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In January 2014, the US Treasury began offering a new instrument to investors: US Treasury Floating Rate 

Notes (FRNs). These notes were the first new security the Treasury has offered since Treasury Inflation 

Protected Securities (TIPS)1 back in 1997. Floating rate notes bring more diversity to the Treasury’s current 

portfolio, an important consideration given burgeoning financing needs.

This is the first type of Treasury note that has coupon payments that are floating and has provided investors 

with a way to reduce interest rate exposure while significantly reducing credit risk. In the past, investors 

looking for floating rate instruments had to consider floating rate corporates which have inherent credit risk. 

In other words, risk that the borrower will not be able to meet its financial obligations. When considering 

floating rate instruments, it is also important to understand that at today’s interest rate levels, investors 

could potentially receive lower coupon payments relative to fixed coupon bonds of a similar maturity.

Understanding the basics: What is a floating rate treasury note?

US Treasury Floating Rate Notes (FRNs) are securities whose coupons are linked to movements in short 

interest rates. Floating rate Treasury notes make payments to bondholders each quarter with the coupon 

amount linked to movements in short term interest rates.

Coupon rate is reset daily in reference to the highest accepted discount rate of the most recent 13-week 

Treasury Bill auction, plus or minus a fixed spread2 determined at the securities’ initial issuance. Since 

auctions for new 13-week Treasury Bills (T-bills)3 occur once a week, that means the coupon rate effectively 

changes weekly, however, interest is accrued daily and distributed quarterly. They are backed by the full 

faith and credit of the US government and have a 2-year final maturity.

The Treasury auctions a new US Treasury FRN quarterly in January, April, July and October with two 

re-openings4 of these initial auctions in the subsequent months of each quarter. Each quarterly FRN issue 

size is $56 bn, $20 bn initially with $18 bn at re-opening in the two months that follow. There are eight 

outstanding US Treasury FRNs at any given time as they are issued with a two-year maturity.

In comparison to other US Treasury securities, T-bills don’t pay a coupon and are instead issued at a 

discount to the principal at maturity. Income is generated as the security rises to par at maturity. Treasury 

notes, on the other hand, pay semi-annual coupons and repay the principal at maturity.

Given the longer-duration aspect of Treasury Inflation-Protected Securities (TIPS), there is higher sensi-

tivity to increases in longer-term interest rates. US Treasury FRNs are more directly tied to changes in 

interest rates influenced by Federal Reserve rate moves.
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Growth potential for this market

In comparison to when the US Treasury initially issued US Treasury Inflation-Protected Securities (TIPs) 

more than a decade ago, the US Treasury FRN asset class appears to be very large. Since the initial 

auction in January 2014, the outstanding market value for floating rate treasuries has grown to $378 billion 

as of February 2019.

Utilising the same lifespan, the universe for TIPS was only $145 billion. A sharp difference as US Treasury 

FRNs are 2.6 times bigger than TIPS when comparing similar stages for each instrument. In February 

2019, the Bloomberg Barclays US Treasury Inflation Notes Index had a market value of more than a $1 

trillion.

Figure 1: How have US treasury FRNs performed relative to similar maturity treasury bills and 

notes?

Source: WisdomTree, Bloomberg. Period from 31 January 2014 to 28 February 2019 based on monthly 

returns. Period is since inception of the Bloomberg Barclays US Treasury Floating Rate bond index 

corresponding to the earliest available back-tested data for the Bloomberg Barclays US Treasury Floating 

Rate Bond Index – live data as of 3 Feb 2014. You cannot invest directly in an index.

Historical performance is not an indication of future performance and any investments may go 

down in value.

US Treasury FRNs as an asset class have performed well relative to similar short duration products with 

comparable volatility profiles since their common inception. Performance advantage of FRNs accelerated 

once the US Federal Reserve (Fed) began raising rates in December 2015, as can be seen in Figure 2.

Figure 2: US Treasury FRNs historical performance and volatility during rising rates environment

Source: WisdomTree, Bloomberg. Data as of 28 February 2019. TR: Total Returns. Full Period encompass-

es a period from 31 January 2014 to 28 February 2019 corresponding to the earliest available back-tested 

data for the Bloomberg Barclays US Treasury Floating Rate Bond Index – live data as of 3 Feb 2014. 

