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SOVEREIGN DISCLOSURE BLOCK

Global Financial Engineering, Inc. and Global Accountancy Institute, Inc. are sovereign
proprietary institutions. They manage no outside capital, solicit none, and offer no
investment advice, signals, or recommendations to any person. Every position discussed in
this paper was taken by an autonomous system on the institutions' own capital, is reported
retrospectively and in the past tense, and is presented as an exhibit of a doctrine and never
as a template for anyone's action. Where a position paid, the doctrine is described; where it
cost, the cost is described with equal weight. Nothing here is a forecast. The reader's
decisions are the reader's own.

Abstract

On 9 September 2026 the United States Treasury set its next long-dated
buyback at up to six billion dollars of ten- to twenty-year securities, to be
executed the following morning. It was triple the previous long-dated operation
and the first sized under a programme enlarged three weeks earlier. Yields
rose across the curve on the announcement: the ten-year to its highest level in
nearly three years, the thirty-year toward 5.30 percent, and — the detail most
commentary passed over — the two-year higher as well. This paper does not
grade the policy. It asks what is being built. Read as engineering, the operation
is a duration and liquidity transformation on the liability side of a sovereign
balance sheet, performed by the fiscal agent rather than the central bank. It
carries three simultaneous effects: one that is sound, one that is optical, and
one that relocates risk rather than removing it. The paper shows that the third
effect is already measurable — the bill share of marketable debt now stands
above the band the Treasury's own advisory committee recommends — and
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that the market's answer was a reading of it. It closes with an executed
argument drawn from the institutions' own futures book, which carried a short
position in European duration through the same repricing and an equity-index
complex that paid for it.

I. Two Announcements, Two Opposite Answers

The sequence matters more than either announcement alone, and it contains a
reversal that is easy to miss.

On 19 August the Treasury said it would at least double the maximum size of
its liquidity-support buybacks for longer-dated nominal securities, from two
billion dollars per operation to at least four billion, effective 9 September and
running through 4 November, covering both the ten-to-twenty-year and twenty-
to-thirty-year sectors. The market approved. The ten-year yield closed some six
basis points lower at 4.647 percent and the thirty-year fell nine basis points to
5.196 percent, retreating from a nineteen-year high. Within a day the thirty-
year had given most of that back.

On 9 September the department put a number on the first operation: up to six
billion dollars, triple the previous long-dated operation, targeting the ten-to-
twenty-year sector, to be conducted the following morning. This time the
market disapproved. The ten-year reached 4.8528 percent intraday, the highest
since November 2023; the thirty-year rose to 5.295 percent; the two-year rose
to 4.425 percent. Part of the reaction was disappointment — some had
expected seven or eight billion. Part of it was something else, and Section III
takes it up.

Two announcements of the same policy, three weeks apart, one welcomed and
one rejected. That divergence is the paper's first piece of evidence, and any
account that treats the operation as simply supportive or simply futile fails to
explain it.

One further detail belongs in the record because it is an engineering choice
and not an accident. The enlarged programme covers both long buckets, but
the first operation was set in the ten-to-twenty-year sector alone. The thirty-
year, the tenor carrying the most visible distress and the highest yield since
2007, was not the one bid for. A dealer's instinct reads that as prudence:
buying where the illiquidity is genuine rather than where the symbolism is
loudest. A sceptic reads it as declining to test the bid at the point of maximum
exposure. Both readings are available, and the operation results will separate
them.
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II. What a Buyback Is, Mechanically

A Treasury buyback is not a repayment in the sense a household would
recognise. The Treasury holds no surplus with which to retire obligations. It
funds the purchase from ordinary borrowing — which since 2024 has leaned
heavily on short-term bills — and uses the proceeds to buy older securities
from dealers in a reverse auction. The securities bought are off-the-run: earlier
issues in the same maturity sector that trade less actively than the current
benchmark and therefore at a discount for their illiquidity. The Treasury
accepts a fraction of what dealers offer, at prices it judges fair or better.

The programme is not new. Since May 2024 the Treasury has repurchased
roughly ninety-nine billion dollars of securities due in ten years or more, across
fifty-two operations. What changed in August and September 2026 is not the
instrument but its intensity. That distinction is worth holding: this is an
acceleration of an established mechanism, and the market's reaction was to the
acceleration, not to the invention.

Three things happen inside a single operation, and they must be held apart
because they have entirely different characters.

The first effect: liquidity provision, and it is sound

An off-the-run ten-year note may trade several basis points cheap to the
benchmark for no reason other than that fewer people wish to hold something
they cannot easily sell. That discount is a liquidity premium, and the Treasury
pays it on every issue in the form of a marginally higher coupon than it would
otherwise need. By standing as buyer of last resort in its own illiquid paper, the
Treasury narrows the discount, lowers the cost of every future issue at the
margin, and captures the premium directly on the securities it buys below fair
value. This is the state acting as dealer in its own debt, and it is the one part of
the design that is unambiguously good engineering: the provider of liquidity is
paid for providing it.

