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Treasuries Are Haven No More in New Financial Order

America is renegotiating its relationships with its trading partners and taking back control of its borders, the
main motivations behind Brexit. That caused capital to net leave the UK, yields to rise and sterling to fall

The US would have been insulated from that, but Treasuries are no longer risk free when the country issuing

them itself becomes the source of that risk

Liberation Day Is Becoming Dollar's Brexit
== Trade-Weighted GBP, Normalised to 100 on Brexit Referendum (24th June 2016)
== DXY, Normalised to 100 on 1st January 2025
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Capital Inflows to US Equity ETFs Have Rapidly Slowed
== US Domiciled US ETFs, rhs
== Europe Domiciled US ETFs [Rolling Monthly Net Inflows], lhs
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A Recession Is Unlikely to Be Good for Treasuries

The usual rules of thumb can’t be assumed to apply any more. Treasuries are not a recession hedge when
inflation is elevated

They are even less desirable if the US goes into a recession, which would very likely mean an inflation-stoking
double-digit fiscal deficit

Weaker Dollar Amplifies Tariff Effect on Consumers
== S Import Price Index Ex Petroleum YoY, rhs

US Fed Trade-Weighted Nominal Dollar Index
(Reversed; Pushed Forward 3 Months, YoY), lhs
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Fiscal Deficit Would Likely Be +10% in a Recession
- Mean Fiscal Deficit as % of GDP (Recessions Back to 1968, ex Covid)
m 20th to 80th Percentile
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Dollar Weaponisation Is Having Profound Effects

The dollar will remain dominant but its dominance is waning. Capital has started to leave the US to find

alternative destinations

Gold has been a beneficiary long before a Mar-a-Lago accord was suggested

Gold's Gain is (Even More Than) Treasuries' Loss
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Prospect of Stimulus in Europe Is a Magnet for Capital
Europe Domiciled Europe ETFs ==US Domiciled US ETFs
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US Has Seen Huge Foreign Inflows in Recent Years

The US has been running ever larger current account deficits in recent years, funded by massive inflows into
portfolio assets

Bonds used make up bulk of US inflows, but it’s all been about stocks since the pandemic — which foreigners now
own S18 trillion of, or 15% of outstanding

There Has Been No Alternative

== JS Purchase of Foreign Equities and Fund Shares
Foreign Purchase of US Equities and Fund Shares

Private Holdings of US Assets Have Ballooned
== (Official Foreign Holdings of US Portfolio Assets

Private Foreign Holdings of US Portfolio

(Stocks, bonds and other non-physical assets)
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Muck Around, and You’ll Soon Find Out

The risk of an organic recession is still on the low side, but that’s changing fast

Stocks are correcting, but a deeper selloff in equities or in credit could catalyze a recession-inducing feedback

loop

Recession Risks Do Not Evolve Smoothly
Percentage of US States with Unemployment Claims Rising Significantly YoY
(Grey Bars Are NBER Recessions)
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Soft Data Is Becoming Stressed
== |JS Soft Data Stress Index US Hard Data Stress Index
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The Liquidity Screw Is Now Tightening

Early this year, liquidity began to tighten, indicating stock returns would soon struggle. As long as liquidity is
becoming less accommodative, risk assets will falter

Global Financial Conditions Are Tightening
Global Financial Tightness Indicator, GFTI (Pushed Forward 9 Months), lhs
== [SM Manufacturing PMI SA, rhs
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Excess Liquidity Has Turned Sharply Lower This Year
== MSCI US Yoy, rhs

G10 Excess Liquidity Leading Indicator (Pushed Forward 6 Months), lhs
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The Fiscal Cheat Code Is Dead

Fiscal largesse has supported growth, investment and corporate profits. But now the fiscal impulse has dropped,
stocks will struggle as the second derivatives of spending and borrowing fall

US Fiscal Impulse Is Fading
- S&P YoY, lhs Fiscal Impulse (1yr Change in US Budget Balance as % GDP), rhs

60
50
40
30

Government Belt Tightening Is Bad for Stocks
== SPX YoY, rhs
US Bonds and Bills Gross Issuance (Pushed Forward 6 Months; 12m Sum, YoY), lhs
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Basis Trade Unwind Could Get Nasty

The basis trade has swelled in size, now in order of ~51 trillion

Bond funds’ greater allocation to credit has led to them making more use of bond futures, with hedge funds
taking the other side. As 2020 showed, however, the unwind can be nasty

The Main Players in Bond Futures
== Dealers == Asset Managers (Bond Funds)
Leveraged Funds (Hedge Funds) [Net Long Across All Bond Future Contracts]

Bond Managers Have Greater Exposure to Credit

—Correlation of Vanguard Intermediate Term Corp Bond ETF to Bloomberg HY Index
(1y on 1d Returns), rhs

== ST Allocation to Bloomberg Aggregate Index, lhs
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Dealer Balance Sheets Are Congested

Dealers’ inventory of USTs, MBSs and other assets has risen to new highs

This makes them less able to act as a shock-absorber in any basis-trade unwind, potentially aggravating its
effects .... Could the Fed be forced into a bailout?

More Risk of Repo Stress as Dealer B/Ss Are Congested
== Asset Manager Net sLonge in 10y UST Futures, lhs rhs
== Leveraged Funds Net sShorts in 10y UST Futures, lhs

Primary Dealer USTs Ex TIPS Out on Repo, rhs

Dealer Balance Sheets Are Heavily Congested With USTs

Dealer Holdings of USTs, MBS and Stocks as % of Total Financial
Assets of Broker/Dealers (1m MA) [Latest Asset Estimate Is for 4024]
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