
The start of 2025 brings the end of the debt limit suspension period. Treasury n

likely won’t have to dip into its extraordinary measures until the middle of 
January, but from that point it will generally have to operate under the 
constraints of cash on hand plus available extraordinary measures until there is a 
resolution. The deadline for debt limit action is likely not until July or August 
2025. 

Debt ceiling limitations mean that until there is a deal there will be less bill n

supply and higher levels of broad liquidity than would have been the case 
otherwise. The TGA is historically high compared to past instances when the 
debt ceiling has been reached. If there is no resolution in the first half of the 
year, we expect the TGA drawdown would more than fully offset the draining of 
liquidity via QT alongside meaningfully negative bill supply. 

Past debt limit impasses have more often than not corresponded to tighter swap n

spreads and dollar funding costs. Some of this likely reflects differences in TGA 
dynamics ahead of pre-pandemic experiences, however, with potential for a 
more favorable picture this time around. That said, the rates market appears to 
anticipate this in to a significant degree, pricing easier funding conditions in the 
first half of the year. We retain a long spread bias, but favor shifting from spot 3y 
into 2y3y UST-SOFR swap spread wideners. 

The start of 2025 brings with it the end of the debt limit suspension period on 
January 2, some 19-months after the suspension began. A last minute attempt to 
raise the debt limit preemptively alongside the year-end spending agreement fell 
short, though Republican leaders committed to raise the debt limit by $1.5tn as part 
of a 2025 reconciliation bill. While Congress may attempt to address the debt limit 
early in the year, the deadline for action is likely July or August 2025. Until there is a 
resolution, Treasury will generally have to operate under the constraints of cash on 
hand plus available extraordinary measures. 

We estimate Treasury will start out with slightly more than $1tn in headroom, 
reflecting the sum of the Treasury’s cash balance plus extraordinary measures 
available up front. As Treasury Secretary Yellen noted in a letter to Congress, it likely 
won’t be until the middle of January that Treasury actually has to start dipping into its 
extraordinary measures thanks to redemptions of nonmarketable securities on 
January 2. In addition to the capacity available to begin with, we assume some 
incremental headroom will come available each month alongside a more sizeable 
boost at mid-year. 
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There is uncertainty as to how exactly Treasury will manage its available levers—i.e. the 
pace at which it draws down the TGA versus depleting extraordinary measures via 
higher net marketable borrowing. Still, the overall effect will be less bill supply and 
higher levels of broad liquidity (thanks to a lower TGA) in the system than the 
counterfactual of no constraint. Exhibit 1 illustrates the average change in T-bills 
outstanding and cash balances normalized to past debt-limit resolutions (using a sample 
since 2011). On average bill supply falls by about $130bn and the TGA drops roughly 
$225bn in the 6 months into an agreement. The subsequent rebuild tends to be 
somewhat faster—on average bills outstanding and the TGA both reverse that decline 
within the month or two following a resolution. 

 

Compared to when Treasury has reached the debt ceiling in the past, the TGA will be 
starting off at a considerably higher level (the prior highs were around $450bn in both 
2021 and 2023). Even under an end-Q2 resolution (somewhat ahead of our estimated 
x-date), we expect the TGA drawdown would be comparable to the 2021 and 2023 
experiences when cash balances fell roughly $425bn in the window between reaching 
the debt ceiling and resolution (Exhibit 2). A process that drags into Q3 could see TGA 
fall significantly further still as July and August tend to be seasonally large deficit 
months. We estimate meaningful bill paydowns in the $400 to $600bn range over the 
first two quarters in this scenario, on par with the paydown observed in 2021 (also 
Exhibit 2). 

Balance sheet runoff means, however, that a given TGA drawdown is likely to translate 
to a smaller build in overall liquidity in the system (measured as reserves plus RRP)—we 
expect this would rise roughly $150-250bn through mid-year under our QT baseline 
assuming no resolution ahead of then. As with the scope for a larger TGA drawdown, a 
more protracted process that spills into the second half of the year could see a sharper 
rise in overall liquidity that exceeds what was seen in 2023 when injections from the 
Bank Term Funding Program also helped offset the impact of QT. Conversely, a later 
tapering and/or end to QT than our baseline would dampen any potential rise in liquidity. 

