one counterparty cannot automatically extinguish a payable to another. Netting requires a legal basis and an operational mechanism. A consolidated spreadsheet supplies neither.
At eleven, the shortfall is fourteen million
Now construct a fictional trading day, independent of the repo example. An investor must provide £12 million of variation margin, £4 million of additional initial margin and a £6 million cash adjustment on a repo by 11 a.m. The three commitments are separate and cannot be netted against one another. The total requirement is £22 million.
At 8 a.m., the investor has £3 million of unencumbered cash. A committed credit line delivers £5 million at 10 a.m. The investor also expects an £8 million variation-margin receipt on another position at 3 p.m., followed by £6 million from a money-market fund redemption at 9 a.m. on the next business day. These times and amounts are assumptions, not records from an identified manager.
Across the whole period, resources do add up to £22 million. Only £8 million is available at the 11 a.m. deadline. The shortfall is £14 million. A treasury forecast must identify the largest gap at each deadline, rather than rely on a reassuring balance at the end of the following day.
[image: Cumulative resources at 08:00, 10:00, 11:00, 15:00 and next-business-day 09:00 are 3,8,8,16,22. Calls become due at 11:00 and total22. Peak unfunded requirement is14. Variants reduce it to6,10,2.]
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Illustrative l0g scenarioThe peak funding need is £14 m at eleven.Cumulative resources reach 22 the next day, but only 8 by the deadline. Hatched areas show bridge financing that must be arranged, not permission to pay late. Variants bring forward a receipt or assume free securities qualify for initial margin. Time spacing is not proportional. [4][7]The diagram shows a bridge-financing requirement. It assumes neither an unauthorised overdraft nor a clearing house willing to overlook a late payment. At 3 p.m., the £8 million receipt would reduce the outstanding bridge to £6 million. The final receipt would then repay that bridge, excluding interest. The initial £5 million credit line would remain drawn under its own terms. In the meantime, the investor must secure that bridge or adjust positions early enough to meet its obligations.
Faster incoming payments would change the outcome. Bringing the £8 million receipt forward to before 11 a.m. reduces the peak requirement to £6 million. In another variant, using already available, eligible securities to cover the £4 million initial-margin increase reduces the cash gap to £10 million. Combining both changes leaves £2 million to finance. Each improvement requires enforceable rights and accessible assets; the scenarios do not assume that every market infrastructure offers those options.
In the first variant, the underlying economic gain or loss is unchanged. Earlier payment does not alter the gain that generated the receivable. It does, however, reduce reliance on a very short-term lender. That is the calendar’s distinct contribution. It becomes particularly valuable when many investors seek cash simultaneously.
From the losing position to the winning one
The interval between outgoing and incoming payments also exists within market infrastructure. In their final report of January 15, 2025, the Committee on Payments and Market Infrastructures (CPMI) and the International Organization of Securities Commissions (IOSCO) state that 32% of responding clearing houses pass variation margin through in the same payment cycle and currency, under the survey’s specific definition. The overall sample comprises 28 clearing houses, seven clearing members and three clients. The percentage counts respondents; it is not weighted by the money they handle. [7]
[image: 32% of responding CCPs pass through variation margin within the same payment cycle and currency under the report definition. Survey sample:28CCPs,7clearingmembers,3clients. The settlement sequence below is schematic, not a measured CCP schedule.]
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Published survey · disclosed samplePaying the recipient is a separate stage.32% of responding CCPs pass through in the same cycle and currency under the CPMI–IOSCO definition. Sample: 28 CCPs, 7 members and 3 clients. The percentage is unweighted by money handled. The sequence is schematic; the report is dated January 15, 2025. [7]That observation makes the mismatch in our fictional day plausible. It does not identify those hours as the schedule of a particular clearing house. The report is also a dated piece of evidence, rather than a survey refreshed in October 2026. An improvement at the first stage may fail to reach the next: a clearing member’s arrangements with its client have their own rules.
LCH Ltd’s operational page shows the other side of the timetable. The bank operating through its Protected Payments System must confirm an intraday call within one hour of receiving the instruction. This is a requirement for the payment bank’s confirmation. Presenting it as a uniform deadline imposed on every underlying pension fund would collapse several distinct layers into one. [6]
Short deadlines have a purpose. A counterparty that allows losses to accumulate without additional resources increases its default exposure. Immediate collection protects a clearing house’s members against that risk. The Financial Stability Board’s focus on investors’ preparedness reflects the need for credit protection and liquidity resources to work together. [4]
Tracing the timetable also prevents two mistakes. Margin collected is not automatically revenue for a bank or a clearing house. Depending on its nature, it settles an exposure or secures an obligation. Equally, the existence of an economic winner on the other side of a price move does not mean that cash has instantly reached the participant who needs to make a payment elsewhere.
The process can improve while retaining its protections: more predictable schedules, coherent payment agreements and collateral prepared in advance. Any optimisation must preserve settlement certainty and respect the relevant currencies, accounts and legal rights. Additional time granted to one participant prolongs another’s exposure. That trade-off deserves explicit measurement rather than disappearing inside a daily average liquidity figure.
The sales of 2022 leave a measurable trail
The Bank of England’s Financial Stability Report, published on December 13, 2022, estimates that LDI funds and pension schemes faced more than £70 billion in margin and collateral calls during the crisis. Between September 23 and October 14, gilt sales amounted to roughly £23 billion by LDI funds and £14 billion by defined benefit schemes. Other asset sales and existing cash buffers also contributed resources. [2]
[image: BoE estimates: margin and collateral calls exceed70 billion pounds for LDI funds and pension schemes. Gilt sales approximately23billion by LDI funds and14billion by DB schemes. Other resources also used; subtracting sales from calls would not give a measured cash shortfall.]
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Published historical estimatesCollateral demands and asset sales measure different things.BoE estimates for September 23–October 14, 2022, published December 13: over £70 bn of calls, approximately £23 bn of gilt sales by LDI funds and £14 bn by DB schemes. The arrow marks a lower bound. These different measures cannot establish a residual cash requirement by subtraction. [2]Those three numbers are not a complete funding reconciliation. Calls can require different forms of collateral; the sales measure transactions in a particular category of securities. The statistics aggregate participants and operations for which this investigation has no individual account records. Subtracting 23 and 14 from 70 to announce a residual “cash hole” would produce a number without a defensible definition. The lower bound of “more than 70” already rules out that apparent precision.
The transmission mechanism is nevertheless documented. Falling prices increase collateral demands. Funds sell long-dated bonds to reduce leverage or obtain resources. Their sales meet an already impaired market. The same asset is an investment, collateral and a source of liquidity. When many holders try to sell it, those three uses come under pressure together. [2][9]
Pension outcomes also depend on when hedges are reduced. A scheme that loses its protection against rate movements can become more vulnerable if the market subsequently reverses. The parliamentary report examines those difficulties while recording an aggregate improvement in pension funding. Market losses, transaction costs and changes in the valuation of pension obligations therefore need to be assessed separately. [3]
The 2022 episode shows how a long-term strategy can turn into a succession of very short-term decisions. A pension payable in twenty years creates no additional cash transfer that morning. The contract used to hedge its interest-rate risk may require resources during the trading session. That asymmetry can turn a holder of government debt into an urgent seller.
Stronger reserves and settlement deadlines
The authorities made concrete changes after the crisis. Guidance published by The Pensions Regulator on April 24, 2023 separates an operational buffer from a market-stress buffer. In the framework described, the latter should absorb at least a 250-basis-point move in yields, equivalent to 2.5 percentage points, on top of the operational element. The minimum assumes that further resources can arrive within five days; a slower process may require greater protection. The guidance also allows a lower market-stress buffer where the fund’s composition is intrinsically less volatile than a gilt-related LDI fund; the 250-basis-point level must therefore be read with its conditions. [8][10]
The measure expresses resilience to a rate shock. It therefore depends on portfolio sensitivity, leverage and assets that can actually be mobilised. Reading “250 basis points” as “2.5% of the portfolio in cash” would change the meaning of the requirement. A very long-dated bond’s price can move far more, in percentage terms, than its yield moves in percentage points.
The FCA also asked managers to review their preparation and communication with clients. The practical arrangements matter alongside the headline amount: authority to sell, a fund’s notice period, the route an instruction takes and final settlement. A pooled vehicle’s procedures have to function while several investors and service providers may be responding to demands at the same time. [9]
In May 2026, The Pensions Regulator further clarified that an investment classed as highly liquid must be accessible within five working days, including notice and settlement, under the conditions set out in its statement. This helps classify a scheme’s resources. It does not extend an intraday contractual deadline. Immediately available reserves must bridge the two horizons. [13]
The strongest counterargument to a narrative of permanent crisis comes from the authorities themselves. In the record published on April 1, 2026, covering its March 27 meeting, the Bank of England’s Financial Policy Committee described LDI as resilient amid the pressures then being observed. It pointed to larger buffers and improved operational preparedness. That dated assessment makes it untenable to portray the sector as unchanged since 2022. [12]
A Central Bank of Ireland study provides another conditional test. Using September 2025 balance sheets, a hypothetical 150-basis-point shock generates roughly £9 billion of gross liquidity needs, with less than £1 billion remaining after available resources are used. The calculation assumes, notably, that unencumbered gilts can meet collateral calls. Its conclusion depends on that access. The publication date could not be established from the accessible page, checked on October 12, 2026. [18]
The next wave begins when reserves are rebuilt
A larger buffer helps an investor absorb the first shock. Replenishment creates the next decision. A manager may have met immediate obligations but now judge its remaining headroom too small for another difficult session. It starts restoring that headroom while neighbouring institutions make the same calculation.
The Bank of England’s System-Wide Exploratory Scenario (SWES) exercise, published on November 29, 2024, traces this sequence. The severe, hypothetical scenario generates £94 billion in margin calls for non-bank financial institutions. LDI funds seek £16.5 billion of recapitalisation from pension investors. Redemptions by those investors lead corporate bond funds to sell around £7 billion of assets, mostly corporate bonds. [11]
[image: Hypothetical SWES scenario:94billion pounds of nonbank margin calls. LDI managers request16.5billion of recapitalisation from pensions. Related pension redemptions lead corporate bond funds to sell around7billion of assets, mainly corporate bonds. Arrows show decisions, not proportional cash flows.]
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Hypothetical stress exerciseRebuilding buffers can put pressure on corporate credit.In the SWES published November 29, 2024, £94 bn measures non-bank margin calls, £16.5 bn capital sought from pensions, and around £7 bn asset sales by corporate bond funds. The scopes and economic meanings differ. Arrows trace decisions, with sales mostly in corporate bonds. These are scenario results, not observed events. [11]The £94 billion measures margin demand across a broad set of sectors. The £16.5 billion measures capital sought from investors. The £7 billion measures asset disposals further along the chain. Adding them would treat different stages of a transmission mechanism as a single bill. The exercise models behaviour and scales it to the system; it does not report sales observed in November 2024.
The link is economically significant. Rebuilding the reserve behind a government-bond hedge can require a pension scheme to sell investments exposed to corporate credit. A need for protection originating in one market moves into another. An analysis ending at the LDI portfolio could conclude that its buffer worked while missing this second wave of adjustment.
