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U.S. Economic Outlook

Keeping calm and carrying on?

These days, it seems that the weeks are filled with contradictory economic data.
Casein point, in the last few weeks we learned that consumer spending (adjusted
forinflation) held up better than expected, maintaining a 3.1 percent annualized
pace for the month relative to the robust 3.8 percent rate in the first quarter. In
fact, spending was so robust to start Q2 that inflation pressures resumed for the
month. Job gains continued to hold up in May and a proxy for income growth
based on the employment report pointed towards another solid increase in wage
income for the month. Even the housing market appears to be bouncing off its
lows from earlier this year.

But these positive trends stand at odds with ongoing softness in manufacturing
data and rising layoff announcements. At the core of this dichotomy lies an
important concept that is key to understanding the future direction of economic
growth: the difference between economic data that help us understand current
activity (coincident indicators) and those that help provide clues to the future
direction of economic growth (leading indicators). The Conference Board
provides two such indicators that aggregate a number of these coincident and
leading indicators. The growth gap between these two measures is historically
wide (Figure 2), but the findings suggest that while measures of current economic
activity are holding their own, the leading indicators foretell a rocky road ahead for
gross domestic product (GDP) growth.

We maintain that GDP growth is set to contract beginning in the third quarter of
this year and likely again in Q4 but hesitate to call such a short, shallow downturn a
recession. Today's ongoing tight labor market suggests that such a slowdown in
growth would likely be minimally disruptive to the consumer side of the
economy. Even with a slowdown in growth this year, we expect GDP growth to
rise 1.1 percent this year and another 1.5 percent in 2024.

Fig. 1: Real gross domestic product (GDP)
(SA, CAGR and YoY* percent change)

Forecast as of: June 2, 2023
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Sources: Visa Business and Economic Insights, U.S. Department of Commerce, and the Conference Board.
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Fig. 2: Leading Index vs. Coincident Index
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Consumer spending to carry the water

April's consumer spendingdata showed Q2 was offtoa
robust startand if the May employment reportis any
indication, spendinglikely held up in May as well. But signs of
underlying softnessintheleadingindicators canbe seenon
the consumer side of the economy as well. For starters,
consumer confidencefell for the secondmonthinarow as
consumers viewed the labor marketas somewhat softer
than it was just before the pandemic. While headlinejob
growth remained strongin May, average weekly hours
worked were trimmed relative to the sametimelast year.
Employersinatightlabor market like today’stend to cut
hours worked before they resort to laying off workers, which
gives such a measureits leadingindicator properties. These
leadingindicators point towards a softening, but notan
outright contraction, in consumer spendingin the months
ahead. Even with the contractionin GDP growth we are
forecastingin H2 of this year, we see nominal consumer
spendingrising 3.4 percent YoY in Q4 and, after adjusting for
inflation, real consumption growthrising 0.9 percent for the
quarter.

Among the key factors likely to keep the contractionin GDP
growth short and shallow is the ongoing tight labor market.
Job openingsdata along with continued robust hiring trends
suggest that at least some workers who lost their jobs were
able to find another positionrelatively quickly. The tight
labor marketis also helping to keep many consumersabove
waterinlight of persistentinflation pressures. Wage gains
remain robust, while inflation has moderated relative to this
time last year. This dynamicled inflation-adjustedincome
growth to swingfrom deeply negative at the end of last year
torising3.4 percent YoY as of April. In the absence of large-
scalelayoffs, itis hard to see a prolonged contractionin
consumer spending, which accountedfor alittle more than
68 percent of GDP inthe first quarter of this year.

Actual

Business investment likely to take it on the chin
While we expect consumptiongrowthto steady the
economy, businessinvestment will likely be the key factor
thatdrags down GDP growth. The downfall of a handful of
financialinstitutions has led to less liquidity in the banking
system. This combined with the rapid pace of interestrate
hikes from the Federal Reserve will likely keep business
investment plans on hold. Larger firms can benefit short-
term by stockingaway excess cashin Treasuries earninga
better yield while smaller businesses are likely struggling to
get credit.

