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Regular auctions of US Treasuries are normally inconspicuous events, so last week’s 

7-year issuance will live long in the memory, even serving as a data-point for future 

references to the 2021 bond market sell-off. Only time will tell whether last week’s 

rout was the start of a shift in the market regime, or whether, as we suspect, it was 

just another one of those corrections that characterise a highly leveraged market.  

An unusually large proportion of the bonds remained in the hands of primary dealers, 

as opposed to long-term investors, at the 25 February auction, resulting in an 

immediate rise in yields, and not just in the 7-year segment. 10-year US yields rose 

some 16bp that day.  

Such a large move in the USD21trn Treasury market matters because it is a global 

benchmark and it provides reference rates for investors in all asset types. Evidence 

of this came as the ECB began to fret over what rising yields would do to Eurozone 

financial conditions and the Reserve Bank of Australia doubled down on yield curve 

control with massive intervention.  

So what was the root cause of the event that caused so much consternation in the 

bond markets? 

The Biden administration’s proposed USD1.9trn US fiscal support package is the 

equivalent of about 10% of GDP, which combined with what has gone before means 

the Federal government deficit would reach an unprecedented peacetime level. This 

is not to argue that support isn’t warranted to help get through the pandemic, just that 

the policy response has exacerbated the problem of a bloated debt stock. 

 

Table 1. Global debt continues to grow at a faster rate than GDP 

(USDtrn) Debt GDP Multiple 

2000 60 33 1.8x 

2010 129 60 2.2x 

2020 214 78 2.7x 

2020-2000 154 45 3.4x 

Source: HSBC calculations, IIF debt database for combined DM and EM in USDtrn. Note: total debt across household, corporate and government sectors. 
61 country data set used from Q1 2000 to Q4 2020. 

 

Fundamentals matter. Governments may have got to the point where they cannot go 

on borrowing without there being consequences. Interest rates are low but that does 

not mean there is a free hit for the borrower, even if some politicians might prefer to 

think so. Money borrowed today should generate a sufficiently high return versus its 

cost, otherwise it is unproductive, weighing on future growth. Anyway, it has to be 

paid back, otherwise future generations will pay for the consumption of this one.  

4 March 2021 

 

 

Steven Major, CFA 
Global Head of Fixed Income Research  
The Hongkong and Shanghai Banking Corporation Limited 

 
 

  

The Major bond letter Free to View  
Fixed Income - Rates 

 

 Global #5. The bond market sell-off 

This is a Free-to-View version of a report by the same title published on 04-Mar-21. 

Please contact your HSBC representative or email AskResearch@hsbc.com for more 

information. 

https://www.research.hsbc.com/
https://www.research.hsbc.com/C/1/1/320/6SvQWmm
mailto:AskResearch@hsbc.com


 

2 

Free to View  ● Fixed Income - Rates 
4 March 2021 

We have always stressed the importance of global inter-linkages, feed-back loops and 

repercussions. During the past two decades the total stock of global debt (see Table 1) has 

increased three times faster than the economy has grown, so that each unit of new debt is less 

productive than the previous one in generating growth. Offsetting the increase in debt has been 

the purchases of bonds by central banks but last week’s bond auction suggests there is stress 

in the system. 

Fiscal policy may be dominant but it is inextricably linked with the unconventional monetary 

policy as central bank bond purchases in the US, Eurozone, Japan, UK and other markets are 

reinforcing the signal that rates are staying lower-for-longer. 

The idea that QE can be open-ended, continuing to support fiscal policy, misses the point that 

there is a lot going on behind the scenes. Banks are perhaps questioning the economics of the 

relationship, which sees them receiving the excess reserves created by central banks, and 

results in them holding such a high proportion of low-yielding assets. 

Our focus on how huge fiscal loosening may be hitting capacity constraints is different to some of 

the ex-post rationalisation about what happened on the 25 February. The mainstream view 

appears to put this down to enthusiasm for the ‘global reflation trade’, spurred on by the big moves 

higher in Australian bond yields. Others may focus on the sheer weight of bond supply against a 

backdrop of preparation for the inevitable tapering of Fed asset purchases that lies ahead. 

Through the first two months of the year US 10-year yields increased 49bp, whilst the three-

month bill yield fell 3bp. For all the talk of another taper tantrum, we may have already had 

something similar but this time it was brought on by the government’s aggressive fiscal 

loosening. Shall we call it a ‘fiscal tantrum’? 

Whatever the reason, the economy is not going to be helped by higher yields and neither is the 

aspiration for higher inflation. At the global level we have long wondered how the huge 

accumulation of debt, only possible thanks to central bank largesse, would play out. The 

steeper yield curve seems to have resulted in lots of discussions over symptoms but what really 

matters is the root cause. There is just too much debt. 

 

Previous editions of ‘The Major bond letter’ 
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Definitions for trades (Rates & Credit) 
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(Rates and Credit)" above. 
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http://www.hsbcnet.com/gbm/financial-regulation/investment-recommendations-disclosures. 
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