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Before the Boat Sails: The Case for Long-Duration US Treasuries

Understanding Bond Dynamics

Investors often turn to bonds for their stability and capital protection, however, it's worth noting that
bonds prices can move sharply in response to interest rate changes. The relationship between bond
price and its yield is crucial to understand this dynamic.

« When interest rate (or bond yield) falls, bond price rises and vice versa.

« Bonds with longer duration exhibit more significant changes in price in response to fluctuations in
interest rates. This is measured by modified duration (MD) which represents the change in bond
price with change in bond yield.

% change in bond price = — (% change in yield) x (MD)

At 5% coupon rate and yield, MD of 10yr bond is ~8 and that of 30yr bond is ~15. This means that a 1%
fall in yield leads to approx. 8% capital gain for 10yr bond and 15% capital gain for 30yr bond.

Probable bond price change in US 30yr G-sec with fall in yields

Considering the modified duration of 15 for 30yr bond, below is the scenario analysis of probable
change in bond price in US 30yr G-sec with different levels of fall in yield.
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US Treasury Yields Trend
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US Yields have been elevated recently on account of:
» Sticky inflation and relatively strong economic data in US
+ Hawkish Fed monetary policy outlook
* Large US government borrowings and increased treasury supply
* Reduced foreign demand for US treasuries
» Global trade policy uncertainty and geopolitical factors
What could bring down US yields from current levels
India 10yr vs. US 10yr G-sec Yield Spread (%)
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» US Fed Rate Cuts - Fed has maintained its policy rate at 4.25-4.5% since Dec’24 and is widely
expected to cut rates soon. As per CME FedWatch tool, market is factoring ~50 bps cut in Fed
Funds rate in CY25. Cut in policy rates could lead to a fall in government bond yields.

» Economic Slowdown or Recession - IMF had lowered US economic growth forecast to 1.8% in
Apr’25 from their earlier estimate of 2.7% in Jan’25. In a slowing economy with a softening labor
market and business sentiment, demand for risk-free assets like government bonds could increase.

> US Inflation Easing Towards the Fed’s Target - Currently CPI inflation in US is 2.7% (Jun’25). While
not yet at the 2% Fed’s target, steady disinflation could relieve pressure on the Fed to maintain
tight monetary policy, a trend that could lower yields.

> Potential for Geopolitical or Financial Shocks - New trade tariffs, global political events, or
financial market volatility can provoke a “flight to safety,” causing investors rush into Treasuries,
leading to fall in yields.

» Moderation in Treasury Supply and Yield Curve Control Hints - While large-scale government
borrowing has contributed to high yields, any signals of fiscal improvement or Fed intervention
can shift demand in favor of Treasuries, capping or reducing yields.

Key Risks of Investments in US Treasuries

> Interest Rate Risk - Higher duration bonds are much more sensitive to changes in interest rates.
Any adverse movement in bond yields or interest rates could lead to capital loss.

» Currency Risk - For an Indian resident investing in US treasuries, all returns are denominated in
US dollars. If INR depreciates against USD, Indian investor can gain additional return on
currency conversion. However, in case INR appreciates vs. USD, overall INR returns may reduce.

Investment Avenues in US Treasuries for Indian Investors

Indian investors can open international brokerage accounts under the RBI’s Liberalized Remittance
Scheme (LRS), which allows investments of up to $250,000 per individual per financial year in
foreign assets. Through these accounts, investors can buy US Treasury ETFs. Purchasing direct
bonds is also an option but it can be cumbersome as bonds could have high investment limits, low
liquidity and involve higher transaction charges vs. ETFs. Some of the ETFs are listed below:

r
:  UTHY (US Treasury 30 Year Bond ETF): Invests in US Treasury bonds with a 30-year maturity. :
: « UTWY (US Treasury 20 Year Bond ETF): Invests in US Treasury bonds with a 20-year maturity. :
: * UTEN (US Treasury 10 Year Note ETF): Invests in US Treasury bonds with a 10-year maturity. :
1 I
I I
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I I

Above ETFs are domiciled in US and pay regular payouts on monthly/quarterly basis. These
payouts are subject to tax and required to be manually reinvested.

