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Q1 2017 Net Treasury Issuance Forecast Update

Last week’s release of the Quarterly Refunding Statement indicated that the Treasury intends to borrow
$57 billion in Q1 and $1 billion in Q2. We estimate 2017 calendar year net Treasury issuance of $613 billion.

Treasury Expected to Draw Down Cash Balance in Q1

In Qi1, the Treasury estimates a net marketable borrowing need of
$57 billion, resulting in an end-of-quarter cash balance of $100 billion. The
Q2 estimated marketable borrowing need is $1 billion, with an assumed
end-of-quarter cash balance of $200 billion. While it would not be
surprising in Q2 to see lower net marketable borrowing given the
additional cash inflows into the Treasury from April tax collections (top
graph), it is a bit unique to see such a low Q1 net borrowing estimate. One
of the primary reasons for the lower Q1 borrowing estimate is related to the
reestablishment of the debt ceiling on March 15 (middle chart). The last
time the debt ceiling was suspended, Congress added a provision that
instructs the Treasury to draw down its cash balance to $23 billion after the
reestablishment of the borrowing limit. As of December, the Treasury had a
cash balance of $399 billion, which is estimated to be reduced to comply
with this new restriction before the end of the first quarter. Given this
sizable cash draw down, we expect Treasury issuance to slow, particularly
leading up to March 15, which could result in slightly lower rates across the
curve due to the reduced new supply. We expect these lower rates to
disproportionally affect the short-end of the curve. It is important to note
that the cash drawdown around March 15 is expected to reduce net
Treasury issuance, not the amount of outstanding Treasury securities. Once
Congress passes an increase or another suspension of the debt ceiling, we
expect net Treasury issuance to pick back up, which, in turn, could result in
marginally higher rates across the curve but particularly at the short-end
given the Treasury’s intent to ramp up T-bill issuance this year. In short,
expect some interest rate volatility, particularly at the short-end of the
curve related to the March 15 debt ceiling deadline.

Net Treasury Issuance Forecast for CY 2017 and 2018

In our Monthly Economic Outlook released this morning, we made explicit
assumptions about the future path of federal fiscal policy, which altered our
views on the federal deficit and net Treasury issuance over the next
two years. We now expect the federal budget deficit to total $650 billion in
federal fiscal year 2017 and $950 billion in fiscal year 2018. Converting to
calendar years, we expect net Treasury issuance to total $613 billion this
calendar year, a slight decrease from the $715 billion issuance in calendar
year 2016. The decline stems from a combination of drawing down the cash
balance after the March 15 debt ceiling reestablishment and a shift in the
timing of payments that pulled forward some payments at the end of the
2016 federal fiscal year. The most significant change to our issuance
outlook is for calendar year 2018, where we now expect net Treasury
issuance to total $975 billion, with total T-bill issuance amounting to
roughly $209 billion and interest-bearing issuance of $765 billion.

$100

$50 1

$0 7

-$50 +

-$100 +

-$150 +

-$200

$25

Average Monthly Federal Budget Balance

Billions of USD, 2000-Present

‘ ® Average Monthly Budget Balance

$100

+ $50

L $0

+ -$50

+ -$100

T -$150

+ + + + + + + + + + +
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

U.S. Public Debt
End of Fiscal Year, Trillions of USD

-$200

$20 +

$15 +

$10 +

$5 1

mTotal Debt Outstanding
Debt Subject to Limit
© Statutory Debt Limit

°

$0

$25

T $20

T $15

T $10

1 $5

$2,000

$1,500 +

$1,000 +

$500 +

$0 +

-$500

;
97 99

L]
L]
L]
[J
O"
OOOII‘I
01 03 05 07 09

A
11 13 15

Net Treasury Issuance Composition

Billions of Dollars

Net Interest-Bearing Issuance: 2018 @ $765.4B
m Net Treasury Bill Issuance: 2018 @ $209.1B

Forecast

1l

00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18

$0

$2,000

+ $1,500

- $1,000

- $500

$0

-$500

Source: U.S. Department of the Treasury and Wells Fargo Securities


mailto:john.silvia@wellsfargo.com
mailto:michael.a.brown@wellsfargo.com

Wells Fargo U.S. Interest Rate Forecast

Actual Forecast
2016 2017 2018
1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q
Quarter End Interest Rates
Federal Funds Target Rate 0.50 0.50 0.50 0.75 0.75 1.00 1.00 1.25 1.25 1.50 1.75 2.00
3 Month LIBOR 0.63 0.65 0.85 1.00 1.05 1.25 1.25 1.50 1.50 1.75 2.00 2.25
Prime Rate 3.50 3.50 3.50 3.75 3.75 4.00 4.00 4.25 4.25 4.50 4.75 5.00
Conventional Mortgage Rate 3.69 3.57 3.46 4.20 4,22 4.24 4.26 4.30 4.33 4.41 4.47 4.54
3 Month Bill 0.21 0.26 0.29 0.51 0.57 0.78 0.84 1.02 1.10 1.30 1.50 1.76
6 Month Bill 0.39 0.36 0.45 0.62 0.69 0.88 0.94 1.12 1.20 1.40 1.61 1.87
1 Year Bill 0.59 0.45 0.59 0.85 0.86 1.03 1.08 1.38 1.46 1.66 1.84 2.05
2 Year Note 0.73 0.58 0.77 1.20 1.23 1.35 1.42 1.66 1.75 1.93 2.11 2.26
5 Year Note 1.21 1.01 1.14 1.93 1.95 1.99 2.06 2.21 2.29 2.40 2.52 2.66
10 Year Note 1.78 1.49 1.60 2.45 2.47 2.50 2.53 2.57 2.62 2.71 2.78 2.86
30 Year Bond 2.61 2.30 2.32 3.06 3.15 3.23 3.26 3.34 3.40 3.49 3.58 3.67

Forecast as of: February 8, 2017

Wells Fargo U.S. Economic Forecast and FOMC Central Tendency Projections

2016 2017 2018

Change in Real Gross Domestic Product

Wells Fargo 1.9 2.2 2.5
FOMC 1.8to 1.9 1.9to 2.3 1.8 to 2.2
Unemployment Rate

Wells Fargo 4.7 4.6 4.5
FOMC 4.7 to 4.8 4.5to 4.6 4.3 to 4.7
PCE Inflation

Wells Fargo 1.5 2.0 2.4
FOMC 1.5 1.7 to 2.0 1.9to 2.0
"Core" PCE Deflator

Wells Fargo 1.7 1.9 2.2
FOMC 1.7to 1.8 1.8to 1.9 1.9to 2.0

Forecast as of: February 8, 2017

NOTE: Projections of change in real gross domestic product (GDP) and in inflation are from
the fourth quarter of the previous year to the fourth quarter of the year indicated. PCE
inflation is the percentage rate of change in the price index for personal consumption
expenditures (PCE). Projections for the unemployment rate are for the average civilian
unemployment rate in the fourth quarter of the year indicated.

Fed Data as of: December 14, 2016

Source: THS Global Insight, Bloomberg LP, Federal Reserve Board and Wells Fargo Securities
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Important Information for Non-U.S. Recipients

For recipients in the EEA, this report is distributed by Wells Fargo Securities International Limited ("WFSIL"). WFSIL is a U.K. incorporated investment firm
authorized and regulated by the Financial Conduct Authority. The content of this report has been approved by WFSIL a regulated person under the Act. For
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