 

Exhibit 1: Typical declines in bill supply and the TGA tend to be 
more gradual than the eventual rebound following a debt ceiling 
resolution 
Average change in T-bills outstanding and TGA in 6m into/out of debt 
limit resolutions (2011-2023) 

 

Exhibit 2: Even if the debt limit is resolved ahead of the x-date, the 
drop in bill supply and the TGA would likely be elevated by 
historical debt limit standards 
Net bill supply and change in reserves plus RRP from when debt limit 
reached to point of resolution 
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Absent any debt limit constraint, we expect bill supply would be roughly flat alongside a 
roughly $350bn draining of overall liquidity from the system in the first half of the year. 

Intuition would argue that backdrop of more liquidity and less collateral should be 
supportive of swap spreads and easier funding conditions. That has not necessarily been 
the case, however. 2y swap spreads have exhibited a tightening bias through past debt 
ceiling resolutions, compressing about 5bp on average in the months leading up to a 
deal (Exhibit 3). 2021 stands out as the instance in which swap spreads widened 
materially during the window when the debt limit posed a constraint, with that instance 
also corresponding to below-average pressure on measures of dollar funding costs as 
well (Exhibit 4). Still, for the most part, term dollar funding conditions in both repo and 
cross currency bases have tended to tighten during periods when the debt limit has 
been binding. 

 

The overarching evidence suggests that a debt limit impasse does not reliably support 
easier dollar funding conditions. Some of this, especially pre-Covid, is possibly 
attributable to the fact that TGA balances had to be quite low heading into the end of a 
debt limit suspension period, which may have front-loaded some of these effects, 
leaving dynamics somewhat more varied in the period after reaching the debt limit. For 
example, pre-Covid, 2013 was the only instance that saw a particularly significant rise in 
liquidity in the system, and that was due primarily to QE. Indeed, we observe that with 
the exception of 2023, swap spreads were flat to wider alongside stable to easier 
secured funding costs in the three months prior to reaching the debt limit (Exhibit 5). It’s 
also possible that precautionary measures and/or anticipation of a rebuild in supply 
following a resolution tend to see a premium build in term funding costs heading into an 
eventual deal. 

We think that the higher starting level for the TGA and magnitude of any potential bill 
paydown should at least support a more benign first half of the year in dollar funding 
conditions than would have been the case otherwise, dampening the tightening bias in 

 

Exhibit 3: 2y swap spreads have tended to exhibit a tightening bias 
through past debt ceiling resolutions 
Average change in 2y UST-OIS swap spreads w/ max and min in 6m 
prior to and following debt limit resolution (2011-2023) 

 

Exhibit 4: Across spreads and measures of dollar funding cost the 
bias is towards tightening while debt ceiling measures are in 
effect 
Change in swap spreads and USD funding costs (negative = tighter 
spreads, more expensive USD funding) from when debt limit reached to 
point of resolution 
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swap spreads that have prevailed in prior debt ceiling episodes. Our rough rule of thumb 
is that a $100bn rise in liquidity from current levels is worth 0.5bp to SOFR-FF, while a 
$100bn drop in bills outstanding is worth about 0.1bp. That said, the market prices that 
in to a large degree, with most SOFR-FF tightening backloaded into the second half of 
the year (Exhibit 6); we think this leaves vulnerability to a faster resolution of the debt 
limit (or a later/slower ending of QT). It’s also worth noting that balance sheet capacity 
constraints (rather than the overall level of liquidity) have played a greater role in driving 
volatility in funding markets over the last year—these may ease now that year-end is 
behind us, but not because of the debt limit. 

We’ve favored being long 3y swap spreads on account of our outlook for valuations, 
carry, and demand considerations. We remain comfortable retaining a long spread bias, 
but given the widening in spot swap spreads and easier funding conditions priced into 
the near-term already, we prefer shifting into forward space where recent 
outperformance has been less pronounced (both on an outright basis and versus our 
valuation framework). We close our 3y swap spread widener for a potential gain of 5bp 
and add a 2y3y swap spread widener (entry: -47bp, target: -37bp, stop: -52bp). 

 

As a final consideration, we noted previously that Treasury tends to rebuild the TGA fairly 
quickly upon resolution, suggesting risks of a swift undoing of any tailwinds in funding 
and spread markets. The intersection of this episode with the more mature phase of Fed 
QT may see Treasury proceed somewhat more cautiously in eventually returning the 
TGA to target, however, particularly with Treasury’s “steady-state” TGA target somewhat 
higher than it was pre-pandemic. August-September 2019 is perhaps the closest point of 
comparison—QT had ended, and the mid-September jump in the TGA coincided with 
the surge in funding market volatility that prompted Fed liquidity injections. While the 
end point would ultimately be the same, a more gradual replenishing of Treasury’s cash 
balance would reduce the risk of excessive volatility that could arise from quickly 
withdrawing liquidity from the system. 

