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High public debt in the United States (US) is Europe’s problem too. When the US issues
more bonds (Treasuries) and US government bond yields rise, German government bond
(Bund) yields tend to follow. We find that the size of these spillovers is not fixed; when
investors perceive US Treasuries as less ‘special’ compared to German Bunds, spillovers
weaken. Greater insulation from US fiscal dynamics comes with caveats: fragmentation
risks within the euro area remain and the Bund market is too small to absorb a significant
reorientation of safe-asset demand. Any window of opportunity relies on policy choices
Europe has so far deferred.

High public debt in the US is Europe’s problem too

US Treasuries are the world's dominant safe asset, anchoring sovereign bond yields
globally. When US Treasury supply rises and US yields follow, Bund yields tend to rise
too.l1l Since Bunds serve as the euro area's own benchmark, there are ripple effects to
euro area borrowing costs, fiscal sustainability, and financial stability. Given the US’s
persistently high deficitsl2l and repeated bouts of market volatility triggered by current US
policy, quantifying how large these spillovers are — and what conditions them — has rarely
been more urgent.

Several channels link US Treasury supply to Bund
yields
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e Duration repricing: Long-term bonds in global circulation mean investors
demand higher compensation to hold them, pushing up long-term yields
everywhere.

e Portfolio reallocation: In general, higher US Treasury supply raises US
Treasury yields (Phillot, 2025) and attracts inflows into US Treasuries, reducing
demand for Bunds and pushing Bund yields up as well.

e US dollar appreciation: Inflows strengthen the US dollar. While a stronger US
dollar would increase euro area competitiveness, it would also increase import
prices and inflation compensation in yields, effects we do not study here.

US Treasuries command a premium beyond their
financial return

Because US Treasuries serve as the world’s main reserve asset, store of value, and
collateral, investors value them above and beyond what their financial return would justify
— a premium known as the convenience yield. An increase in US Treasury supply makes
Treasuries less scarce and hence less ‘special’ in this sense, reducing this premium
(Krishnamurthy and Vissing-Jorgensen, 2012; Jiang et al., 2025). This can have two
opposing effects: if the higher supply generates investor concerns about US fiscal
sustainability, safe-haven demand may tilt towards alternatives such as Bunds and
dampen the spillovers of US Treasury supply shocks to Bund yields. But if a change in
convenience premium makes US Treasuries more comparable to — and hence more
readily substitutable with — Bunds, investors may rebalance more freely between them,
amplifying spillovers. The net effect is an empirical question, addressed in this blog.

Unexpected increases in US Treasury supply raise
Bund yields

Building upon the work of Phillot (2025) — who uses future price movements around US
Treasury supply announcements to isolate unexpected changes in supply — we estimate
the impact of US Treasury supply shocks on Bund yields using state-dependent local
projections over 1998 to 2025. We focus on the international transmission of these
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shocks at the long end of the yield curve.3 We find that an unexpected USD 25 billion
increase (one standard deviation, or 0.8% of US gross domestic product) in US Treasury
net supply raises Bund yields by 10-15 basis points, with the effect persisting for roughly
10 days (Figure 1).

Figure 1

US Treasury supply increases raise Bund yields

Bund response to US Treasury supply shock (in basis points)
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Notes: The plot shows the cumulative impulse response function of 10-year Bund
yields to a one standard deviation increase (~USD 25 billion) in US Treasury net
supply at daily frequency from 1998 to 2025. The shaded areas are the confidence
intervals at the 68% and 90% levels, computed using Newey-West standard errors.
The x-axis represents business days from impact.

Source: ESM calculations based on an extension of Phillot (2025), using data from
Portara, Bloomberg, TreasuryDirect, and Deutsche Finanzagentur

US Treasury supply increases thus make it more expensive for euro area governments to
borrow, all else equal. But this headline figure conceals important variation: how much
investors value US Treasuries relative to Bunds beyond their financial returns determines
how far any given US Treasury supply shock travels.

Lower US Treasury convenience premium dampens
spillovers to Bund yields

We document that spillovers depend systematically on how ‘special’ US Treasuries are
perceived as compared to Bunds. When investors consider US Treasuries relatively
less ‘special’, Bund yields’ response to a given US Treasury supply shock is significantly
weaker (Figure 2).[6]

Figure 2

A lower US Treasury convenience premium dampens spillovers to
Bund yields

Bund response to US Treasury (UST) supply shock, by relative UST premium (in
basis points)
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— Positive UST convenience vs. Bunds = Negative UST convenience vs. Bunds

Notes: The plot shows the cumulative impulse response function of 10-year Bund
yields to a one standard deviation increase (~USD 25 billion) in US Treasury net
supply at daily frequency from 1998 to 2025. The shaded areas are the confidence
intervals at the 68% and 90% levels, computed using Newey-West standard errors.
The x-axis represents business days from impact.