The Bank also identifies behaviours that soften the pressure, including countercyclical purchases by some insurers. The exercise therefore has no mechanically predetermined outcome. It highlights a dependency: one sector’s ability to restore liquidity partly relies on other participants’ willingness and capacity to buy what it sells. [11]
The speed of replenishment becomes a difficult collective choice. Rebuilding too quickly can force sales into a weakened market. Waiting too long leaves less protection against another shock. The appropriate balance depends on losses already sustained, funding conditions and confidence in counterparties. A single buffer percentage cannot settle that question of timing.
A long-term investment with short-term deadlines
The regulatory response increasingly addresses this operational reality. The FSB’s December 2024 recommendations cover funding plans, extreme scenarios and the ability to mobilise collateral in the right place. On May 6, 2026, CPMI and IOSCO also opened a consultation on information and tools surrounding initial margin. Responses were due on June 30, 2026. As of October 12, no subsequent final publication has been identified in the sources reviewed, so the text is treated here as a proposal. [4][14]
A useful buffer must be available for use during the shock. It also needs to be assessed against obligations that can draw on it simultaneously. In our fictional day, reporting £22 million of resources without their arrival times concealed a peak requirement of £14 million. A stress test that models prices but omits settlement times can miss the decision that produces a sale.
The credit line requires the same discipline. Our example assumed a dependable £5 million payment at 10 a.m. An approval still to be negotiated, a lender free to refuse or collateral already pledged elsewhere would immediately change the result. The price of genuine availability compensates the lender for that commitment. The bank providing it must, in turn, finance its own obligations. The collateral chain from the previous episode reappears behind the margin call.
The British Financial Policy Committee’s September 2026 record keeps leverage and core markets on its watch list. The documents reviewed here do not establish a repeat of 2022. They show stronger protection, persistent timing constraints and potential transmission channels that system-wide exercises are beginning to map. [15]
Holding government debt also means remaining funded until the next collateral settlement. The bond’s final maturity may be distant; the decision to keep it can be renewed several times during a trading day. The next instalment follows the other end of that decision: how sales reach the market, who absorbs them, and how they affect the price at which a government can borrow.
Method and scope
This instalment draws on letters, reports, operational guidance and supervisory research checked on October 12, 2026. The three l0g simulations, expressed in sterling, are independent: a pension balance sheet, a repo adjustment and a cash-flow timetable. Their calculations are explained in the article. The 2022 estimates, the clearing-house survey and the stress exercises are separately labelled. No interview, private intraday account record or executed fund contract is claimed to have been obtained. The sources below provide full URLs and references for tracing each observation. The discussion concerns market mechanisms and does not equate funded British pensions with France’s pay-as-you-go pension system.
Simulation calculations
For the fictional scheme, 900 / 800 × 100 = 112.5%; 900 - 800 = £100 million of funding surplus. For the repo, 95 × (1 - 0.02) = £93.1 million of capacity and 98 - 93.1 = £4.9 million to repay. The alternative retains the loan: 95 + 5 = £100 million of securities, supporting 100 × 0.98 = £98 million. These solutions are alternatives.
In the fictional trading day, calls total 12 + 4 + 6 = £22 million. By eleven, 3 + 5 = £8 million has arrived, leaving a bridge requirement of 22 - 8 = £14 million. Bringing forward the £8 million receipt reduces the requirement to 22 - 16 = £6 million; separately posting free securities for the £4 million initial-margin increase reduces it to 18 - 8 = £10 million. Combining both changes gives 18 - 16 = £2 million. They require additional eligible assets and effective legal rights, without reusing an already committed resource.
The next episode follows forced bond sales into sovereign borrowing costs and their gradual transmission to public budgets.
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Chapter 6
Government debt: the price of getting out
From urgent sales to new sovereign issuance: how market prices become borrowing costs and gradually enter government interest bills. Episode 6 of 7.
12 October 2026 · Online article
Who holds government debt? · Episode 6 of 7
A fund’s sale meets a buyer, moves a price and can change the terms of public borrowing. Between private urgency and future coupons, timing determines the bill.
On 9 April 2025, the US Treasury found its buyers. In the middle of a bond-market shock, bids for a reopening of its ten-year note amounted to 2.67 times the quantity awarded, up from 2.59 a month earlier. Yet the yield at which the government borrowed had risen. The same security, due in February 2035, now offered a new buyer 4.435%, compared with 4.310% at the 12 March auction. Its coupon remained 4.625%. [1][2]
Those figures describe different parts of the transaction. Bid-to-cover measures the quantity of bids against awards. Yield describes the return available at the accepted price. The coupon determines contractual payments. An auction can attract more bids while becoming more expensive for the issuer. The two Treasury results sheets show exactly that combination. [1][2]
Earlier episodes followed dealers’ balance sheets, leveraged buyers and margin calls when markets move. A sale prompted by a margin call now leaves the seller’s balance sheet. It encounters another constraint: someone must agree to take the security, in a particular quantity and at a particular price.
Two delays separate that private decision from the government’s interest bill. Transactions must first affect the terms on which the state can raise money. Those terms must then enter its borrowing contracts. A disruption lasting a few hours and a rate increase lasting several years can leave very different fiscal footprints. [4][15]
How much can the next buyer take?
The outstanding stock of debt describes the size of a market. It says much less about how much a hurried seller can offload in the next few seconds. Daily turnover answers another question: how much trading actually took place, possibly including repeated transfers of the same security. Market depth describes the quantities offered for purchase or sale at particular prices. [3]
Consider two simplified order books, with quantities expressed in millions of euros of face value. An investor needs to sell 40 million. In the first book, buyers will take 20 million at a price of 100 and another 20 million at 99.80. The seller receives 39.96 million. In the second, the best bid still reads 100, but it is available for only 5 million. The remaining bids sit at 99.80, 99.50 and 99.20. The same sale now raises 39.78 million.
The difference is €180,000. Neither the portfolio nor the need to sell has changed. The available buying capacity has. The average execution price falls from 99.90 to 99.45 per 100 of face value. The final portion trades lower still, at 99.20. This is a hypothetical snapshot of one trading venue. Real markets are fragmented, quotes can be withdrawn, and new buyers can arrive. The model isolates a mechanism; it does not estimate an observed market impact.
[image: The sale raises €39.96m in the deeper book and €39.78m in the thinner one, a €180,000 difference. Average execution prices are 99.90 and 99.45.]
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Complete composition · Vertical composition
Illustrative l0g modelAvailable capacity changes the exit priceTwo alternative books for a €40m face-value sale. Prices are per 100; bars show available and executed quantities. A static illustration with no replenishment of quotes. [3][4]The next trade takes place in a changed environment. Intermediaries have added risk to their inventories. Other participants have learned that a sizeable position is looking for an exit. Anticipating further sales, they may lower their bids or reduce the quantities quoted. Transaction prices can also feed into valuations, reduce the assessed value of other investors’ collateral and prompt additional selling decisions. How far that feedback travels depends on contracts and valuation practices, as well as the size of the initial order. [7][16]
Liquidity therefore has a time dimension. A portfolio may appeal to many investors over a month and to very few in the next twenty minutes. A dealer bridging that gap must fund the waiting period, carry price risk and have access to instruments that can hedge it. When all three become harder, a lower price may be required to attract the next available balance sheet. [7]
The coupon keeps its schedule
A fall in the price of an outstanding bond first creates a market loss for its holder. To connect that price with yield, take a hypothetical ten-year bond: €100 of principal, a €4 annual coupon and repayment of principal with the final coupon. When investors require a 4% annual yield, the price is 100. At a required yield of 5%, the present value of those payments falls to €92.28. [4]
Each of the ten coupons remains €4. Principal repayment remains €100. A buyer who pays less receives a higher yield on the same promised payments. The exact price change in this example is −7.72%. The calculation assumes annual coupons and a valuation date immediately after a coupon payment. A semiannual bond would require the appropriate different conventions.
The seller crystallises the loss by selling. An investor who holds on needs the resources to wait for the scheduled payments, subject to the issuer meeting its obligations. For the government, a resale between investors leaves the outstanding bond’s coupon unchanged. It does, however, create a new market reference when the government next seeks funding. [4][15]
[image: At a required yield of 4%, price is 100. At 5%, price is 92.2783. Price falls 7.72%; the ten coupons remain €4 and principal remains €100.]
[image: At a required yield of 4%, price is 100. At 5%, price is 92.2783. Price falls 7.72%; the ten coupons remain €4 and principal remains €100.]
Complete composition · Vertical composition
Illustrative l0g modelThe contract preserves its paymentsA fictional bond with annual coupons. The curve is calculated rather than observed market data. At a 5% yield, ten €4 coupons and €100 principal are worth €92.28 in total. [4]A prospective buyer compares a new bond with securities already available. If similar bonds offer 5%, selling a new 4% bond at 100 requires some other attraction: a different maturity, greater liquidity, particular contractual features or another benefit. For a comparable instrument, the issuer will generally have to adjust the coupon or the price.
That comparison links the secondary market, where existing securities trade, to the primary market, where governments receive fresh money. It does not require every holder to sell. Trades involving a fraction of the stock can reveal a marginal price against which the next issue must compete. [4][15]
Finding the imprint of UK forced sales
The difficult part is establishing that constrained selling actually moved the price. Higher yields can also reflect stronger expected inflation, a different monetary-policy path or a reassessment of fiscal risk. Even the term premium, compensation for the risk of holding a longer bond rather than rolling short investments, has to be estimated. A displayed yield does not reveal the contribution of each cause. [9]
Britain’s autumn 2022 crisis offers a revealing case. In research published by the Bank of England in July 2024, Gabor Pinter, Emil Siriwardane and Danny Walker compare transactions in gilts of similar maturity at the same time, differentiated by their prior exposure to LDI funds. These funds invest to match pension obligations. The authors report relative price discounts of 6.87% on 27 September and 7.77% on 11 October for heavily exposed securities. These are estimates of selling pressure, conditional on the study’s identification method. [5]
[image: The study compares similar-maturity gilts traded at the same time, distinguished by pre-crisis LDI exposure. Reported relative discounts: 6.87% on 27 September 2022 and 7.77% on 11 October 2022. Conditional price estimates, not yield points or a fiscal charge.]
[image: The study compares similar-maturity gilts traded at the same time, distinguished by pre-crisis LDI exposure. Reported relative discounts: 6.87% on 27 September 2022 and 7.77% on 11 October 2022. Conditional price estimates, not yield points or a fiscal charge.]
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Historical research estimateMeasuring a relative gap between comparable bondsTwo daily discounts reported by the authors for 2022, from their log-price regression. The dates are not an interpolated series. Causal interpretation depends on the study’s assumptions; the percentages are not yield points. [5]The choice of comparison matters. Comparing a very long bond with a short one would mix selling pressure with their different sensitivity to interest rates. Looking at closer neighbours helps separate the mechanisms. It still requires the assumption that, without the sales, the groups would have followed sufficiently comparable paths. The researchers discuss and test the robustness of that assumption. [5]
The 6.87% figure cannot be translated into a 6.87-percentage-point increase in the UK government’s borrowing rate. It measures a relative price effect in a particular sample and specification. Converting it to yield would require each bond’s cash flows and maturity. Converting it to a fiscal cost would then require the issuance conducted during the disruption and a credible estimate of the price that issuance would have achieved without it.