The second effect: the headline falls, the bill rises

The arithmetic here is unusually clean and almost universally misreported.
Bonds issued in 2020 and 2021 carry coupons below two percent. With a new
long bond paying near five, those old securities trade at roughly fifty to
seventy-five cents per dollar of face value. Retiring one hundred dollars of face
costs perhaps seventy dollars of cash, and that seventy is raised in bills at short
rates near four percent.

Face-value debt therefore falls by one hundred while the annual interest bill
rises, because a coupon of under two percent on one hundred has been
replaced by more than four percent on seventy. The government also
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surrenders something it will not recover: a borrowing cost locked in until the
2050s. In the accounting the debt has shrunk. In the economics it has become
more expensive to carry and shorter to hold. This is the optical effect. It is
neither dishonest nor trivial — the discount is the market's fair price for a low
coupon — but it is not a reduction in the burden, and it should never be
reported as one.

The third effect: duration is shortened, and risk changes address

The consequential effect is the one the market priced, and unlike the first two it
is now measurable at the level of the whole balance sheet.

Every dollar of long paper retired and replaced with bills shortens the weighted
average maturity of the public debt. Long-dated exposure — sensitivity to the
term premium, the price investors demand for holding a government's promise
for two decades — is converted into short-dated exposure: sensitivity to the
policy rate, to bill demand, to the outcome of every auction, to the willingness
of money funds and foreign reserve managers to keep rolling. Nothing is
removed. The risk changes address, moving from the long end where it is
visible and painful to the front end where it is quieter and recurs every few
months.

The measurement: bills stood at roughly 22.8 percent of marketable debt in
August 2026, above the fifteen-to-twenty percent band the Treasury's own
borrowing advisory committee recommends. The debt is already shorter than
the institution's own guidance contemplates, and each buyback funded from
bills moves it further in the same direction. Whether the combined operation
amounts to a stealth reversal of Operation Twist — selling the short end to buy
the long — is a live question; what is not in question is the direction of travel or
that it is now outside the recommended band.

An engineer recognises the shape immediately: this is maturity transformation,
the operation a bank performs when it funds long assets with short liabilities. It
works until the short funding is questioned. The sovereign version has one
crucial difference — its short funding is the deepest market in the world, and
questioning takes the form of higher bill yields rather than a run. But the
direction of exposure is identical, and the dependence it creates, on the central
bank's policy rate as the cost of carrying a growing share of the national debt,
is the new variable the programme introduces into the fiscal arithmetic.

III. Why the Market Said No the Second Time

Four mechanisms explain the reversal between 19 August and 9 September,
and they compound.
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The first is the difference between a promise and a price. In August the market
was told the ceiling would at least double, without a number; it priced the
option. In September it was given the number, and the number resolved the
option unfavourably against expectations of seven to eight billion. A
programme that trades on expectation is worth what the expectation is worth,
and the moment it is quantified, the premium is paid back.

The second is scale against signal. Six billion set against a stock above forty
trillion is roughly fifteen thousandths of one percent — as a purchase,
immaterial. As a signal it is not. When the issuer of the world's reserve asset
announces that it will bid for its own paper to keep the market functioning, the
market learns something about the natural bid. The information conveyed was
adverse, and it was conveyed twice.

The third is the front end, and this is where the third effect became visible. The
two-year yield rose alongside the ten and the thirty. A pure long-end liquidity
event does not lift the two-year; a repricing of the sovereign's funding profile
does. The market read a Treasury financing long-bond retirement with bills and
priced the bills, exactly as the maturity-transformation account predicts. The
curve moved as one because the balance sheet moved as one.

The fourth is the sequence itself. A set-point adjusted twice in three weeks —
from two billion, to at least four, to six — tells observers something about the
operator as well as the market. One senior strategist described the buyback
expansion, alongside earlier efforts to support the yen, as evidence of
administration unease and as a soft form of financial repression. Whatever one
makes of that characterisation, the mechanism it names is real: when a policy
instrument is visibly re-tuned between observations, the instrument stops
reading the underlying and starts reading the operator. There is a discipline in
engineering that speaks directly to this — hold the machine still if you want the
measurement to mean anything — and it applies to a debt-management
programme exactly as it applies to a control system.

IV. The Engineer's Verdict on the Design

Is this advanced financial engineering? Yes, in the precise sense that matters: it
is a deliberately designed transformation of a liability's term structure and
liquidity profile, targeted at named tenors, sized against dealer offers, funded
from a specific pool, and executed on a published schedule with published
results. It is the mirror image of what the Bank of Japan performed for a
decade under yield-curve control, with one genuine innovation — here the
fiscal agent, holding a cash balance near a trillion dollars, performs the
operation in place of the central bank's balance sheet. That is a real shift in the
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division of labour between treasury and central bank, and it deserves study
rather than applause or dismissal.

Is it a solution to the debt? No, and it does not claim to be. It changes the
maturity, the liquidity and the accounting appearance of the obligation. It does
not change the obligation's economic weight, and it raises the cost of carrying
it. Its defenders and its critics are frequently arguing past each other because
they are describing different effects of the same transaction.

