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Debt Ceilin%Wei hing on Business and Consumer Sentiment, But Headwinds Should Dissi-
pate After a Deal Is Reached; Powell Favors Holding Rates Steady at the Fed’s June Decision

The government will run short of cash to pay its bills around June 1st if a deal is not reached to raise the debt ceil-
ing by then. They could fudge the deadline by suspending nonessential functions or prioritizing debt payments over
employees’ salaries or payments to contractors. In a pinch, the Treasury could consider other workarounds that
might be legal but violate fiscal policy norms—issuing perpetuities or high-coupon bonds that raise more funds
than their face value (The debt ceiling limits the face value of the federal debt, not its market value) minting trillion
dollar coins, or invoking the 14th Amendment to contest the ceiling’s validity. The standoff’s drag on the economy
has been small so far, and is primarily visible in a premium of short-term Treasury rates above the federal funds
rate, as well as softer consumer and small business sentiment. Prior debt ceiling standoffs caused similar head-
winds, which dissipated within a few months of their resolution. But the longer this drags on, the worse the drag will
become, and the greater the risk of a real crisis. Comerica’s forecast assumes Washington reaches a deal on the
debt ceiling relatively soon, and that government expenditures increase slower than inflation in the next fiscal year.

CPI slowed to a 4.9% year-ago increase in April, and producer prices rose 2.3%, both the slowest in two years. Infla-
tion is forecast to slow further into 2024 but is still well above the Fed’s target—and risks to the inflation outlook are
to the upside. Surveys of inflation expectations show the typical American expects slightly more inflation over the
next few years than they expected before the pandemic, but inflation expectations among the people who worry the
most about it are much higher than they used to be (Chart on page 2). After real GDP slowed from 2.1% in 2022 to
1.1% annualized in the first quarter of 2023, Comerica forecasts a modest pullback in real GDP through year-end
2023, similar to how output edged lower in the first half of 2022, but with a more substantial softening of the job
market. Productivity growth has been weak since 2021 and businesses are less able to raise prices than in 2021 or
2022. That pressures margins and will likely force businesses in some industries to cut costs, including labor costs.

Fed Chair Powell stated at a monetary policy conference on May 19th that recent stresses in the financial system
mean that the Fed might not have to raise interest rates as much as policymakers thought earlier this year to
achieve their goals. Powell’'s comments imply he favors holding interest rates unchanged at the Fed’s next decision
in June. Comerica forecasts for the Fed to hold its policy rate steady at a range of 5.00%-t0-5.25% over the next
few decisions. A debt ceiling crisis would likely cause the Fed to rapidly pivot to rate cuts. On the other hand, the
Fed could hold its policy rate above 5% into 2024 if the economy ekes out a soft landing, the labor market holds up
better than expected, and inflation surprises to the upside in the second half of 2023.

U.S. Economic Outlook, Summary
a=actual f=forecast 3Q'22a 4Q'22a 1Q'23p 2Q'23f 3Q'23f 4Q23f 1Q'24f 20222 2023f  2024f  2025f
Real GDP (Percent Change Annualized) 3.2 2.6 11 05 -10 05 0.7 2.1 0.9 0.6 16

CPI (Percent Change Year-over-Year) 8.3 7.1 5.8 4.2 3.7 3.2 2.8 8.0 4.2 2.2 1.8

Payroll Jobs (Average Monthly Diff., Ths.) 429 316 316 120 -50 -50 -40 427 84 36 126

Unemployment Rate (Percent) 3.6 3.6 3.5 3.6 3.9 4.2 4.4 3.6 3.8 4.6 4.6

Federal Funds Rate (Period Average) 2.19 3.65 4.52 4.98 5.08 4.83 4.58 1.68 4.85 3.8l 2.44

10-Yr. Treasury Rate (Period Average) 3.11 3.83 3.65 3.52 3.63 3.64 3.61 2.95 3.61 3.34 3.01

a=actual p=preliminary f="forecast

Subscribe to receive our publications via email at: Comerica Economics Publications. For questions, contact us at ComericaEcon@comerica.com.
Archives are available at http://www.comerica.com/insights.

The articles and opinions in this publication are for general information only, are subject to change, and are not intended to provide specific investment, legal, tax or other advice or recommendations. The information contained herein reflects the thoughts and opinions of
the noted authors only, and such information does not necessarily reflect the thoughts and opinions of Comerica or its manage ment team. We are not offering or soliciting any transaction based on this information. We suggest that you consult your attorney, accountant or
tax or financial advisor with regard to your situation. Although information has been obtained from sources we believe to be reliable, neither the authors nor Comerica guarantee its accuracy, and such information may be incomplete or condensed. Forecasts are subject to
change without notice. Neither the authors nor Comerica shall be liable for any typographical errors or incorrect data obtained from reliable sources or factual information.


https://www.comerica.com/insights/economic-commentary/comerica-bank-economic-commentary-sign-up.html.