That final distinction is essential to an investigation of public costs. A fund’s loss and an additional government expense have different obligors and different payment schedules. Adding them together would treat every private capital loss on a government bond as a public bill. A market loss can start a transmission process. Its size does not establish the eventual fiscal result.
A separate study by Pinter, published in March 2023, documents sharply higher transaction costs and greater dispersion in prices during the crisis, particularly for some smaller trades and intermediaries. It adds another dimension: exit terms depend on access to the market. An average price can conceal substantially worse executions for less well-placed sellers. [6]
Buyers have reasons to wait
A more attractive price can draw in an insurer, a cash-rich fund or an investor able to finance a position. That response takes time. A buyer must assess the risk, secure any required approvals and arrange settlement. It may also believe the next wave of selling will offer a better entry price. The prospect of a bargain tomorrow can delay the purchase that would stabilise the market today. This is a possible economic mechanism, not a motive attributed here to a named institution.
The Bank of England’s exploratory exercise, published on 29 November 2024, examines the other side of that wait. In its scenario, sales use 70% of banks’ appetite for temporarily warehousing gilt risk before requiring additional compensation through wider bid-ask spreads. The percentage refers to risk appetite in the exercise, not to the consumption of 70% of regulatory capital. [7]
The central scenario still has buyers to meet the selling. But its outcome depends on hedging conditions and on which securities are being offered. A bank that can neutralise some interest-rate risk is more willing to take a bond it plans to resell. If hedging markets also deteriorate, a cheaper bond may no longer be enough to persuade it to buy. [7]
The implication is to look at available buyers rather than simply potential ones. A large balance sheet, already committed to other risks or constrained by internal limits, may offer little extra capacity at the critical moment. A smaller investor with room to act can set the next trade’s price. The list of a sovereign’s largest creditors and the list of its buyers in a disruption answer different questions.
The US auction that still cleared
April 2025 provides a useful counterexample. The New York Fed’s analysis published on 2 April 2026 describes a sharp deterioration in Treasury liquidity after the tariff announcements, followed by a quick recovery. It examines the most recently issued two-, five- and ten-year notes on BrokerTec. Its sample ends on 27 February 2026, so it does not measure conditions in October. [3]
In his 9 May 2025 speech, Roberto Perli, manager of the Fed’s System Open Market Account (SOMA), described relatively stable repo funding and dealers that remained able to intermediate. According to the New York Fed Desk’s estimates, cash-futures basis trades did not experience the dislocation seen in March 2020. The Federal Reserve’s April 2025 Financial Stability Report likewise found that the market continued functioning without some of the severe strains of earlier episodes. [8][18]
Return to the February 2035 note. Awards excluding the Federal Reserve portfolio’s add-on were close to $39 billion at each auction. Bids rose from $100.948 billion in March to $103.944 billion in April. Bid-to-cover improved, while the Treasury accepted a yield 12.5 basis points higher, equivalent to 0.125 percentage point. [1][2]
[image: From 12 March to 9 April 2025, cover rises from 2.59 to 2.67 and yield from 4.310% to 4.435%, a 12.5bp increase. The coupon stays 4.625%. Price falls from 102.513731 to 101.490492. Normalising to $39bn face value gives $399.1m less clean proceeds, with no causal attribution to forced sales.]
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Observed auction resultsSame CUSIP, unchanged coupon and a higher yieldOfficial results for 12 March and 9 April 2025. Bid-to-cover uses the subtotal excluding SOMA rather than the total including the Fed portfolio. The $39bn comparison uses a common face value; it does not measure a loss caused by funds. [1][2]The price excluding accrued interest fell from $102.513731 to $101.490492 per $100 of face value. On an identical $39 billion nominal amount, the price difference would reduce clean proceeds by about $399.1 million. That is a normalised comparison calculated for this article, not an estimate of damage caused by funds. Remaining maturity shortened by a month, and much other information changed between the auction dates. The actual awards differed slightly: $39,000,114,800 in March and $39,000,018,800 in April, excluding SOMA. [1][2]
Why did the coupon stay at 4.625% while the yield increased? Both auctions reopened the existing issue identified by CUSIP 91282CMM0. The additional securities inherited its payment schedule and maturity. The adjustment occurred through price: the premium above 100 shrank, leaving the Treasury with less cash per unit of principal it would eventually repay. Borrowing can become more expensive without a higher coupon appearing on the bond. [1][2]
The example challenges the common inference that rising yields demonstrate an absence of buyers. Buyers may be present precisely because the new price offers better compensation. Assessing funding conditions requires quantities, prices and the functioning of the markets that allow investors to hold the securities.
From market prices to the French interest bill
For France, Agence France Trésor reported a TEC10 of 4.79% on 9 October 2026. The index represents the yield on a hypothetical government bond with exactly ten years remaining. It differs from the weighted average yield on the year’s medium- and long-term issuance, reported at 3.55% as of 30 September, and differs again from the contractual cost of the outstanding debt portfolio. [10][11]
Market prices move first: an OAT, a French government bond, changes hands and its valuation moves. Financing follows: an old bond matures, a deficit needs funding or cash management requires fresh resources. The fiscal accounts record the charges: coupons, interest and other charges are recorded according to their payment dates and accounting treatment. [14][15]
France’s refinancing calendar illustrates the timing. French marketable central-government debt had an average remaining life of eight years and 158 days on 30 September 2026. That average describes how repayments are distributed. It does not provide eight years of protection before a rate shock first matters. Some securities mature much earlier, new financing needs arise immediately, and short-term borrowing has to be renewed more frequently. [10][15]
At the opposite extreme, instantly applying the latest ten-year yield to the entire debt stock would produce a fictional interest bill. Outstanding fixed-rate contracts retain their coupons. Sensitivity depends on redemptions, new funding requirements, the share of short-term instruments and securities whose payments can vary, including with inflation. [4][14][15]
In its 29 September release, AFT outlined €340 billion of medium- and long-term issuance, net of buybacks, for 2027. It noted that repayments at those maturities were expected to increase by €19.4 billion relative to 2026. Tomorrow’s borrowing therefore depends partly on yesterday’s contracts. This remains a financing plan. The €340 billion is neither the deficit alone nor simply the increase in the stock of debt. [12]
The same release reported bids amounting to 2.5 times supply at medium- and long-term auctions since the beginning of 2026. As in the US case, that ratio establishes substantial bidding at the terms offered. It does not set the price investors will accept at the next sale. [12]
A short disruption can leave a ten-year payment trail
The duration of a market disturbance and the duration of its consequences can differ. Consider another entirely hypothetical model. A government keeps its debt stock at €100 billion, refinancing exactly €10 billion at the beginning of each year with new ten-year bonds issued at par. The baseline rate is 4%. To isolate the effect, additional interest is financed without further borrowing and therefore does not increase the model’s debt stock.
Suppose the rate rises to 5% only when the first year’s refinancing occurs. That new tranche adds €100 million to annual coupon payments. Market rates then return to 4%. Subsequent issues regain the lower rate, but the first tranche keeps its coupon for ten years. The market disruption has ended; the contract preserves its imprint.
Now suppose the 5% rate persists through all ten refinancings. Each year adds another €100 million of annual cost. The extra annual bill reaches €500 million in year five and €1 billion in year ten. These figures describe the additional charge in each particular year. The cumulative ten-year totals are different: €1 billion for the temporary shock and €5.5 billion for the persistent one.
[image: One-issue shock: €100m extra annual cost for ten years. Persistent shock across ten issues: annual extra cost of €100m in year 1, €500m in year 5 and €1bn in year 10. Ten-year cumulative costs: €1bn and €5.5bn.]
[image: One-issue shock: €100m extra annual cost for ten years. Persistent shock across ten issues: annual extra cost of €100m in year 1, €500m in year 5 and €1bn in year 10. Ten-year cumulative costs: €1bn and €5.5bn.]
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Illustrative l0g modelEach issue retains the rate at which it was soldEach row is a €10bn tranche refinanced for ten years. A coloured cell represents €100m extra annual coupon. Grey cells carry no extra cost; empty space precedes issuance. Additional interest does not increase the model’s debt stock. [4][15]Timing is decisive. A disruption that ends before an issue is sold may leave little direct trace in that borrowing. The same disruption encountered when money has to be raised may be embedded in the price or coupon for years. Turning this mechanism into a historical cost estimate would require the dates, amounts and exact terms of actual issuance.
The model also explains why a subsequent market recovery does not automatically erase the bill. An issuer can consider buybacks or exchanges, but holders also value a coupon above prevailing rates. Buying that promise back has a price. Refinancing does not allow the state to retrieve earlier market conditions at no cost. [4][15]
The AFT’s 2025 sensitivity scenario
An AFT simulation reproduced in the Senate’s 2026 budget report, filed on 24 November 2025, gives a French scale to this gradual transmission. It assumes a permanent one-percentage-point increase across the entire yield curve relative to its reference scenario. The reported additional interest charge is €3.2 billion at one year, €23.5 billion at five years and €33.5 billion at nine years. [13]
The breakdown shows short-term debt responding quickly, while longer maturities become more important over time: €1.3 billion from short-term rates and €1.9 billion from medium- and long-term rates at the first horizon, compared with €2 billion and €31.5 billion at the last. The figure reproduces only the three published horizons. It does not manufacture the intervening years. [13]
[image: Additional annual charge in €bn: 3.2 at one year, 23.5 at five years and 33.5 at nine years. Short-term contributions: 1.3, 2 and 2; medium/long term: 1.9, 21.5 and 31.5.]
[image: Additional annual charge in €bn: 3.2 at one year, 23.5 at five years and 33.5 at nine years. Short-term contributions: 1.3, 2 and 2; medium/long term: 1.9, 21.5 and 31.5.]
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Institutional scenario · 2025 vintageGradual transmission under conventional assumptionsAFT breakdown published in the Senate report of 24 November 2025: a permanent 100bp whole-curve shock. Each figure is the extra charge at that horizon, not a cumulative amount. The simulation has not been recalibrated to October 2026 conditions. [13]This is a 2025 simulation. It describes a sustained whole-curve shock, not an intraday spike in the ten-year yield. Its figures are not additional expenses already committed as of 11 October 2026. The public passage does not provide all the conventions needed to reconcile them with a new budget forecast. Adding them to AFT’s projected €72.9 billion budgetary debt charge for 2027 would be unjustified: the documents represent different exercises. [12][13]
Issuance premiums and discounts add another timing distinction. A reopening can raise less cash today for the same face value repayable tomorrow. Accrual accounts spread premiums and discounts over the life of the borrowing, whereas budgetary reporting follows a different treatment. Any cost comparison must state its accounting basis, even when the story begins with a simple movement in yields. [14]
Buying time before borrowing again
A debt manager has options: distribute issuance over time, use cash holdings, adjust maturities and diversify buyers. The IMF–World Bank debt-management guidelines emphasise the trade-off between medium- to long-term cost, refinancing risk and liquid resources available during disruption. [15]
Longer borrowing can reduce how frequently a particular tranche returns to the market. Depending on the yield curve and investor demand, that protection may require more compensation at the outset. Shorter borrowing may be easier to place at a given moment but exposes the issuer sooner to future rates. A cash buffer provides flexibility and can carry a cost. No choice simultaneously removes every constraint. [15]
Market functioning and fiscal fundamentals interact while remaining analytically distinct. A worrying budget outlook can legitimately change the price of risk. Synchronous sales can add temporary pressure. An ill-suited issuance strategy can lock in unfavourable terms. Assigning an additional cost requires following each step rather than reading a single explanation into the ten-year yield.