Rising Rates encompasses a period from 15 December 2015 to 20 December 2018. Volatility estimates 

are based on monthly returns and a period from 30 November 2015 to 31 December 2018. You cannot 

invest directly in an index.
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Historical performance is not an indication of future performance and any investments may go 

down in value.

For investors looking for US Dollar solutions with no corporate credit risk, strategies that invest in short 

term US treasury yields such as US Treasury Floating Rate Notes can currently provide investors with 

higher yields than investing in longer maturity US Treasury Bonds.

Securities with floating or variable interest rates can be less sensitive to interest rate changes than 

securities with fixed interest rates but may decline in value if investors demand greater compensation 

over the reference yield than determined at initial auction. However, as of 27 March 2019, 10-year US 

treasuries were yielding about 2.38%, while the Bloomberg Barclays US Treasury Floating Rate Bond 

Index (BTFLTRUU) was yielding 2.52%.

1 Bonds issued by the US government whose coupon and principal payments are linked to the Consumer 

Price Index

2 Fixed spread is determined at the securities’ initial issuance

3 Short-term debt backed by the US government with a maturity of less than one year

4 Re-opening: the US Treasury issues additional amounts of a previously issued security
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Important Risks Related to this Article

Informations importantes
Communications commerciales publiées dans l¼Espace économique européen (« EEE ») : Ce 

document est publié et approuvé par WisdomTree Ireland Limited, une société autorisée et réglementée 

par la Central Bank of Ireland.

Communications commerciales émises dans des juridictions en dehors de l¼EEE : Ce document est 

publié et approuvé par WisdomTree UK Limited, une société autorisée et réglementée par la Financial 

Conduct Authority du Royaume-Uni.

WisdomTree Ireland Limited et WisdomTree UK Limited sont toutes les deux désignées comme « Wis-

domTree » (le cas échéant). Notre Politique sur les conflits d¼intérêts et notre Inventaire sont disponibles 

sur demande.

Réservé aux clients professionnels uniquement. Les informations figurant dans ce document sont 

fournies à titre informatif et ne constituent pas une ore de vente, ou une sollicitation d¼ore d¼achat 

de titres ou d¼actions. Ce document ne doit pas être utilisé comme fondement d¼une décision 

d¼investissement. La valeur des investissements peut fluctuer et vous êtes susceptible de perte 

tout ou partie du montant investi. La performance passée ne constitue pas nécessairement une 

indication des performances futures. Toute décision d¼investissement doit être fondée sur les 

informations figurant dans le prospectus approprié et sur des conseils indépendants en matière 

d¼investissement, fiscaux et juridiques.

L¼application des réglementations et lois fiscales peut souvent conduire à des interprétations diérentes. 

Tous les points de vue ou opinions exprimés dans cette communication représentent les points de vue de 

WisdomTree et ne doivent pas être interprétés comme des conseils réglementaires, fiscaux ou juridiques. 

WisdomTree ne donne aucune garantie ou représentation quant à l'exactitude des vues ou opinions 

exprimées dans cette communication. Toute décision d'investissement doit être fondée sur les informations 

contenues dans le prospectus approprié et après avoir sollicité des conseils indépendants en matière 

d'investissement, fiscaux et juridiques. Ce document n¼est pas et ne doit en aucun cas être interprété 

comme une publicité ou une ore publique d¼actions ou de titres aux États-Unis ou dans toute province 

ou tout territoire des États-Unis. L¼introduction, la transmission et la distribution (directes ou indirectes) de 

l¼original ou d¼une copie de ce document sont interdites aux États-Unis.

Bien que WisdomTree s¼eorce d¼assurer l¼exactitude du contenu de ce document, WisdomTree ne peut en 

garantir l¼exactitude. Les fournisseurs de données tiers sollicités pour obtenir les informations contenues 

dans le présent document ne donnent aucune garantie ou représentation de quelque sorte en rapport avec 

ces données. Lorsque WisdomTree exprime ses propres opinions concernant le produit ou l¼activité du 

marché, ces opinions sont susceptibles de changer. WisdomTree, ses ailiés et leurs dirigeants, directeurs, 

partenaires ou employés respectifs déclinent toute responsabilité pour toute perte directe ou indirecte 

découlant de l¼utilisation de ce document ou de son contenu.
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