 

Exhibit 5: Widening in spreads has typically been more reliable 
prior to hitting the debt ceiling 
Change in 2y swap spreads in 3m prior to reaching debt ceiling, 
between hitting it and resolution, and 3m following resolution 

 

Exhibit 6: The market prices easier funding conditions in the first 
half of the year before an eventual tightening 
Realized and futures-implied spread between FF and SOFR 
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investment theme being discussed and is not a recommendation of any such security in isolation. 

This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be 
illegal. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of 
individual clients. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and, if 
appropriate, seek professional advice, including tax advice. The price and value of investments referred to in this research and the income from them 
may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur. 
Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain investments.  
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Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all investors. 
Investors should review current options and futures disclosure documents which are available from Goldman Sachs sales representatives or at 
https://www.theocc.com/about/publications/character-risks.jsp and 
https://www.fiadocumentation.org/fia/regulatory-disclosures_1/fia-uniform-futures-and-options-on-futures-risk-disclosures-booklet-pdf-version-2018. 
Transaction costs may be significant in option strategies calling for multiple purchase and sales of options such as spreads. Supporting documentation 
will be supplied upon request.  

Differing Levels of Service provided by Global Investment Research: The level and types of services provided to you by Goldman Sachs Global 
Investment Research may vary as compared to that provided to internal and other external clients of GS, depending on various factors including your 
individual preferences as to the frequency and manner of receiving communication, your risk profile and investment focus and perspective (e.g., 
marketwide, sector specific, long term, short term), the size and scope of your overall client relationship with GS, and legal and regulatory constraints.  
As an example, certain clients may request to receive notifications when research on specific securities is published, and certain clients may request 
that specific data underlying analysts’ fundamental analysis available on our internal client websites be delivered to them electronically through data 
feeds or otherwise. No change to an analyst’s fundamental research views (e.g., ratings, price targets, or material changes to earnings estimates for 
equity securities), will be communicated to any client prior to inclusion of such information in a research report broadly disseminated through electronic 
publication to our internal client websites or through other means, as necessary, to all clients who are entitled to receive such reports. 

All research reports are disseminated and available to all clients simultaneously through electronic publication to our internal client websites. Not all 
research content is redistributed to our clients or available to third-party aggregators, nor is Goldman Sachs responsible for the redistribution of our 
research by third party aggregators. For research, models or other data related to one or more securities, markets or asset classes (including related 
services) that may be available to you, please contact your GS representative or go to https://research.gs.com. 

Disclosure information is also available at https://www.gs.com/research/hedge.html or from Research Compliance, 200 West Street, New York, NY 
10282. 

© 2025 Goldman Sachs.  

You are permitted to store, display, analyze, modify, reformat, and print the information made available to you via this service only for your own use.  
You may not resell or reverse engineer this information to calculate or develop any index for disclosure and/or marketing or create any other derivative 
works or commercial product(s), data or offering(s) without the express written consent of Goldman Sachs. You are not permitted to publish, transmit, 
or otherwise reproduce this information, in whole or in part, in any format to any third party without the express written consent of Goldman Sachs. 
This foregoing restriction includes, without limitation, using, extracting, downloading or retrieving this information, in whole or in part, to train or 
finetune a machine learning or artificial intelligence system, or to provide or reproduce this information, in whole or in part, as a prompt or input to any 
such system. 

2 January 2025   7

Goldman Sachs Global Rates Notes

Fo
r t

he
 e

xc
lu

si
ve

 u
se

 o
f M

AF
AL

DA
.L

AG
AL

A@
CO

M
M

UN
IT

Y.
IT

d9
b0

d5
a4

10
9d

48
5f

b1
c9

6a
22

63
78

86
ec

https://www.theocc.com/about/publications/character-risks.jsp
https://www.fiadocumentation.org/fia/regulatory-disclosures_1/fia-uniform-futures-and-options-on-futures-risk-disclosures-booklet-pdf-version-2018
https://research.gs.com
https://www.gs.com/research/hedge.html