On 6 October 2026, the IMF reiterated that hedge funds contribute to liquidity and price discovery in normal conditions while potentially amplifying stress through leverage and crowded positions. The industry association MFA responded that uniform restrictions could reduce participation and raise governments’ funding costs. That second claim is the sector’s policy position, not an independent measurement of the cost of a reform. [16][17]
The underlying trade-off concerns the resilience of demand. A leveraged buyer may improve a market today and have to sell tomorrow. Requiring more stable resources can reduce some fragility while changing the price at which that buyer participates. Comparing the effects requires an assessment of the specific rule, its implementation and possible substitutes. An intermediary’s usefulness does not, by itself, settle the question of how it behaves under stress.
Three propositions can ultimately be established separately: a sale encountered less available capacity; the marginal price moved; and new terms entered a government issue. The UK research supports the transmission from selling pressure into prices. The US auctions show funding continuing at a different yield. The French repayment calendar explains how that yield gradually enters the public accounts. Estimating the precise causal fiscal cost of an episode requires linking those propositions in the same market at the same dates.
When private buyers take longer to arrive than the state and its creditors can wait, another balance sheet may enter the trade: the central bank’s. The final episode will examine what it buys, which risks it accepts and how intervention redistributes the time available to everyone else.
Method and limitations
Sources checked on 12 October 2026. l0g models are hypothetical; UK findings are historical estimates or an exploratory scenario. No confidential transaction records or interviews were obtained. The references below allow readers to trace the observations and conventions used.
The final episode examines central banks as buyers of last resort, intervention rules and the allocation of public risk.
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	Bank of England · Staff Working Paper 1019 · An anatomy of the 2022 gilt market crisis · Gabor PinterPublished / updated : 31 March 2023. Period / scope : UK gilt crisis, September–October 2022.https://www.bankofengland.co.uk/working-paper/2023/an-anatomy-of-the-2022-gilt-market-crisis
	Bank of England · System-wide exploratory scenario exercise: final reportPublished / updated : 29 November 2024. Period / scope : Hypothetical exploratory stress scenario over two weeks.https://www.bankofengland.co.uk/financial-stability/boe-system-wide-exploratory-scenario-exercise/boe-swes-exercise-final-report
	Federal Reserve Bank of New York · Recent Developments in Treasury Market Liquidity and Funding Conditions · Roberto PerliPublished / updated : 9 May 2025. Period / scope : April 2025 episode.https://www.newyorkfed.org/newsevents/speeches/2025/per250509
	Federal Reserve Bank of New York · Treasury Term Premia: 1961–PresentPublished / updated : 12 May 2014. Period / scope : Analytical framework; not a current term-premium reading.https://libertystreeteconomics.newyorkfed.org/2014/05/treasury-term-premia-1961-present/
	Agence France Trésor · Chiffres clefs · dette négociable et maturitéPublished / updated : no single date established on the page. Period / scope : Debt stock and maturity: 30 September 2026; TEC10: 9 October 2026.https://www.aft.gouv.fr/fr
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	Sénat · commission des finances, d’après AFT · PLF 2026 · Engagements financiers de l’État, rapport n°139, annexe 12Published / updated : 24 November 2025. Period / scope : AFT conventional simulation published in 2025; 1-, 5- and 9-year horizons.https://www.senat.fr/rap/l25-139-312/l25-139-312_mono.html
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	IMF / World Bank · Revised Guidelines for Public Debt ManagementPublished / updated : 1 April 2014. Period / scope : Debt-management principles, 2014 revision. Cover of the official document: 1 April 2014.https://www.imf.org/-/media/websites/imf/imported-full-text-pdf/external/np/pp/eng/2014/_040114.pdf
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Chapter 7
Sovereign debt: the buyer of last resort
Fed, Bank of England, ECB: emergency bond purchases, secured lending and public risk. The final chapter of our sovereign-debt investigation.
12 October 2026 · Online article
At their September 16, 2026 meeting, Federal Reserve policymakers raised interest rates. Another question surfaced in the discussion, one that has little to do with the direction of the policy rate. Treasury trading was functioning smoothly, a few participants observed, yet the Fed needed to be prepared for an abrupt breakdown. The minutes, released on October 7, recorded suggestions to improve the central bank's tools and communications for market stress while limiting its footprint in the Treasury market. This was contingency planning, not an announcement of a new intervention. [1]
That distinction can seem remote until buyers step away. Across the preceding six installments, this investigation followed a sovereign bond from auction to dealer inventory, leveraged buyers, collateral chains, margin calls and distressed sales that can eventually affect the issuer's borrowing costs. At the end of the journey sits an institution able to supply money when the market can no longer do so fast enough: the central bank.
Such support can contain contagion. It can also change incentives, shift risk between private and public balance sheets, and influence the prices at which governments borrow. The contracts governing an intervention and the manner in which it is unwound tell us as much as the initial announcement.
March 2020: when the safest asset becomes a source of cash
US Treasury securities serve several purposes at once. They are investments, liquid reserves, and the collateral behind an enormous volume of short-term lending. Those characteristics make them exceptionally useful under normal conditions. In March 2020, as investors raced to raise dollars, they also made Treasuries a readily available asset to sell.
Research at the Federal Reserve Bank of New York describes customer selling that overwhelmed dealers' capacity to intermediate trades. Liquidity deteriorated, bid-ask spreads widened and the market's ability to absorb orders declined. Problems in the Treasury market threatened the plumbing of financing transactions across the system. [5]
The Fed initially expanded its repurchase agreement, or repo, operations. In a repo, an eligible borrower receives cash against securities under an agreement to repurchase them. Outstanding Fed repos approached $500 billion in mid-March 2020, according to the Fed's retrospective account. The central bank then dramatically accelerated outright purchases of Treasuries and agency mortgage-backed securities. These instruments work differently. A repo must be repaid and the collateral returned; an outright purchase leaves the central bank holding the asset until it matures or is sold. [19]
[image: Fed outright daily purchases · March 13–April 3, 2020 · US$ billion. Source: Federal Reserve accessible series [03]. Treasuries + agency MBS, gross purchases; selected published trading days.]
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Complete composition · Vertical composition
Published data · 01/06March 2020: purchases at crisis speedSixteen days of extraordinary outright purchases. The bars separate Treasuries and agency mortgage-backed securities; the $1,365.74bn total comes from the official cumulative series, subject to rounding.The Fed's daily records capture the sudden pace. On March 27, 2020, the data show $71.50 billion in Treasury purchases alongside $41.04 billion in agency MBS purchases, for a combined $112.54 billion on that trading day. The release identifies what the Desk purchased. It does not identify every ultimate investor whose sale was made easier by the resulting liquidity. [3]
In a July 15, 2020 retrospective, New York Fed markets executive Lorie Logan reported approximately $1.7 trillion in Treasuries and more than $800 billion in agency MBS bought since mid-March. These figures cover a substantially longer period than the late-March daily spike. A subsequent New York Fed research paper finds that the recovery in market liquidity is consistent with the purchases having been effective. Multiple measures were deployed during the crisis, however, so one cannot mechanically attribute every improvement to a single intervention. [4] [5]
The Fed's role was primarily to absorb securities already circulating among investors, rather than simply replacing a private bidder in a Treasury auction. That change can also improve the conditions for subsequent government issuance. Measuring the transmission into new borrowing costs requires separate evidence. The headline purchase total alone cannot provide it.
September 2022: time for the UK pensions system to adjust
The UK crisis provides a tighter case study. A sudden change in the fiscal outlook was followed by a rapid rise in long-dated gilt yields. Pension funds using liability-driven investment, or LDI, strategies faced demands for additional collateral. To raise cash, they sold long-maturity government bonds, driving prices lower and generating further demands for margin. The speed of the move exposed inadequate buffers and operational constraints across parts of the sector. The UK’s system-wide exploratory exercise, published in 2024, subsequently examined stressed interactions between banks and non-bank investors. Its scenario is distinct from the observed 2022 transactions. [21] [17]
On September 28, 2022, the Bank of England announced targeted purchases in the affected segment of the gilt market. Buying ended, as scheduled, on October 14. The Bank initially offered potential purchasing capacity of up to £65 billion, subsequently increased for the final operations. Its actual temporary portfolio reached £19.3 billion, comprising £12.1 billion of conventional gilts and £7.2 billion of index-linked gilts. The larger number described the possible scale of the backstop; the smaller one describes what was bought. [6] [7]
[image: UK gilt backstop: announced capacity, actual purchases, exit · 2022–23. Sources: Bank of England [06], [07], [08]. Initial £65bn capacity is not spending. Proceeds and return are distinct measures.]
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Complete composition · Vertical composition
Published data · 02/06The value of buying timeThree dates and three different measures: £65bn was the initial available capacity, £19.3bn the assets actually bought, subsequently sold in full.The operating rules are central to the story. The Bank sought backstop prices that would support trading without replacing ordinary market demand. It set a firm end date and later resold the bonds as buyers expressed interest. The portfolio was entirely unwound by January 12, 2023. [22] Official reports put total sale proceeds at £23.1 billion. In March 2023, senior Bank of England official Andrew Hauser reported that the intervention generated £3.8 billion for the government. That was the outcome of this specific operation, not an expected return on future rescues. [6] [7] [8]
The intervention allowed LDI funds and their pension fund investors time to reinforce their financing positions. It did not establish a permanent interest-rate guarantee for the British government. A favorable realized return should not obscure the fact that investors experienced losses and the public sector accepted meaningful tail risk while the operation was running. The episode shows what a contained intervention can achieve under particular circumstances. [6] [20]
Secured lending backstops
Since the crises of 2020 and 2022, central banks have developed facilities intended to curb forced selling without necessarily accumulating vast new outright bond holdings. Their practical importance lies in the terms: who qualifies to borrow, what collateral is accepted, at what cost, and when repayment falls due.
On September 16, 2026, the New York Fed updated the operating details of its standing repo mechanism. It provides two daily windows, morning and afternoon. Eligible counterparties include primary dealers and selected deposit-taking institutions; acceptable securities include Treasuries, agency debt and agency mortgage-backed securities. The published rate rose to 4.00%, effective September 17, 2026, consistent with the September FOMC directive. The FAQ specifies a $40 billion limit per eligible security type per operation, with one proposition allowed for each type. That is a transaction parameter, neither a promise to deliver $40 billion nor an observation of actual facility use. [1] [2]
A hedge fund holding Treasuries does not thereby receive direct access to the Fed. It may borrow from an eligible bank or dealer, which in turn can use the facility if its conditions are satisfied. The distinction matters: a public liquidity option is being provided to specified intermediaries; the allocation of that financing to the intermediaries' own clients remains governed by private contracts and prudential constraints.
[image: Two contracts, two ways to allocate liquidity and risk. Sources: Fed [02], [19]; Bank of England [06]. Schematic mechanics, not actual transaction-level data.]
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Complete composition · Vertical composition
Explained mechanism · 03/06Outright purchases versus secured lendingOutright purchases and repos supply cash through very different contracts. Ownership and repayment obligations matter.The Fed also offers a different route for overseas monetary authorities. Through its FIMA repo facility, approved foreign central banks holding Treasuries in custody at the Fed can temporarily raise dollars against those bonds. The arrangement offers an alternative to dumping Treasury holdings on the market to meet an urgent need for cash. Created in March 2020, FIMA repo became a standing facility in July 2021. Eligibility applies to approved official institutions, not private bond funds in general. [15] [16]