- P S
U.S. Economic Outlook wvayzo2s ComericA Bank

Economic Data Have Outperformed the Dour Initial Claims Down Since Mid-March Outside
Consensus Forecasts Over the Past Month Massachusetts, Which Uncovered Big Ul Fraud
2; Bloomberg Economic Surprise Index: Higher Values Indicate Economic Data Are Better Than Expected 20 Initial jobless claims, thousands, 4-week moving average
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Other Leading Indicators of Layoffs Pointed to Full-Time Employment Jumped More Than 2 Million
Fewer Job Losses in the Second Quarter in Half a Year After Treading Water in Most of 2022
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20% Contributions to monthly growth in aggregate payrolls, % 14
1.5% 12 Year-over-year % change

Consumer Prices e Producer Prices

1.0% 10
Core Consumer Prices == == Core Producer Prices
0.5% 8
6
0.0%
4
-0.5%
2 - -~ —
-1.0%
0
159, CPI Inflation mmmm Private Payroll Employment
N mmmm Average Weekly Hours Average Hourly Earnings 2
2.0% = Real Aggregate Payrolls Sources: BLS, FRED . Sources: BLS, Bloomberg
Jan 21 Apr'21 Jul'21 Oct '21 Jan '22 Apr '22 Jul'22 Oct '22 Jan'23 Apr '23 Jan'17 Jan'18 Jan'19 Jan '20 Jan'21 Jan'22 Jan'23
Not Everyone Is Worried About Inflation, But the Base Metal Prices Are Down From Their 2021-22
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3Q'22a 4Q'22a 1Q'23p 2Q'23f 3Q'23f 4Q'23f 1Q'24f 2022a  2023f  2024f  2025f

