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America, the president’s behavior isn’t how you lower
interest rates

BY BILL DUDLEY
BLOOMBERG OPINION

America’s leaders have latched onto the idea that they can address some big problems — Wing budget deficit —
by forcing interest rates downward.

If only it were that easy. :

President Donald Trump keeps turning up the pressure on the Federal Reserve to lower short-term rates, publicly expressing his
dissatisfaction with Chair Jerome Powell. Treasury Secretary Scott Bessent wants to reduce longer-term rates by issuing less long-
term U.S. debt. Financial regulators are tweaking capital requirements, éncouraging the largest U.S. banks to buy and hold more
Treasury securities, which would push prices up and yields down.

If these efforts worked as intended, they could deliver significant benefits. If interest rates were a mere percentage point lower
than the Congressional Budget Office’s current projections, the government could save about $3.5 trillion in debt-service costs

over 10 years — not far from what the One Big Beautiful Bill Act that just passed Congress is expected to add to the federal budget

deficit over the same period.

Unfortunately, the administration’s efforts aren’t likely to succeed — and could even have the opposite effect.

Consider the Fed. Trump’s attacks, along with his stated aim of installing a chair who favors lower rates, threaten to increase%
expectations of future inflation and hence drive up longer-term bond yields. Any inkling that the Fed might cave to the president’s
demands would only make things worse. Hence, to offset the Trump factor and maintain the market’s confidence, the Fed will
likely have to err on the side of caution.

{
—t
Bessent’s plan for Treasury issuance might have some effect. If the same number of investors are bidding for a smaller supply of
longer-term Treasuries, yields should fall. But the move will be marginal at best, measured in basis points, not percentage points.
Long-term yields depend far more on the anticipated path of short-term rates than on the composition of Treasury issuance, The
T;E;sury’s gambit might generate uncertainty that would undercut any benefit. g

Worse, the Treasury must still borrow enough to finance the vast budget deficit. So it’ll have to issue more short-term debt,
making the government’s finances more sensitive to future shifts in short-term rates. At the extreme, if all Treasury debt were

short-term, the government’s debt-service costs would soar every time the Fed raised rates This tould lead to fiscal dominance,
m which the government’s fiscal predicament would severely impair the Fed’s ability to manage the economy.

If administration officials really want to get interest rates down, they have superior options — including discarding policies that
push in the wrong direction.

First, get government finances under control. The Big Beautiful Bill is a fiscal disaster: It’s likely to add more than $3 trillion to
the federal deficit over the next decade, entailing greater Treasury debt issuance and ever-higher debt service costs.

Second, provide greater clarity and certainty about trade policy. Trump’s tariff wars have reduced foreign investors’ appetite for
Treasury debt. Witness how the dollar has fallen sharply.

Third, stop threatening the Fed’s independence. A penchant for lower interest rates shouldn’t be the primary qualification for the
next Fed chair.

Fourth, abandon any consideration of a “Mar-a-Lago Accord,” which would force foreign governments to swap their Treasury debt
holdings into long-dated, low-yielding obligations.




Fifth, make the Treasury market more resilient. Making more trading centrally cleared, for example, would make it less |
susceptible to dysfunction such as the March 2020 “dash for cash.” The math is undeniable: On the present course, a decade
from now, deficit-driven debt-service costs, Social Security and Medicare will each be one percentage point of GDP larger,
according to the Congressional Budget Office. Merely trying to bully interest rates down won’t be a meaningful part of the
solution.

Bill Dudley is a Bloomberg Opinion columnist, A former president of the Federal Reserve Bank of New York, he is a nonexecutive
director at Swiss Bank UBS and a member of Coinbase Global’s advisory council.



