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Confluence Investment Management offers various asset allocation products, which are managed based on
“top down,” or macro, analysis. We publish asset allocation thoughts on a bi-weekly basis, updating the
report every other Monday, along with an accompanying podcast.

Breaking the Bond Fever!
September 21, 2026

After months of rising long-term yields, Treasury Secretary Scott Bessent has intervened in the
bond market to help calm what he describes as a “fever.” The move reflects growing concern
within the administration that fear has outweighed fundamentals in bond valuations, as investors
grapple with rising energy costs tied to Middle East uncertainty and a growing US debt burden.

Earlier this month, the US Treasury Department announced plans to buy back up to $6 billion in
long-dated securities, well above the $2 billion operation communicated to the market on August
19. The larger purchase underscores Secretary Bessent’s effort to dampen market volatility. Even
so, Treasury’s more active role in the bond market has tested investors’ willingness to take
Bessent’s guidance at face value. This uneasiness comes as the department seeks to manage the
government’s expanding fiscal debt burden.

10-Year Treasury Yield Spikes to Highest
Level Since Late 2023

Source: Federal Reserve

Percent
5.00

3.50

: 1 : : : 1 : : : 1 : :
Oct  Jan  Apr  lul Oct  Jan  Apr  Jul Oct  Jan  Apr  Jul
2023 2024 2025 2026

ZIVAACROBOND

The announcement was poorly received by the market. Treasury securities sold off immediately,
driving the 10-year yield to 4.85%, its highest level since November 2023. That rise was likely
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the opposite of what Bessent intended — the buyback had been meant to calm the bond market,
not intensify the selloff. While some of this divergence was likely due to rising concern in the
Middle East, it also seems to highlight the difficult task facing the Treasury as it continues to
work towards steadying market conditions and exerting greater influence over borrowing costs.

The Treasury’s decision to expand its bond buybacks came amid ongoing debate over the
market’s equilibrium price. Secretary Bessent noted that the intervention aimed to counteract
market sentiment that would have prevented bond prices from reaching equilibrium. By
removing discounted off-the-run bonds, the buybacks were intended to improve market liquidity
and free up balance sheets, enabling banks and corporations to participate more actively in
auctions.

Although Treasury buybacks have recently gained significant attention, the program has been in
operation since 2024. When former Secretary Janet Yellen launched the initiative, it was
designed to shift issuance toward shorter maturities, redirecting liquidity from the Federal
Reserve’s overnight reverse repo facility into Treasury bills to ease funding stress and suppress
term yields. This strategy served as a temporary bridge while awaiting central bank rate cuts,
after which the Treasury could resume extending debt duration at lower interest rates.

Overnight Reverse Repo Facility

Source: Federal Rezerve Bank of New York
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Secretary Bessent faces a similar market environment, albeit without the buffer of excess cash in
the reverse repurchase facility. In its place, Bessent has been able to rely on the expansion of the
Fed’s balance sheet through its reserve management purchases, which have allowed the Fed to
buy Treasury bills. This policy action has accommodated the Treasury’s effort to rotate out of
longer-dated bonds and into shorter-duration securities without adding to funding stress.

The effects on the market from the shift in Treasury issuance are most evident in auction results.
The chart below shows the 12-month moving average of auction “tails” and “throughs.” An
auction tails when the stop-out yield is higher than the prevailing when-issued yield, signaling
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softer-than-expected demand; it stops through when the stop-out yield is lower, indicating
stronger demand.

Investors Prefer Treasury Bills During Auctions
12-Month Moving Average of Auction Tail/Stop Through
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The Treasury’s decision under Secretary Yellen to tilt issuance toward shorter maturities
occurred when auction results were showing signs of investor resistance, particularly at longer
maturities. Although auction performance has generally been more stable under Secretary
Bessent, the Treasury appears to be taking preemptive steps to prevent longer-dated supply from
again encountering meaningful demand pressure.

Similar to former Secretary Yellen’s approach, Secretary Bessent’s expanded buyback strategy
serves as a temporary bridge to mitigate upward pressure on yields. The Treasury is likely using
these buybacks to facilitate a reallocation of its overall issuance composition, aiming to contain
borrowing costs elevated by geopolitical tensions with Iran that have driven up inflation
expectations and term premiums. Assuming the conflict eases — an outcome the White House
suggests could materialize following the midterms — the Treasury is expected to scale back its
active market interventions gradually.

If this thesis holds, while interest rates will probably remain elevated over the next few months,
yields may not rise materially above current levels. Consequently, this environment could
present an attractive entry point for investors seeking to extend duration. Over the long term,
however, total returns for fixed income will remain tied to achieving price stability and seeing
credible fiscal progress, whether through spending restraint or accelerated economic growth.
Past performance is no guarantee of future results. Information provided in this report is for educational and illustrative purposes
only and should not be construed as individualized investment advice or a recommendation. The investment or strategy discussed

may not be suitable for all investors. Investors must make their own decisions based on their specific investment objectives and
financial circumstances. Opinions expressed are current as of the date shown and are subject to change.

This report was prepared by Confluence Investment Management LLC and reflects the current opinion of the authors. It is based
upon sources and data believed to be accurate and reliable. Opinions and forward-looking statements expressed are subject to
change. This is not a solicitation or an offer to buy or sell any security.
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