We expectbusinessinvestmentto contractby 5.3 percent
(annualized)in Q3 and a further 2.3 percentin Q4 of this
year. With such an uncertain economic environment, firms
will likely remain reluctant to rebuild inventories whichis
expectedto weigh on both the manufacturingsector and
by extension overall GDP growth. Early signsthat sucha
trendis occurringcan already be seenin a key leading
indicator for the sector, the ISM ManufacturingIndex, which
showed that new orders pulled back sharply in May to the
second weakestreadingin three years.!

Risks to the outlook

Following our refreshed forecast this month, we see the
risks to the outlook as roughly balanced. The largest near-
term downsiderisk, the debt ceiling, is now off the table.
However, concernsover persistentinflation and a tight labor
market may force the Fed to hike rates even higherthanwe
have builtinto the outlook, further weighingon the business
sector. Onthe upside, strengthin hiring activity and wage
growth could easily help lift realincomes higher, thus
avoidingmuch of a downshiftin consumer spending. While
we added an additional rate hike to this month's outlook,
fewer hikes or talk of lower rates could prove a catalyst for
businessto ramp up investment.

Forecast Actual Forecast

2022 2023

2021 2022 2023 2024

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Gross Domestic Product (CAGR) -1.6 -0.6 3.2 2.6 1.3 1.2 -1.8 -0.4 5.9 21 1.1 1.5
Personal Consumption 1.3 2.0 2.3 1.0 3.8 1.2 -1.1 -0.3 8.3 2.7 1.6 1.2
Business Fixed Investment 7.9 0.1 6.2 4.0 1.4 2.1 -5.3 -2.3 6.4 3.9 1.4 0.5
Equipment 1.4 -2.0 10.6 -3.5 -7.0 -0.3 1.2 -5.7 10.3 4.3 3.2 -1.1
Intellectual Property Products 10.8 89 6.8 6.2 5.2 1.6 -1.9 -0.2 9.7 8.8 3.9 1.8
Structures -4.3 -12.7 -3.6 15.8 1.0 9.9 1.4 0.9 -6.4 -6.6 6.2 0.9
Residential Construction -3.1 -17.8 -27.1 -25.1 -5.4 -6.3 -9.9 -0.5 10.7 -10.6 -13.8 -1.0
Government Purchases 2.3 -1.6 3.7 3.8 52 23 3.3 2.0 0.6 -0.6 3.3 2.1
Net Exports Contribution to Growth (%) -3.1 1.2 2.9 0.4 0.0 -1.4 0.7 0.1 -1.3 -0.4 0.4 0.0
Inventory Change Contribution to Growth (%) 0.2 -1.9 -1.2 1.5 -2.1 0.5 -1.2 -0.3 0.2 0.7 -0.7 0.1
Nominal Personal Consumption (YoY % Chg.) 1.5 9.2 8.6 7.5 7.3 6.0 4.2 3.4 12.7 9.1 52 31
Real Personal Consumption (YoY % Chg.) 4.8 2.4 2.2 1.7 23 21 1.2 0.9 83 2.7 1.6 1.2
Nominal Personal Income -3.5 3.2 4.6 5.1 5.5 5.3 3.6 1.2 7.4 23 3.9 2.8
Retail Sales Ex-Autos 14.0 123 1.3 8.1 5.9 1.6 1.1 0.5 17.2 1.3 22 1.8
Consumer Price Index 8.0 8.6 8.3 71 5.8 3.9 2.8 3.1 4.7 8.0 3.9 2.2
Federal Funds Rate (Upper Bound) 0.50 1.75 3.25 4.50 5.00 5.25 5.50 5.50 0.25 2.50 5.31 3.25
Prime Rate 3.50 4.75 6.25 7.50 8.00 8.25 8.50 8.50 3.25 4.86 8.31 6.25
10-Year Treasury Yield 2.32 2.98 3.83 3.88 3.48 3.56 3.38 3.19 1.45 2.95 3.40 3.08

Forecastas of: June 2, 2023
Interest rates presented are end of quarter rates
Note: Annual numbers represent year-over-year percent changes and annual averages

Sources: Visa Business and Economic Insights, U.S. Department of Commerce, U.S. Department of Laborand Federal Reserve Board.

TInstitute for Supply Management, "May 2023 Manufacturing ISM Report On Business,” June1,2023



https://www.ismworld.org/supply-management-news-and-reports/reports/ism-report-on-business/pmi/may/
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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 expressedin, or implied 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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