
Key takeaways
• The US Congress is again being asked to raise the federal borrowing limit, or debt ceiling.
• US Treasury Secretary Steven Mnuchin told Congress that the debt ceiling should

be raised by September 29, or the government risks running out of funds to pay its
obligations.1

• Since March 2017, the Treasury has utilized “extraordinary measures” to meet its
obligations, but these are estimated to run out in late September or early October.

• We remain optimistic that the US Congress will pass legislation to raise the debt ceiling (or
temporarily suspend it), although the decision will likely come down to the wire and the 
process will likely be contentious. 

• We expect yields on US Treasury bills (T-bills) that mature in early October to be the most
affected and rise significantly as we approach the September 29 deadline.

• However, we expect the longer segment of the US Treasury bill yield curve to be pressured
downward as the US Treasury cuts T-bill supply to comply with the current debt limit.
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Once again, the US debt ceiling is in focus. Since March, the US Treasury has employed 
”extraordinary measures” to fund the US government, such as halting contributions to 
certain government pension funds and borrowing money set aside to manage exchange 
rate fluctuations. But those measures are set to run out this fall.
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Figure 1: US Treasury debt outstanding versus debt limit
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Source: Bloomberg L.P., data from May 3, 2005 to Aug. 2, 2017. Gaps in data are due to the temporary 
suspension of the debt ceiling from Feb. 2013-May 2013, Oct. 2013-Feb. 2014, Feb. 2014-March 2015 and 
Oct. 2015-March 2017. 

US Treasury Secretary Steven Mnuchin told Congress in late July that the federal borrowing 
limit must be raised by Sept. 29 or the US government risks running out of funds to pay 
its obligations.1 The US Treasury projects that its cash on hand to handle emergencies and 
other expenses will fall to USD60 billion by the end of September, well below its preferred 
cash balance of around USD300 billion.2 

So the US Congress is, again, being asked to raise (or temporarily suspend) the debt 
ceiling to allow the US Treasury to issue more debt, and continue honoring its obligations. 
We expect the debate to be contentious. Some Republican members of the US House of 
Representatives may demand concessions in return for supporting debt limit legislation, 
but Democrats may not go along. Further complicating discussions, the 2018 budget 
negotiations will also be underway. There may be attempts to join the two issues, either 
formally or informally.3 Failure to agree on a budget resolution increases the risk of 
triggering a government shutdown, but we believe this is a low probability event.

Implications for short-term debt markets
Invesco Fixed Income believes that the US Congress will likely raise the debt ceiling or 
suspend it, which would allow the US government to resume normal debt issuance and 
financing activities. However, in the next several weeks, US short-term bond markets could 
be choppy. We have already seen uncertainty over the debt ceiling manifest itself in the US 
T-bill market. Yields on 3-month US T-bills maturing in October spiked to 1.18% in late July,
as shown in the chart below, inverting the US Treasury yield curve.4 This quickly reversed,
however, after Secretary Mnuchin urged lawmakers to act by the end of September. Yields
on bills that mature in October (“October bills”) remain elevated.

Figure 2: 3-month US Treasury bill auction yields
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Source: Bloomberg L.P., data from April 3, 2017 to July 31, 2017. Past performance is not a guarantee of 
future results. 
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Reduced US Treasury bill issuance
As we head toward September, we expect several developments to further impact short-
term markets. It is likely that the US Treasury will reduce its issuance of T-bills to provide 
capacity for the issuance of longer-term “coupon” bonds (bonds with maturities of two years 
or more). US T-bills are the most vulnerable to fears of payment delays, which could pressure 
yields on October T-bill maturities upward and sharply increase government funding costs. 
The US Treasury is also likely to increase its issuance of cash management bills (CMB), which 
have maturities of less than one month. 

With resolution of the debt ceiling debate likely to go down to the wire, reduced T-bill supply 
could exert downward pressure on T-bill yields for maturities that extend beyond October. 
October US T-bill yields, on the other hand, could rise  by more than 25 basis points, based 
on moves seen during previous debt ceiling debates.5 With US T-bill supply cuts looming, 
we anticipate not only yield declines in the longer segment of the T-bill yield curve, but also 
an impact on overnight repurchase (repo) rates. As market participants avoid US T-bills 
maturing around early October, constrained repo supply could pressure repo rates lower. 
We expect repo rates to closely track the US Federal Reserve’s overnight repo facility.

Once there is a resolution to the debt ceiling issue, we anticipate significant T-bill issuance 
by the US Treasury. The increased supply of investable short-term securities should provide 
much needed relief to the market and help alleviate yield compression that resulted from the 
debt ceiling constraints.   

