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U.S. Economic Outlook

Tariff turbulence or economic tailspin?

Leading up to the administration’s announcement of broad-based tariffs this
month, the economic data was already showing signs of softness due, in part,
to ongoing economic policy uncertainty. Following the announcements, which
apply minimum tariffs of 10 percent on all U.S. imports and higher reciprocal
tariff rates on 60 countries after a 90 day pause, we expect policy uncertainty
to remain historically elevated, adversely impacting economic growth. To find
the most likely path for economic growth going forward, our latest forecast
assumes the announced tariffs are temporary in nature and will gradually
ease after three months as bilateral negotiations unfold. This approach allows
us to balance both the upside (tariffs are in place for less than three months)
and downside (tariffs are in place for longer) to our forecast.

Given our tariff assumptions, we now see economic growth stalling out in the
first half of this year. First-quarter GDP growth appears to have been soft due to
weak consumer spending and a surge in imports, which subtract from growth.
In the second half of the year, we suspect at least some of the tariffs will be
pared back, which, along with rate cuts from the Federal Reserve, will support
stronger economic growth. In our view, the Fed will trim rates twice this yearin
September and December, in both instances by 25 basis points. The short-term
tariff hikes, however, have reduced our outlook for GDP growth for this year by
0.4 percentage points. We have boosted our inflation forecast this year, as
measured by the PCE deflator, by 0.2 percentage points since our March
update. GDP growth will likely expand 1.5 percent year-over-year (YoY) in 2025
and 2.1percentin 2026. Importantly, core demand (which excludes the effects
of trade and inventories) is expected to hold up this year, growing 2.0 percent
YoY, down from 3.0 percent last year.

Fig. 1: Real gross domestic product (GDP)
(SA, CAGR and YoY* percent change)
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*Seasonally adjusted (SA), compound annualized growth rate (CAGR), year-over-year (YoY).
Sources: Visa Business and Economic Insights and U.S. Department of Commerce
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Tariffs to lead to trade trouble

As expected, the ramping up of tariffs has continued,
with a 25 percent tariff on all imported autos as of April 3
that will expand to include imported auto parts starting
May 3. In the short-term, this announcement
contributed to stronger than expected light vehicle sales
in March, as consumers pulled vehicle purchases
forward. On April 2, the most expansive set of tariffs
were announced, with 10 percent broad-based tariffs on
goods from all countries except Canada and Mexico plus
an additional set of reciprocal tariffs on 60 countries and
the EU that will go into effect in 90 days. Additionally,
imports from Canada and Mexico that are not compliant
with the U.S.-Mexico-Canada-Agreement (USMCA) will
carry a 25 percent tariff; two exceptions are energy and
potash, which will carry a 10 percent tariff. While the
reciprocal tariffs have specific carve-outs for certain
goods such as pharmaceuticals, energy, lumber,
semiconductors and copper, most imported goods are
set to become significantly more expensive.

Calculating tariffs as a share of all imports, we estimate
an effective tariff rate of roughly 23 percent based on the
announcements to date (Fig. 2). The higher effective
tariff rate is expected to dramatically slow imports, while
the retaliatory response from other nations is likely to
adversely impact exports and U.S. manufacturing
activity. After subtracting from growth in the first
quarter, net exports are likely to add to growth in Q2. The
increase in economic and policy uncertainty is expected
to weigh on business investment, which we see swinging
from 7 percent (annualized) growth in Q1 of this yearto a
contraction of 2.8 percent in Q2. With tariff relief and rate
cuts in the second half of the year, we suspect business
investment will turn positive.

Projected impacts on consumer spending

Tariffs can directly impact consumer spending through
increasing the price of imported goods, which has the
potential to lift overall inflation rates. Imported goods

Fig. 2: Weighted average effective tariff rate
(Share of goods imports)
Last forecast: April 4,2025
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account for just 11 percent of the typical U.S. consumer
shopping basket, according to research from the Federal
Reserve of San Francisco. Using this finding as input to
our analysis and assuming a three-month tariff window,
we see most acute inflation pressures in Q2 and Q3 of
this year. We expect the PCE deflator to top out at 3.1
percent ona YoY basis in Q3. Core prices, which exclude
food and energy, are expected to rise to 3.4 percentin
Q3, up from an estimated 2.7 percentin Q1.

We also expect some secondary effects from the tariffs
and the retaliatory response from other nations to begin
weighing on hours worked and the overall rate of job
growth in the middle of the year, particularly in the
manufacturing sector. These labor market factors, when
combined with higher inflation, are likely to reduce the
real (inflation-adjusted) spending power of consumers.
Real disposable income growth is expected to slow to
just 0.2 percent ona YoY basis by the fourth quarter.
Nominal consumer spending will likely hold up, rising 4.6
percent YoY this year as the effects of higher inflation
offset the slowdown inreal spending (Fig. 3). With the
slowdown in real income growth, real consumption
growth will likely slow to 1.7 percent this year from 2.8
percent in 2024. With some marginal increase in tax cuts
next year and lower interest rates, nominal consumer
spending should rise 4.3 percent with real growth
accounting for 2 percent of the growth.

Risks to the outlook are wide-ranging

Our baseline assumption of tariffs remaining in effect for
athree-month period in our view balances both the
upside and downside risks to the outlook. Should the
tariffs remain in effect longer than we assume, then we
would expect higher inflation and lower real consumer
spending and GDP growth. Conversely, should the
administration lift the tariffs sooner, we would expect
softer inflation readings and stronger economic growth
than we currently project. We will continue to refine our
tariff assumptions as policymakers make their decisions.

Fig. 3: Consumer spending and inflation forecast
(SA, YoY percent change)
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Sources: Visa Business and Economic Insights, U.S. Department of Commerce, U.S. Department of Laborand Federal Reserve Board.
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Forward Looking Statements

This report may contain forward-looking statements within the meaning of the U.S. Private Securities Litigation Reform Act of
1995. These statements are generally identified by words such as “outlook”, “forecast”, “projected”, “could”, “expects”, “will" and
other similar expressions. Examples of such forward-looking statements include, but are not limited to, statement we make
about Visa's business, economic outlooks, population expansion and analyses. All statements other than statements of
historical fact could be forward-looking statements, which speak only as of the date they are made, are not guarantees of future
performance and are subject to certain risks, uncertainties and other factors, many of which are beyond our control and are
difficult to predict. We describe risks and uncertainties that could cause actual results to differ materially from those expressed
in, orimplied by, any of these forward-looking statements in our filings with the SEC. Except as required by law, we do not intend

to update or revise any forward-looking statements as a result of new information, future events or otherwise.

Disclaimer

The views, opinions, and/or estimates, as the case may be ("views"), expressed herein are those of the Visa Business and
Economic Insights team and do not necessarily reflect those of Visa executive management or other Visa employees and
affiliates. This presentation and content, including estimated economic forecasts, statistics, and indexes are intended for
informational purposes only and should not be relied upon for operational, marketing, legal, technical, tax, financial or other
advice and do not in any way reflect actual or forecasted Visa operational or financial performance. Visa neither makes any
warranty or representation as to the completeness or accuracy of the views contained herein, nor assumes any liability or
responsibility that may result from reliance on such views. These views are often based on current market conditions and are

subject to change without notice.
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