
 

 

◆ The US Treasury’s buyback plan has pressured the USD 

◆ Short-term rates may still matter more than fiscal concerns 

◆ If the Fed stays on hold, near-term USD softness may extend 

 
The USD fell to its lowest since May after the US Treasury said on 19 August it will 

“at least double” buybacks of long-dated Treasuries (Bloomberg). While the plan 

is intended to be liquidity-neutral and funded by short-term bill issuance, markets 

pushed medium and long-term yields lower and lifted inflation expectations. Lower 

US real yields pose a challenge to our mildly bullish USD view.  

The US yield curve has steepened recently, which is often associated with a weaker 

USD (Chart 1); since the 29 July FOMC meeting, the US Dollar index (DXY) is down 

c2.5%. Despite renewed focus on long-term rates, we still see the near-term USD 

outlook as mainly cyclical, although structural questions are starting to emerge.  

We think short-term rate differentials remain the key driver: since April, EUR-

USD has tracked the Eurozone-US 2-year rate spread. US 2-year yields have fallen 

versus the Eurozone as markets have pared back hawkish Fed expectations amid 

softer US data. In contrast, the ECB has stayed relatively hawkish (June hike; 

markets pricing a high chance of a September hike), while stronger PMIs and Brent 

above USD90 per barrel have also lifted Eurozone yields, supporting the EUR. 

Meanwhile, long-term yields have risen across developed markets. If fiscal concerns 

were dominant, EUR and especially GBP would likely face similar pressure. Instead, 

European yield curves have also shifted higher, keeping rate differentials closer to 

the US (Chart 2), though they may be vulnerable if growth disappoints. 

   

1. USD Index (DXY) usually weakens 
when the US curve steepens  

 2. European yields are up across, 
narrowing spreads to US Treasuries 

 

 

 

Source: HSBC, Bloomberg  Source: HSBC, Bloomberg 

   

With inflation expectations rising and real yields falling in the US, focus returns to the 

Fed. The July FOMC minutes show policymakers debating further hikes but not yet 

agreeing that near-term action is needed. More data will arrive ahead of the 

September FOMC, and Warsh will speak at Jackson Hole in late August. If the Fed 

stays on hold, near-term USD weakness may persist. 
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extend if the Fed stays on hold 
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Disclosure appendix 

Important disclosures 

This document is for information purposes only and it should not be regarded as an offer to sell or as a solicitation of an offer to 

buy the securities or other investment products mentioned in it and/or to participate in any trading strategy.  Information in this 

document is general and should not be construed as personal advice, given it has been prepared without taking account of the 

objectives, financial situation or needs of any particular investor.  Accordingly, investors should, before acting on it, consider the 

appropriateness of the information, having regard to their objectives, financial situation and needs. If necessary, seek professional 

investment and tax advice.  

Certain investment products mentioned in this document may not be eligible for sale in some states or countries, and they may 

not be suitable for all types of investors. Investors should consult with their HSBC representative regarding the suitability of the 

investment products mentioned in this document and take into account their specific investment objectives, financial situation or 

particular needs before making a commitment to purchase investment products.   

The value of and the income produced by the investment products mentioned in this document may fluctuate, so that an investor 

may get back less than originally invested.  Certain high-volatility investments can be subject to sudden and large falls in value 

that could equal or exceed the amount invested.  Value and income from investment products may be adversely affected by 

exchange rates, interest rates, or other factors.  Past performance of a particular investment product is not indicative of future 

results. 

HSBC and its affiliates will from time to time sell to and buy from customers the securities/instruments (including derivatives) of 

companies covered in HSBC Research on a principal or agency basis.  

Whether, or in what time frame, an update of this analysis will be published is not determined in advance. 

HSBC may use Artificial Intelligence (AI) tools approved for adoption within HSBC in the development of its research reports, 

utilizing these technologies to analyse large volumes of data, enhance efficiency and improve the overall user experience. This 

includes but is not limited to paraphrasing, developing suitable captions and supporting data visualisation. It is important to note 

that while AI tools assist in various aspects of report creation, all investment recommendations and opinions presented herein are 

formulated and approved exclusively by our research analysts. The final content of the report reflects the professional judgement 

and expertise of our research analysts, ensuring compliance with regulatory standards and maintaining the integrity of our 

research process. 

Additional disclosures 

1 This report is dated as at 21 August 2026. 

2 All market data included in this report are dated as at close 20 August 2026, unless a different date and/or a specific time 

of day is indicated in the report. 

3 HSBC has procedures in place to identify and manage any potential conflicts of interest that arise in connection with its 

Research business. HSBC's analysts and its other staff who are involved in the preparation and dissemination of 

Research operate and have a management reporting line independent of HSBC's Investment Banking business. 

Information Barrier procedures are in place between the Investment Banking, Principal Trading, and Research businesses 

to ensure that any confidential and/or price sensitive information is handled in an appropriate manner. 

4 You are not permitted to use, for reference, any data in this document for the purpose of (i) determining the interest 

payable, or other sums due, under loan agreements or under other financial contracts or instruments, (ii) determining the 

price at which a financial instrument may be bought or sold or traded or redeemed, or the value of a financial instrument, 

and/or (iii) measuring the performance of a financial instrument or of an investment fund.  
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You SHOULD NOT reproduce or further distribute the contents of this document to any person or entity, whether in whole or in part, for any purpose. This document may not be distributed to 

the US, or Australia or any other jurisdiction where its distribution is unlawful.  

Jersey, Guernsey and Isle of Man 
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