In Britain, a more striking institutional change concerns lending directly to non-banks. Since January 2025, eligible firms have been able to apply to participate in the Contingent Non-Bank Financial Institution Repo Facility, or CNRF. The initial eligible groups include certain pension schemes, LDI funds and insurers. The facility is designed to operate only in exceptionally severe gilt-market disruption that threatens financial stability, when demand for liquidity lies beyond the existing bank facilities and lending can address the dysfunction. Pricing is intended to be unattractive in ordinary markets while providing a usable backstop under stress. Opening the facility to applicants does not itself establish that any loan has been drawn. [18] [9] [10]
[image: UK CNRF: conditional activation, eligible collateral, repayment. Sources: Bank of England, Jan and June 2025 [09], [10]. Conditional design; no assumption of actual drawing.]
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Complete composition · Vertical composition
Explained mechanism · 04/06Lending without swallowing the gilt marketThe Bank of England’s contingent facility has activation and eligibility tests. The diagram explains the framework, not observed borrowing.Neither facility erases collateral haircuts or repayment obligations. Their purpose is to substitute conditional liquidity for a sale that a distressed market might struggle to accommodate. A sound institution short of cash presents a different challenge from an insolvent one whose assets no longer cover its debts.
The TPI and euro-area legal constraints
Euro-area governments issue debt in the same currency, but under separate sovereign credits. Their yields may diverge because of genuine differences in public finances, economic expectations and liquidity, as well as market movements detached from fundamentals. The European Central Bank must distinguish those forces while preserving the common monetary stance.
Article 123 of the Treaty on the Functioning of the European Union prohibits the ECB and national central banks from directly purchasing government debt from public authorities or extending them credit. Secondary-market operations fall within a different legal framework with their own constraints. Those rules determine which transactions are possible and for what purpose. [14]
On July 21, 2022, the ECB unveiled its Transmission Protection Instrument, or TPI, to counter unwarranted, disorderly market dynamics that seriously threaten the transmission of monetary policy. When its conditions are met, it can purchase public debt on the secondary market, generally with one to ten years of remaining maturity. There is no preset purchase volume, but any activation requires a proportionality assessment and examination of fiscal and macroeconomic eligibility criteria. [12]
The ECB's stated criteria concern compliance with EU fiscal rules, the absence of severe macroeconomic imbalances, debt sustainability and adherence to relevant European policy commitments. An excessive deficit procedure alone does not exclude a country taking the required effective corrective action. Purchases can cease when transmission improves durably or persistent tensions are judged to reflect national fundamentals. The published framework creates a conditional possibility, not an automatic entitlement for a government to obtain ECB financing. [12]
[image: TPI · public debt with 1–10 years remaining · secondary-market only. Sources: ECB [12], [13]; TFEU Art. 123 [14]. Eligibility framework, not a claim of actual intervention.]
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Complete composition · Vertical composition
Explained mechanism · 05/06ECB: an emergency tool with eligibility gatesThe ECB’s TPI requires an assessment of monetary transmission and four groups of eligibility criteria.The timing of other ECB programmes provides essential context. The Eurosystem stopped reinvesting principal from maturing APP assets in July 2023 and from PEPP assets at the end of 2024. According to the ECB's 2025 annual report, no monetary-policy asset purchases took place under these two programmes during 2025; the corresponding portfolios continued to decline as holdings matured. That statement concerns the scope and timing of APP and PEPP. It is not a substitute for examining any decision under the distinct TPI framework. [13] [23]
The hardest decision comes when rising yields reflect several causes at once: persistent inflation, concern about fiscal sustainability, and a temporary shortage of buyers. A central bank can protect the transmission of the common monetary policy. Determining a sovereign's long-term fiscal capacity on behalf of its government would cross an entirely different boundary.
Who actually benefits from a central-bank backstop?
Distress belongs first to the forced seller. An outright purchase or secured lending facility can let that investor liquidate a position or wait for a less frantic market. Dealers may regain the ability to quote prices; investors may once again face executable markets. Pension schemes and the companies standing behind them may be spared a wider disruption from a short-term scramble for cash. The size of these benefits is an empirical question in every episode.
The gains differ from one participant to another. A seller to the central bank gets a particular transaction price. A repo borrower gets temporary cash and an obligation to repay. An investor who remains exposed to the bonds still bears interest-rate risk. The government's possible benefit comes through improved market functioning at later debt auctions, not through a direct subtraction of central-bank purchases from its future interest bill.
The 2022 British case also exposes the public risk. Before purchases began, the UK Treasury had provided the Bank of England with a £100 billion indemnity for the operation. The eventual bond purchases amounted to £19.3 billion, and officials later reported a £3.8 billion realized return to the government. These figures measure a contingent risk guarantee, actual transactions and a realized result, respectively. They are not competing estimates of the same quantity. [20] [8]
Success on one occasion is not a contractual guarantee of success on another. A sustained increase in yields while the bank holds the securities could generate losses; weak collateral or a failing counterparty creates different risks. A backstop that investors can rely on too easily may encourage them to carry smaller liquidity buffers or greater leverage than they otherwise would. That is the economic and political challenge of designing the intervention. [20]
Emergency purchases and QE cash transfers
There is another reason to keep the categories separate. The Bank of England's 2022 financial-stability gilt purchases were narrowly targeted and temporary. The much larger Asset Purchase Facility, or APF used for quantitative easing, or QE, accumulated holdings over many years to influence monetary conditions. The outcome of one exercise is not the balance-sheet result of the other.
On August 4, 2026, the Bank of England published its Asset Purchase Facility report for the second quarter. Net cumulative cash transferred from the APF to HM Treasury had peaked at £123.9 billion at end-September 2022. The direction of quarterly transfers reversed from October 2022. At June 30, 2026, the cumulative net transfer remained positive, at £16.2 billion. Subtracting the two published cumulative values gives £107.7 billion. That difference is a change in cash transfers under the QE-related indemnity mechanism, not a cost of the temporary LDI rescue, and not the comprehensive fiscal cost of QE. [11]
[image: UK QE/APF · cumulative net cash transfers to the Treasury · £bn. Source: Bank of England APF 2026 Q2 [11]. Cumulative QE cash transfers, not the result of the 2022 LDI backstop.]
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Published data · 06/06Two different stories on one public balance sheetCumulative net APF/QE cash transfers through June 2026. The £107.7bn change is not a complete estimate of fiscal costs.There is a mechanical reason those cash flows can reverse. Reserve balances created to finance asset purchases earn interest tied to central-bank policy, while many of the purchased securities pay coupons fixed years earlier. Higher official rates therefore raise the financing cost of the portfolio relative to some of its income. Selling bonds bought when yields were lower can also crystallize valuation losses. The government indemnity covers cash shortfalls under the programme. [11]
The Bank's report is explicit about what the cash transfers leave out. QE may have lowered government borrowing costs and supported output, employment and tax receipts. Its own scenarios leave the combined fiscal effects substantially uncertain. Measuring losses on asset sales while omitting the benefits of cheaper sovereign issuance and macroeconomic stabilization would therefore produce a distorted accounting. [11]
A more useful test follows from the emergency facilities: was temporary support priced, collateralized, limited and unwound in a way that avoided a standing subsidy to leveraged private positions? The UK record offers evidence for one design in 2022. It does not establish a universal rule.
An insurance policy needs a price and an expiration date
The three monetary systems now offer different approaches. The Fed used massive outright purchases in 2020 and has since built standing secured lending capacity for eligible institutions. The Bank of England purchased gilts temporarily in 2022 and later offered a contingent lending route for certain non-bank investors. The ECB designed a tool to protect monetary transmission subject to European legal and fiscal constraints. Each framework reflects a different institutional structure. [1] [9] [12] [19]
A public backstop must be credible enough to halt contagious selling. Its terms must also encourage market participants to finance their own resilience during normal times. The strongest objection to discretionary intervention is that a central bank can end up underwriting positions that were insufficiently robust and encouraging their return. The strongest case for intervening is found in the documented crises: allowing distressed sales to disrupt a systemically important market can impose much broader costs on households and businesses than a tightly designed response. [6] [10] [20]
Judging the response therefore requires more than the amount of bonds bought. The central questions are who could access the facility, which assets qualified, at what price, for how long, which losses remained private, and how the operation ended. The public record of counterparties and transactions will ultimately determine how much of that allocation can be established independently.
Seven installments later, who holds sovereign debt?
This series began with a government selling bonds. We followed the securities through auctions, dealer balance sheets, investors using borrowed money, collateral exchanges and margin calls. The legal instrument remained the same while its owners, lenders and guarantees changed. Ordinarily these links distribute finance and risk. Under stress they can synchronize the need for a single thing: immediate cash.
At that point a monetary authority may lend against collateral or purchase securities outright. Both can reopen a market when private balance sheets are overwhelmed. Both operate within legal boundaries, monetary-policy objectives and the possibility of transferring risk. March 2020 and September 2022 demonstrate how powerful these tools can be. Their differences explain why the design and exit terms matter as much as the initial commitment. [5] [6] [12]
Three investigative questions remain. Aggregate holdings data cannot fully identify the final owners of sovereign bonds or reveal every institution's exposure. Private funding commitments remain only partly visible, despite their importance when a bond has to be sold quickly. And the next major test is still ahead: will the facilities developed since 2022 prevent a new episode of forced selling without another extraordinary expansion of central-bank bond holdings? Existing arrangements are documented; their behavior in an unobserved future crisis is not.
Governments can continue to borrow while investors accept the price offered for their debt. Across seven installments, that price has turned out to depend on intermediaries, financing contracts and collateral requirements largely invisible behind the headline public-debt number. A central bank can prevent a market seizure. It cannot make the economic reasons for a different borrowing price disappear.
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Method and limitations
Sources checked on October 12, 2026. US amounts are in dollars and UK amounts in sterling, with no currency conversion. The first figure reproduces the official columns for 16 trading days from March 13 to April 3, 2020; published cumulative purchases can differ from the sum of rounded daily values. The 29.7% ratio compares UK purchases with the initial £65bn capacity, which was later increased. The £107.7bn difference compares two cumulative APF/QE cash balances, separately from the LDI intervention’s return. Facility diagrams describe published rules, without assuming use or predicting their effect in a future crisis. Central-bank statements and assessments are attributed to their authors.
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Conclusion
Follow the obligations to the end
At the end of this journey, the opening question has become more precise. Identifying a holder remains useful, but an institution’s name and a quantity of bonds cannot describe the whole arrangement. The purchase must be paid for, the supporting funds have a maturity, and other contracts may impose related obligations. Public debt remains a schedule of promised payments. As securities circulate, they enter private relationships whose deadlines and rights help shape their holders’ decisions.