Source: ESM calculations based on an extension of Phillot (2025), using data from
Portara, Bloomberg, TreasuryDirect and Deutsche Finanzagentur

This may be because safe-haven flows towards Bunds partially offset the upward
pressure on Bund yields from a supply shock, dampening its impact.l¢l Du et al. (2018,
2026) document a recent decline in US Treasury convenience relative to Bunds —
suggesting that, in the current environment of elevated investor concern about the US
policy trajectory, attenuation of spillovers to Bunds may already be operating.[”]
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Greater insulation from US fiscal dynamics may be
uneven across the euro area and mask risks

A world in which Bund yields are less tightly coupled to US fiscal dynamics would afford
the euro area greater fiscal and financial autonomy, but there are two important caveats:

1. Bund yield compression may coincide with euro area fragmentation risks. Any
potential safe-haven flows need not benefit periphery spreads. If the decline in
relative US Treasury convenience reflects US institutional deterioration rather than
structural European improvement, a global risk repricing would weigh
disproportionately on higher-risk euro area sovereigns.

2. The Bund market alone is too small to absorb a more substantial reorientation
of global safe-asset demand. The stock of European safe assets — including those
issued by the ESM — has grown significantly, exceeding €1.4 trillion today. Other
highly-rated sovereigns globally could absorb part of any shift — but for Europe to
capitalise on changing global safe-asset preferences would require further steps to
expand European safe asset issuance.

With the US fiscal trajectory showing few signs of stabilising and growing investor
concern about US policy predictability, the global financial order centred on US
Treasuries is under strain. This blog’s findings are a reminder that US fiscal dynamics
directly affect euro area borrowing cost. Hence, how the global safe-asset landscape
evolves from here looks set to shape European sovereign markets.
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Footnotes

[1] These transmission channels presuppose two things. First, investors tend to prefer bonds of
specific maturities and do not move freely between short- and long-term debt (‘preferred habitat’).
Second, they treat sovereign bonds from different countries as imperfect substitutes: similar enough
that US Treasury market developments spill over into Bund yields, but different enough that the two
markets do not move in lockstep (cf. Gourinchas et al., 2025).

[2] The CBO projects the federal deficit close to 6% over the next ten years even as US
unemployment is near historical lows.

[3] US Treasury supply changes reflect US fiscal dynamics and affect term premia, whereas monetary
policy shifts operate through the risk-free rate and global risk sentiment more broadly (Miranda-
Agrippino and Rey, 2020). We extend the existing empirical literature by focusing on (unexpected) US
Treasury supply shocks — as opposed to monetary policy shocks, as in Gourinchas et al. (2025).
State-dependent local projections are run on daily data from 1998 to 2025, with 10-year secondary-
market Bund yields as the dependent variable. Controls follow Phillot (2025) and include the lagged
dependent variable, day-of-week and year fixed effects, and dummies for auction days and major
fiscal announcements.

[4] We use the cross-currency Covered Interest Parity (CIP) deviation between US Treasuries and
Bunds following Du et al. (2018) as our state variable. CIP states that investing in a US Treasury and
hedging the currency risk back into euros should yield the same return as holding a Bund directly.
When US Treasuries are ‘special’, investors will accept a yield below this benchmark, generating a
positive CIP deviation, and vice versa. We use the sign of this deviation to define our two states,
periods of relatively high and relatively low US Treasury convenience. We regress the Du et al. (2018)
measure on (i) VIX, to capture the co-movement of CIP with global risk sentiment and isolate the
cyclically-adjusted component of convenience, and (ii) a time trend to account for the secular
downward trend in the US convenience yield documented by Du et al. (2026), to avoid our state
variable proxying for time. Results are robust to alternative convenience measures and to omitting the
2020-2025 period.

[5] The finding that spillovers are time-varying in “non-pecuniary” characteristics mirrors those of Dilts
Stedman and Hanson (2025).

[6] Inelastic regulatory-driven demand for Bunds as collateral (HQLA) under Basel lll may weaken
transmission of external shocks to Bund yields irrespective of safe-haven dynamics, though
disentangling these mechanisms empirically is beyond the scope of this analysis.

[7] Notably, after the US administration’s April 2025 tariff announcement, US Treasury yields
increased (from 4.17% to 4.33% between April 1 and April 15, 2025), while Bund yields declined (from
2.69% to 2.53%). A broader pattern of longer-term US Treasuries being worse hedges for equities
(rising covariance) has manifested since early 2025.