Note: Investors considering US Treasuries should exercise caution regarding taxation and regulatory
requirements. Returns from overseas investments, including US Treasuries, are subject to Indian tax laws and
US withholding tax on interest or dividends. Additionally, all foreign investments must comply with the RBI’s
guidelines, which imposes annual caps and reporting obligations. Investors should stay updated on any
changes in RBI rules, ensure proper tax filings, and verify that chosen investment platforms meet regulatory
guidelines to avoid compliance issues and unforeseen tax liabilities.
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Disclaimer

This communication is being sent by the Investment Advisory Group of HSL IA., registered under SEBI (Investment Advisors)
Regulations, 2013 under the Registration number INAO00011538. This note has been prepared exclusively for the benefit and
internal use of the recipient and does not carry any right of reproduction or disclosure. Neither this note nor any of its contents
maybe used for any other purpose without the prior written consent of HSL IA, Investment Advisory Group (HSL IA). In preparing
this note, we have relied upon and assumed, without any independent verification, accuracy and completeness of all information
available in public domain or from sources considered reliable. This note contains certain assumptions and views, which HSL IA
considers reasonable at this point in time, and which are subject to change. Computations adopted in this note are indicative and
are based on current market prices and general market sentiment. No representation or warranty is given by HSL IA as to the
achievement or reasonableness or completeness of any idea and/or assumptions. This note does not purport to contain all the
information that the recipient may require. Recipients should not construe any of the contents herein as advice relating to
business, financial, legal, taxation, or other matters and they are advised to consult their own business, financial, legal, taxation
and other experts / advisors concerning the company regarding the appropriateness of investing in any securities or investment
strategies discussed or recommended in this note and should understand that statements regarding future prospects may not be
realized. It may be noted that investments in equity and equity-related securities involve a degree of risk and investors should not
invest any funds unless they can afford to take the risk of losing their investment. Investors are advised to undertake necessary
due diligence before making an investment decision. For making an investment decision, investors must rely on their own
examination of the Company including the risks involved. Investors should note that income from investment in such securities, if
any, may fluctuate and that each security’s price or value may rise or fall. Accordingly, investors may receive back less than
originally invested. Neither HSL IA nor any of its employees shall be liable for any direct, indirect, special, incidental,
consequential, punitive or exemplary damages, including lost profits arising in any way from the information contained in this
material. This note does not constitute an offer for sale, or an invitation to subscribe for, or purchase equity shares or other assets
or securities of the company and the information contained herein shall not form the basis of any contract. It is also not meant to
be or to constitute any offer for any transaction. HSL IA and its affiliates, officers, directors, key managerial persons and
employees, including persons involved in the preparation or issuance of this material may from time to time, have long or short
positions in, and buy or sell the securities thereof, of company (ies) mentioned herein. HSL IA may at any time solicit or provide
commercial banking, credit, advisory or other services to the issuer of any security referred to herein. Accordingly, information
may be available to HSL IA, which is not reflected in this material, and HSL IA may have acted upon or used the information prior
to, or immediately following its publication. HSL IA neither guarantees nor makes any representations or warranties, express or
implied, with respect to the fairness, correctness, accuracy, adequacy, reasonableness, viability for any particular purpose or
completeness of the information and opinions. Further, HSL IA disclaims all liability in relation to use of data or information used
in this report which is sourced from third parties. Please note that HDFC Securities has a proprietary trading desk. This desk
maintains an arm’s length distance with the HSL IA team and all its activities are segregated from HSL IA activities. The proprietary
desk operates independently, potentially leading to investment decisions that may deviate from research views. Al was not used
in the preparation of this note.
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Investment in securities market are subject to market risks. Read all the related documents carefully before investing.

Mutual Funds Investments are subject to market risk. Please read the offer and scheme related documents carefully before
investing.

Registration granted by SEBI, membership of BASL (in case of IAs) and certification from NISM in no way guarantee performance
of the intermediary or provide any assurance of returns to investors.

This information is for educational/information purposes only.
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