Output
Nominal GDP (Billions $ Annualized Rate) 25,724 26,138 26,466 26,656 26,792 26,944 27,153 25,463 26,715 27,534 28,524
Percent Change Annualized 7.7 6.6 5.1 2.9 2.1 2.3 3.1 9.2 4.9 3.1 3.6
S DI RO e = P2 2Rl e s Al eI R E | 20,055 20,182 20,236 20,212 20,161 20,138 20,174 20,014 20,186 20,301 20,621
Percent Change Annualized 3.2 2.6 1.1 -0.5 -1.0 -0.5 0.7 2.1 0.9 0.6 1.6
Pers. Consumption Expenditures 14,179 14,215 14,344 14,301 14,319 14,305 14,310 14,130 14,317 14,369 14,541
Percent Change Annualized 2.3 1.0 3.7 -1.2 0.5 -0.4 0.1 2.7 1.3 0.4 1.2
Nonresidential Fixed Investment 2,960 2,989 2,994 2,971 2,979 2,981 2,985 2,945 2,981 3,005 3,040
Percent Change Annualized 6.2 4.0 0.7 -3.0 1.0 0.3 0.5 3.9 1.2 0.8 1.2
Residential Investment 620 577 571 584 600 605 607 643 590 612 623
Percent Change Annualized -27.1 -25.1 -4.2 10.0 10.9 3.5 1.5 -10.6 -8.3 3.8 1.7
Change in Private Inventories 39 137 -2 -9 -55 -65 -30 125 -30 1 25
Net Exports -1,269  -1,239  -1,236  -1,190 -1,235 -1,242 -1,250 -1,357  -1,225  -1,256  -1,219
Government Expenditures 3,411 3,442 3,482 3,473 3,472 3,462 3,471 3,406 3,472 3,487 3,628
Percent Change Annualized 3.7 3.8 4.7 -1.1 -0.1 -1.1 1.1 -0.6 1.9 0.4 1.2
Industrial Prod. Index (2007=100) 103.3 102.7 102.7 102.0 101.6 101.5 101.7 102.6 101.9 102.4 104.4
Percent Change Annualized 2.1 -2.5 0.2 -2.5 -1.8 -0.5 1.0 3.4 -0.7 0.4 2.0
Capacity Utilization (Percent) 80.8 79.9 79.6 78.9 78.1 77.6 77.3 80.3 78.6 77.2 77.1
Prices
CPI (1982-84=100) 2955 2985 301.3 3039 3064 3081 309.6 2926 3049 311.6 317.3
Percent Change Annualized 5.5 4.2 3.8 3.5 3.3 2.3 2.0 8.0 4.2 2.2 1.8
PCE Price Index (2012=100) 123.8 124.9 126.2 127.3 128.3 129.3 130.0 122.9 127.8 130.9 133.3
Percent Change Annualized 4.3 3.7 4.2 3.6 3.4 2.9 2.2 6.3 4.0 2.4 1.9
GDP Price Index (2012=100) 128.3 129.5 130.8 131.9 132.9 133.8 134.6 127.2 132.3 135.6 138.4
Percent Change Annualized 4.4 3.9 4.0 3.4 3.1 2.7 2.4 7.0 4.0 2.5 2.0
PPI, Final Demand (Nov. 2009=100) 139.9 140.9 141.3 142.7 143.8 144.8 145.8 138.7 143.2 146.9 150.0
Percent Change Annualized 2.7 2.9 1.2 4.0 3.1 2.8 2.5 8.3 5.1 2.8 2.3
Crude Oil, WTI ($/barrel) $94 $83 $76 $80 $86 $87 $88 $95 $82 $88 $88
Labor Markets
Payroll Jobs (Average Monthly Difference, Ths.) 429 316 316 120 -50 -50 -40 427 84 36 126
Unemployment Rate (Percent) 3.6 3.6 3.5 3.6 3.9 4.2 4.4 3.6 3.8 4.6 4.6
Labor Force Participation Rate (%) 62.2 62.2 62.5 62.5 62.4 62.2 62.4 62.2 62.4 62.7 62.6
Average Weekly Hours 34.6 34.5 34.5 34.4 34.3 34.2 34.2 34.6 34.3 34.3 34.3
Personal Income
Average Hourly Earnings ($) 3243 3279 3311 33.41 33.69 3394 3417 3225 3354 3454 3564
Percent Change Annualized 4.7 4.6 3.9 3.7 3.4 3.0 2.8 5.3 4.0 3.0 3.2
Real Disp. Income (2012 Billions $ Annualized) 15,141 15,325 15622 15650 15,593 15,5630 15,497 15,149 15,599 15,521 15,690
Percent Change Annualized 3.2 5.0 8.0 0.7 -1.5 -1.6 -0.8 -6.1 3.0 -0.5 1.1
Personal Saving Rate (Percent) 3.2 4.0 4.8 5.3 5.8 6.2 6.4 3.7 5.5 6.6 6.7
Housing
Housing Starts (Ths., Annual Rate) 1,450 1,398 1,395 1,393 1,391 1,391 1,364 1,554 1,392 1,331 1,312
Exst. SF Home Sales (Ths., Annual Rate) 4,267 3,753 3,893 3,927 3,968 4,007 4,047 4,530 3949 4,112 4,272
New SF Home Sales (Ths., Annual Rate) 580 598 651 660 667 672 679 641 663 690 720
Case/Shiller One-Family HPI (1/2000=100) 301.7 2979 2944 291.8 290.0 28387 289.2 2985 291.2 291.0 296.7
Year/Year Percent Change 13.1 7.4 1.2 -3.8 -3.9 -3.1 -1.8 14.8 -2.4 -0.1 2.0
Consumer
Consumer Confidence® (Conference Board) 102.2 104.2 104.5 102.5 99.0 97.3 96.7 104.5 100.8 95.7 100.0
Carand Light Truck Sales (Millions) 13.5 14.4 15.5 15.7 16.0 16.1 16.2 13.9 15.8 16.5 16.8
Retail & Food Service Sales (Monthly Avg, Bns) 6789 6799 687.7 685.6  688.3 687.3  685.7 672.6  687.2 687.4  694.9
Percent Change Annualized 1.5 0.6 4.7 -1.2 1.6 -0.6 -0.9 9.7 2.2 0.0 1.1
Financial Indicators (Period Average)
Federal Funds Rate, % (Effective) 2.19 3.65 4.52 4,98 5.08 4.83 4.58 1.68 4.85 3.91 2.44
Prime Rate, % 5.36 6.82 7.69 8.11 8.20 7.95 7.70 4.85 7.99 7.03 5.54
1-Month BSBY, % 2.37 3.79 4.58 5.04 5.16 4,94 4.69 1.80 4,93 3.98 2.50
3-Month Term SOFR, % 2.84 4.24 4.78 5.09 5.09 4.80 4.49 2.18 4.94 3.74 2.45
1-Yr. Treasury Rate, % 3.40 4.61 4.77 4.72 4.63 4.23 3.77 2.79 4.59 3.22 2.58
5-Yr. Treasury Rate, % 3.23 4.00 3.80 3.57 3.58 3.54 3.47 3.00 3.62 3.18 2.87
10-Yr. Treasury Rate, % 3.11 3.83 3.65 3.52 3.63 3.64 3.61 2.95 3.61 3.34 3.01
30-Yr. Fixed Rate Mortgage, % 5.58 6.69 6.36 6.38 6.38 6.17 5.89 5.33 6.32 5.30 4.63
Corporate Profits After Tax (Billions $ Annualized) PREl 2,721 2,688 2,697 2,706 2,720 2,742 2,872 2,703 2,785 2,868
Percent Change Annualized -18.6 -21.5 -4.8 1.3 1.4 2.0 3.2 4.4 -5.9 3.1 3.0
a=actual p=preliminary f="forecast May 24, 2023
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