The opening chapters therefore encourage a careful reading of financing announcements. Submitted bids are not all accepted. Awards come before settlement. Face value can differ from the cash raised. In the secondary market, a trade sends money to the seller of an existing security. That opportunity matters for subsequent issues without itself adding revenue to the Treasury. Following the flows makes it easier to assess an institution’s role before attributing a gain or a financing decision to an entire category of buyers.

Dealers’ balance sheets add another dimension. Temporarily holding a bond, financing a customer and ensuring a transaction settles require different capacities. Regulation describes some constraints; risk policies and commercial decisions influence how the available capacity is used. A reform can increase a calculated margin without establishing the price or size a trading desk will offer during the next disruption. The distinction between a possibility allowed by the rules and a service actually delivered remains central to assessing intermediation.

For investors using borrowed funds, waiting has a cost of its own. A return sought from relative prices must survive financing conditions and margin requirements. Hedging an exposure does not ensure that cash will arrive by the deadline set in another contract. The chapters on leverage and collateral show why positions need to be read alongside their arrangements. Counting private obligations as though they were additional, unique government securities would distort the picture. Leaving those obligations out would omit the constraints they create.

Margin calls bring the investigation back to specific operations. A security must be deliverable. A payment must reach the appropriate account. Approval may require a management decision. The LDI case and British stress scenarios follow some of those obstacles, with their evidential status kept distinct. They encourage scrutiny of participants’ preparation and of whether their assumptions are compatible. The funding a customer expects can exceed the availability its intermediary anticipates providing under stress.