What it buys is time and a functioning market at the long end. What it costs is a
shorter, more frequently refinanced national balance sheet whose carrying cost
is now more tightly coupled to the policy rate. Whether that trade is worth
making depends on a question this paper deliberately leaves to the next: who
holds a sovereign's twenty-year promise at these prices, at what premium, and
what happens to that bid when the second-largest holder of Treasuries is being
urged to raise its own rates.

Effect Character Who bears it Measurable
today?

Liquidity provision to Sound; the provider is | Nobody — illiquidity | Yes —

off-the-run tenors paid for providing premium transfers to | operation

the Treasury results:

offered,
accepted,
pricing

Face value falls;
interest expense rises

Optical; accounting
improves, carrying
cost worsens

The taxpayer, over
the life of the bills

Yes — coupon
retired versus
bill rate paid

Maturity shortened;
term-premium risk
becomes rollover risk

Structural; risk
relocated, not
removed

The front end, the
policy-rate path,
every future auction

Yes — bills at
~22.8% of
marketable
debt, above
the
recommended
15-20% band

V. What Would Falsify This Reading

A doctrine that cannot be wrong is not doctrine. Three observations would
refute the account above, and each is available from public data within weeks.

If the operation results show heavy dealer participation at prices favourable to
the Treasury and the ten-to-twenty-year sector subsequently trades closer to
the benchmark curve, the first effect is doing real work and the liquidity
rationale stands largely on its own. If the bill share of marketable debt
stabilises or falls back inside the recommended band while buybacks continue,
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the third effect is being managed rather than accumulating, and the maturity-
transformation concern is overstated. And if long yields decline over the
programme's remaining operations while the front end is stable, the market
has accepted the transformation as a net improvement, and the reading offered
here — that the market priced the relocation of risk — is wrong. The evidence
to check is published: operation results, the monthly statement of the public
debt, and the next quarterly refunding statement.

VI. The Executed Argument

Per the standing template of this series, the institutions' own book is reported
retrospectively, in the past tense, as an exhibit and never as a template, with the paid
and the unpaid given equal weight. The futures book is referred to as GATS?7.

Doctrine restated

A repricing of the term premium is global. A sovereign that shortens its
maturity profile does not lower the price of time; it changes who pays it and
when. The doctrine holds that the long end of every major curve carries the
same information about the cost of holding a government's promise, and that a
book positioned for the repricing in one currency was positioned for it in all of
them.

Signature observed

From late July, GATS7 built a short position in FGBL U and FGBL Z (Euro-
Bund futures, September and December) across sixteen legs. Every leg stood at
or above breakeven by 9 September and five were locked in profit. The same
book held long equity-index futures — ES U (E-mini S&P 500), YM U and YM Z
(E-mini Dow), RTY U (E-mini Russell 2000), FESX U and FESX Z (Euro Stoxx
50) — which carried the book's entire floating loss, and long currency futures
against the dollar — 6A U (Australian dollar), 6B U (British pound), 6C U
(Canadian dollar), 6E U (euro), 6N U (New Zealand dollar) — with 6S U (Swiss
franc) short. The signature was yields rising while the dollar weakened: the
mark of a term-premium regime rather than a growth regime.

Expression

The book held no view on the Treasury. It held what price had told it to hold,
through pullback entries into daily structure, and it hedged its index complex
under a governor that until that same week sized protection against a single
position and released it on a clock. The European duration short paid, because
European duration was being sold alongside American duration. The index
longs paid the cost of the higher discount rate the buyback was designed to
hold down. The two were one sentence written in two places.
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Consequence

Realised: the book stood at a lifetime profit factor above five across one
hundred and seventy-three closes, with a maximum balance drawdown below
one percent, and banked further gains on the day of the announcement while
its floating deficit deepened. Unrealised: the index complex remained under
water, bounded by constitutional stops sixteen volatility units distant and by a
hedge programme that had, until that week, covered roughly a fifth of the
exposure the doctrine required. The coverage shortfall was found by
measurement, named as a defect, and corrected the same week.

Lesson banked

A book with no opinion is a better instrument for reading a policy than any
opinion about the policy. The European duration short and the index longs said
one thing — the price of time is rising everywhere and equities are being
repriced to it — and the market wrote that sentence before the Treasury
published its reply. The cost of the lesson was the index deficit. The value of
the lesson was that the third effect, the relocation of risk toward the front end,
was legible in the book's currency complex before it was legible in any yield.

Paper II of The Engineered L.ong End — The Two Balance Sheets: Why Washington
Needs Tokyo to Raise Rates, and Fears What Happens When It Does — follows before
the Bank of Japan's September decision.
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RISK DISCLAIMER

Trading and investment activity across foreign exchange, equities, futures, commodities,
and digital assets involves substantial risk. Market conditions may change rapidly, and
losses may occur. This article is provided for intellectual, institutional, and educational
discussion only and does not constitute investment advice, an offer, a solicitation, or a
recommendation to buy or sell any financial instrument or to participate in any investment
structure.

Attribution: Dr. Glen Brown / Global Internal Governance Chamber.
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