Resolution to debt ceiling may be hard-fought
Some politicians and policy makers have suggested prioritizing payments as a way for the 
US Treasury to manage its obligations without raising the debt ceiling. However, in keeping 
with his predecessor, Secretary Mnuchin has stated that he has no intention of prioritizing 
payments, thus putting pressure on the US Congress to raise the borrowing limit.6 

Agreeing to raise the debt limit may prove particularly challenging for a Congress that has 
struggled to find common ground to pass other legislation like health care and tax reform. 
And we know from previous episodes of the debt ceiling debate that using it as a political 
lever can create financial market disruption and investor uncertainty. The US Congress faces 
many challenges, and has a full agenda that includes health care and tax reform, but at 
present, Invesco Fixed Income remains optimistic that Congress will be able to resolve this 
year’s version of the debt ceiling debate, and quell investor concerns.
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1 Source: US Department of the Treasury, July 28, 2017. Wall Street Journal, July 31, 2017. 
2 Source: US Department of the Treasury, July 31, 2017.
3 Source: Observatory Group, Aug. 2, 2017.
4 Source: TreasuryDirect, July 14, 2017.
5 Source: US Department of the Treasury, Sept. 23, 2013 to Oct. 8, 2013.
6 Debt prioritization is an option, as confirmed by a released transcript of Fed officials during an emergency Federal Open 

Market Committee conference on August 1, 2011, where it was confirmed that it is technically possible to prioritize US 
Treasury security principal and interest payments before other government obligations.  



Important information

This overview contains general information only and does not take into account individual objectives, taxation 
position or financial needs. Nor does this constitute a recommendation of the suitability of any investment 
strategy for a particular investor. It is not an offer to buy or sell or a solicitation of an offer to buy or sell any 
security or instrument or to participate in any trading strategy to any person in any jurisdiction in which such 
an offer or solicitation is not authorized or to any person to whom it would be unlawful to market such an offer 
or solicitation. It does not form part of any prospectus. While great care has been taken to ensure that the 
information contained herein is accurate, no responsibility can be accepted for any errors, mistakes or 
omissions or for any action taken in reliance thereon. The value of investments and any income will fluctuate 
(this may partly be the result of exchange rate fluctuations) and investors may not get back the full amount 
invested.

The opinions expressed are that of Invesco Fixed Income and may differ from the opinions of other Invesco 
investment professionals. Opinions are based upon current market conditions, and are subject to change 
without notice. Past performance is no guarantee of future results. As with all investments, there are 
associated inherent risks. Please obtain and review all financial material carefully before investing. Asset 
management services are provided by Invesco in accordance with appropriate local legislation and regulations.

This material may contain statements that are not purely historical in nature but are “forward-looking 
statements.” These include, among other things, projections, forecasts, estimates of income. These forward-
looking statements are based upon certain assumptions, some of which are described herein. Actual events are 
difficult to predict and may substantially differ from those assumed. All forward-looking statements included 
herein are based on information available on the date hereof and Invesco assumes no duty to update any 
forward-looking statement. Accordingly, there can be no assurance that projections can be realized, that 
forward-looking statements will materialize or that actual returns or results will not be materially lower than 
those presented.

All information is sourced from Invesco, unless otherwise stated. All data is in USD and as of July 31, 2017, 
unless otherwise stated. 
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Important information

This document has been prepared only for those persons to whom Invesco has provided it for informational 
purposes only. This document is not an offering of a financial product and is not intended for and should not be 
distributed to retail clients who are resident in jurisdiction where its distribution is not authorized or is unlawful. 
Circulation, disclosure, or dissemination of all or any part of this document to any person without the consent of 
Invesco is prohibited. 

This document may contain statements that are not purely historical in nature but are "forward-looking 
statements," which are based on certain assumptions of future events. Forward-looking statements are based 
on information available on the date hereof, and Invesco does not assume any duty to update any forward-
looking statement. Actual events may differ from those assumed. There can be no assurance that forward-
looking statements, including any projected returns, will materialize or that actual market conditions and/or 
performance results will not be materially different or worse than those presented. 

The information in this document has been prepared without taking into account any investor’s investment 
objectives, financial situation or particular needs. Before acting on the information the investor should consider 
its appropriateness having regard to their investment objectives, financial situation and needs.

You should note that this information:

• may contain references to amounts which are not in local currencies;
• may contain financial information which is not prepared in accordance with the laws or practices of your

country of residence;
• may not address risks associated with investment in foreign currency denominated investments; and
• does not address local tax issues.

All material presented is compiled from sources believed to be reliable and current, but accuracy cannot be 
guaranteed. Investment involves risk. Please review all financial material carefully before investing. The opinions 
expressed are based on current market conditions and are subject to change without notice. These opinions may 
differ from those of other Invesco investment professionals. 

The distribution and offering of this document in certain jurisdictions may be restricted by law. Persons into 
whose possession this marketing material may come are required to inform themselves about and to comply 
with any relevant restrictions. This does not constitute an offer or solicitation by anyone in any jurisdiction in 
which such an offer is not authorised or to any person to whom it is unlawful to make such an offer or 
solicitation. 