When several participants seek to sell, execution prices test these relationships. Chapter six explains the possible transmission to government issuance and the gradual way some new conditions enter interest payments. Reading that process requires maturities and contractual terms. It also leaves room for competing explanations of yield changes. Volumes and rates moving together do not establish the cost caused by a particular group of sellers, or justify carrying a temporary disturbance indefinitely into a fiscal projection.

A public backstop introduces a collective responsibility. An intervention needs to be assessed through access, pricing, eligible collateral and the arrangements for ending it. The studied episodes establish particular transactions and outcomes. They provide neither a universal assurance of success nor a complete measure of social benefit. The British monetary portfolio’s cash flows, in particular, cover different operations from the temporary financial-stability purchases. Judging support requires connecting the risk assumed with restored market functioning and consequences that remain uncertain.

The next investigation can begin with an ordinary record: an auction result, a repo maturity, a revised margin rule or a public facility’s accounts. Readers now have a way to ask which commitment it describes, when it must be met and which resources support it. Transparency remains uneven, especially around final holders and private contracts. Keeping those gaps visible strengthens the analysis. The sovereign debt chain offers a method for following the links in government financing and examining the resilience of each, through to the moment someone has to pay.
References remain attached to the relevant chapters.
Bond-market glossary
Definitions reproduced from the l0g glossary. Chapter links to these entries work offline; the online version may change.
Government bond auction
A procedure that allocates securities based on submitted bids. French OAT auctions award each successful bid at its submitted price. US Treasury auctions award successful bids at a uniform price corresponding to the highest accepted yield, rate or discount margin. Bids, awards and settlement describe different stages.
Chapters: 1.
	AFT, issuance techniques
	TreasuryDirect, How Auctions Work

Online entry
Bond coupon
An interest payment specified by a bond’s terms. For a fixed-rate bond, the payment depends on face value and the contractual coupon rate, with the stipulated frequency. The buyer’s yield also depends on the purchase price and other cash flows; a secondary-market sale does not alter the issuer’s coupon.
Chapters: 1 · 6.
	SEC, fixed-rate bond prices and yields

Online entry
Repo
The sale of a security with an agreement to repurchase it on agreed terms. Economically, it provides financing secured by that security. A repo can be overnight, longer term or open-ended; the repo rate and the collateral haircut are distinct parameters.
Chapters: 2 · 4 · 7.
	Federal Reserve & FRED
	U.S. Treasury Fiscal Data
	U.S. Treasury TIC
	Congress.gov, GovInfo & CBO
	Bank for International Settlements

Online entry
Basis trade
A strategy seeking to profit from the relative prices of a bond and a futures contract. Its long Treasury version combines buying the bond, selling the future and funding in repo. Returns depend on prices, coupons, funding costs and delivery terms. Hedging interest-rate risk leaves basis risk and margin-related liquidity needs.
Chapters: 3.
	CME, gross Treasury basis calculation
	Fed, Quantifying Treasury Cash-Futures Basis Trades

Online entry
Collateral
An asset provided to secure a debt, through a pledge or transfer of title according to the arrangement. If the borrower fails to meet its obligations, the lender may realise the asset under the contract and applicable law. For Eurosystem operations, collateral must be eligible and its recognised value reflects haircuts and other risk controls. Providing collateral creates borrowing capacity without creating bank equity.
Chapters: 4.
	ESMA, SFTR Article 15
	ECB, What is collateral?
	ECB, What are haircuts?

Online entry
Rehypothecation
Using received collateral in another transaction. Strictly, rehypothecation concerns pledged assets; reuse under a title-transfer repo involves an obligation to return equivalent securities. Rights depend on the contract and governing law. Reuse supports funding while connecting counterparties’ risks.
Chapters: 4.
	FSB, repo market vulnerabilities, February 2026
	ESMA, SFTR Article 15
	ICMA, rehypothecation FAQ

Online entry
Repo haircut
The gap between cash lent and the value of repo collateral. Its calculation must identify the denominator, securities value or initial cash according to the convention. A zero or negative haircut does not describe all portfolio margins or offsets. The effects of an increase depend on contractual terms and refinancing.
Chapters: 2 · 4.
	Fed, Proportionate margining for repo transactions
	FICC, August 26, 2026 GSD rulebook

Online entry
Margin call
A request for additional cash or collateral when the value or risk of a position changes. It may be variation margin settling or collateralising current exposure under the contract, or an increase in initial margin covering potential losses after default.
Chapters: 5.
	Intercontinental Exchange
	European Central Bank
	Bank of England
	Financial Stability Board

Online entry
Initial margin
Cash or liquid securities posted at inception and during a position to cover a potential loss while a defaulting participant is closed out. Its amount depends on risk, volatility and recognised portfolio offsets.
Chapters: 3 · 5.
	Intercontinental Exchange
	European Central Bank
	Bank of England
	Financial Stability Board

Online entry
Variation margin
A transfer linked to a position’s change in value that settles or collateralises current exposure according to the contract. Cleared derivatives generally require cash. Receipt can lag a payment due on another position.
Chapters: 3 · 5.
	Intercontinental Exchange
	European Central Bank
	Bank of England
	Financial Stability Board

Online entry
LDI
A strategy aligning the interest-rate and inflation sensitivity of pension assets with future pension liabilities. Bonds, derivatives and sometimes borrowing provide the exposure. Leverage creates collateral demands: a better-funded pension scheme can own an LDI vehicle facing cash shortages or depleted capital.
Chapters: 5 · 7.
	TPR, Using leveraged liability-driven investment

Online entry
TPI
ECB instrument announced in July 2022 for secondary-market purchases in response to unwarranted tensions threatening monetary-policy transmission. The Governing Council assesses fiscal policies and debt sustainability, among other criteria. An excessive deficit procedure alone does not exclude a country taking the required effective corrective action. Activation remains discretionary.
Chapters: 7.
	ECB, Transmission Protection Instrument, 21 July 2022

Online entry
CNRF
A Bank of England facility open for applications since January 2025 to certain admitted insurers, pension schemes and LDI funds. It lends cash against gilts for a short term and is activated at the Bank’s discretion during severe dysfunction threatening UK financial stability. Pricing is calibrated at activation; admission does not establish actual borrowing.
Chapters: 7.
	Bank of England, CNRF market notice

Online entry
APF
The Bank of England vehicle holding monetary-policy assets, financed by a Bank loan and covered by a Treasury indemnity. Cash transfers can flow to the Treasury or in the reverse direction. They do not by themselves measure QE’s comprehensive fiscal impact or the return from the temporary LDI financial-stability purchases.
Chapters: 7.
	Bank of England, APF 2026 Q2 report

Online entry
QE
Central-bank asset purchases intended to ease monetary conditions, affecting yields and financing. Their fiscal effects include portfolio cash flows and broader influences on public borrowing costs and the economy. Purchases undertaken for financial stability have a distinct purpose.
Chapters: 7.
	Bank of England, APF 2026 Q2 report

Online entry
Index of infographics
	Chapter 1 · FIG. 1AFT accepts the highest prices first and can ration bids at the cut-off. Hypothetical example, in millions of euros of principal, assuming zero accrued interest. Calculation: (50 × 99.20 + 40 × 99.10 + 10 × 99) / 100 = €99.14m. Sources: [3].

	Chapter 1 · FIG. 2The same security at five auctions. Average price and yield have separate units and axes; the blue line marks the contractual coupon. Vertical axes are truncated. Sources: [8].

	Chapter 1 · FIG. 3All OATs in the 1 October 2026 sale, including post-auction subscriptions. Clean consideration is estimated from rounded average prices. Hatching shows the gap to face value, not a payment to another party. Sources: [2], [6].

	Chapter 1 · FIG. 4Economic diagram of an own-account purchase followed by resale. Settlement intermediaries are simplified. A resale can be agreed before issuance or delivery, so the sequence shown is not universal. Sources: [7], [10], [12], [15].

	Chapter 1 · FIG. 5Face values in US$ billion. Both types of bars use the same scale. Percentage shares use competitive totals only, excluding non-competitive awards and SOMA. As of 11 October, settlement on 15 October is still ahead. Sources: [11], [13].

	Chapter 2 · FIG. 1Observed dataFigure 1. Primary and secondary markets produce different rankings.The same five leading firms in AFT’s 2025 rankings. Ranks are ordinal; distance between ranks does not measure differences in volumes. [01]

	Chapter 2 · FIG. 2Teaching exampleFigure 2. Time in inventory creates a funding need.l0g scenario: €100m bought at par, €60m sold immediately, €40m funded for two days. The 2% haircut and 4% rate are assumptions, not market quotes. The €0.8m of other cash is not a regulatory capital requirement. [05] [06]

	Chapter 2 · FIG. 3Teaching exampleFigure 3. Two contracts around one economic bond exposure.Intermediated financing with aligned maturities and collateral reuse assumed permitted. Offsetting initial cash flows do not eliminate risk. The bond and its government coupon are not duplicated. [05] [06]

	Chapter 2 · FIG. 4Observed dataFigure 4. Reported effects differ across banks.Eight US G-SIBs answered question 11B of the March 2026 SFOS. Each institution counts once, without weighting by assets or volume. Responses include realised and expected 2026 effects. Icons do not identify individual banks. [11]

	Chapter 2 · FIG. 5Supervisory scenarioFigure 5. The lender can have resources and still restrict credit.Mechanism from the Bank of England’s SWES exercise, published in November 2024 with an October 2023 starting position. Financing needs, responses and possible sales belong to a scenario with potential fallback options. [13]

	Chapter 2 · FIG. 6Teaching exampleFigure 6. Netting obligations economises on settlement.Three hypothetical trades at the same price, in the same bond and for the same settlement. After complete multilateral netting, net cash obligations are A: −20, B: 0, C: +20. Accounting and prudential recognition impose additional requirements. [14] [15]

	Chapter 3 · FIG. 1MechanismOne fund connects three markets.The bond trades in the cash market, repo supplies funding and futures distribute part of the rate exposure. Dashed lines show positions, without an initial payment of their notional amount. Clearing intermediaries are grouped for clarity. [1][4][6][7][9]

	Chapter 3 · FIG. 2Illustrative scenarioThe haircut describes only part of the resources committed.Hypothetical example: $100m bonds, $99m repo, $1m purchase contribution, $1m initial margin and $1m free cash. Own capital is $3m. The 33.3-times ratio compares the bonds’ market value with that capital, not all gross exposures. [6][8][9]

	Chapter 3 · FIG. 3Illustrative scenarioA small funding move is enough in this scenario.Over 90 days, assumed combined bond-coupon-futures profit of $1.16m before funding leaves $150,000 after $990,000 of interest and $20,000 of fees. Break-even holds the gross result and fees fixed. No actual market quote or annualised return is shown. [10]
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Copyright (c) 2003 by Bitstream, Inc. All Rights Reserved. Bitstream Vera is
a trademark of Bitstream, Inc.

Permission is hereby granted, free of charge, to any person obtaining a copy
of the fonts accompanying this license ("Fonts") and associated
documentation files (the "Font Software"), to reproduce and distribute the
Font Software, including without limitation the rights to use, copy, merge,
publish, distribute, and/or sell copies of the Font Software, and to permit
persons to whom the Font Software is furnished to do so, subject to the
following conditions:

The above copyright and trademark notices and this permission notice shall
be included in all copies of one or more of the Font Software typefaces.

The Font Software may be modified, altered, or added to, and in particular
the designs of glyphs or characters in the Fonts may be modified and
additional glyphs or characters may be added to the Fonts, only if the fonts
are renamed to names not containing either the words "Bitstream" or the word
"Vera".

This License becomes null and void to the extent applicable to Fonts or Font
Software that has been modified and is distributed under the "Bitstream
Vera" names.

The Font Software may be sold as part of a larger software package but no
copy of one or more of the Font Software typefaces may be sold by itself.

THE FONT SOFTWARE IS PROVIDED "AS IS", WITHOUT WARRANTY OF ANY KIND, EXPRESS
OR IMPLIED, INCLUDING BUT NOT LIMITED TO ANY WARRANTIES OF MERCHANTABILITY,
FITNESS FOR A PARTICULAR PURPOSE AND NONINFRINGEMENT OF COPYRIGHT, PATENT,
TRADEMARK, OR OTHER RIGHT. IN NO EVENT SHALL BITSTREAM OR THE GNOME
FOUNDATION BE LIABLE FOR ANY CLAIM, DAMAGES OR OTHER LIABILITY, INCLUDING
ANY GENERAL, SPECIAL, INDIRECT, INCIDENTAL, OR CONSEQUENTIAL DAMAGES,
WHETHER IN AN ACTION OF CONTRACT, TORT OR OTHERWISE, ARISING FROM, OUT OF
THE USE OR INABILITY TO USE THE FONT SOFTWARE OR FROM OTHER DEALINGS IN THE
FONT SOFTWARE.

Except as contained in this notice, the names of Gnome, the Gnome
Foundation, and Bitstream Inc., shall not be used in advertising or
otherwise to promote the sale, use or other dealings in this Font Software
without prior written authorization from the Gnome Foundation or Bitstream
Inc., respectively. For further information, contact: fonts at gnome dot
org.

Arev Fonts Copyright
------------------------------

Copyright (c) 2006 by Tavmjong Bah. All Rights Reserved.

Permission is hereby granted, free of charge, to any person obtaining
a copy of the fonts accompanying this license ("Fonts") and
associated documentation files (the "Font Software"), to reproduce
and distribute the modifications to the Bitstream Vera Font Software,
including without limitation the rights to use, copy, merge, publish,
distribute, and/or sell copies of the Font Software, and to permit
persons to whom the Font Software is furnished to do so, subject to
the following conditions:

The above copyright and trademark notices and this permission notice
shall be included in all copies of one or more of the Font Software
typefaces.

The Font Software may be modified, altered, or added to, and in
particular the designs of glyphs or characters in the Fonts may be
modified and additional glyphs or characters may be added to the
Fonts, only if the fonts are renamed to names not containing either
the words "Tavmjong Bah" or the word "Arev".

This License becomes null and void to the extent applicable to Fonts
or Font Software that has been modified and is distributed under the
"Tavmjong Bah Arev" names.

The Font Software may be sold as part of a larger software package but
no copy of one or more of the Font Software typefaces may be sold by
itself.

THE FONT SOFTWARE IS PROVIDED "AS IS", WITHOUT WARRANTY OF ANY KIND,
EXPRESS OR IMPLIED, INCLUDING BUT NOT LIMITED TO ANY WARRANTIES OF
MERCHANTABILITY, FITNESS FOR A PARTICULAR PURPOSE AND NONINFRINGEMENT
OF COPYRIGHT, PATENT, TRADEMARK, OR OTHER RIGHT. IN NO EVENT SHALL
TAVMJONG BAH BE LIABLE FOR ANY CLAIM, DAMAGES OR OTHER LIABILITY,
INCLUDING ANY GENERAL, SPECIAL, INDIRECT, INCIDENTAL, OR CONSEQUENTIAL
DAMAGES, WHETHER IN AN ACTION OF CONTRACT, TORT OR OTHERWISE, ARISING
FROM, OUT OF THE USE OR INABILITY TO USE THE FONT SOFTWARE OR FROM
OTHER DEALINGS IN THE FONT SOFTWARE.

Except as contained in this notice, the name of Tavmjong Bah shall not
be used in advertising or otherwise to promote the sale, use or other
dealings in this Font Software without prior written authorization
from Tavmjong Bah. For further information, contact: tavmjong @ free
. fr.



