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Key Points:
– Elevated gas prices push 

consumer inflation higher 
for longer

– Real incomes to pressure 
consumer spending

– Rate cuts now off the table 
for this year

U.S. Economic 
Outlook
Persistently elevated oil prices set to keep inflation higher for longer
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Fig. 1: Real gross domestic product (GDP)
(SA, CAGR and YoY* percent change)

The ongoing conflict in the Middle East has now reached 
a sufficient duration, in our view, to have a more 
sustained impact on the inflation outlook. Over the last 
couple of months, we assumed the conflict would be 
short lived. This month we have once again revised this 
view and expect the conflict to last through early 
summer. While we think most of the upside to oil prices 
has subsided, it will likely take some time for traffic to 
begin moving through the Strait of Hormuz and for oil 
production to recover enough to rebuild global 
inventories. As a result, we now see oil and gasoline 
prices remaining elevated through at least Q3 of this 
year, resulting in higher inflation for longer. 

This revised set of assumptions has a few material 
impacts on our outlook for this year and next. For 
starters, we now see inflation peaking around 3.9 
percent on a year-over-year (YoY) basis this quarter as 
measured by the PCE deflator. The duration of elevated 
oil and gas prices has also led us to upwardly revise core 

inflation, which excludes food and energy prices, 
suggesting that higher energy prices will be passed on 
through other consumer goods as well. The good news 
is that the labor market still appears to be on solid 
footing. With higher headline and core inflation and job 
growth continuing, we no longer expect any interest rate 
cuts from the Federal Reserve this year and expect only 
one 25-basis-point cut in late 2027. 

Higher inflation also has the effect of taking a bite out of 
consumer spending as real (inflation-adjusted) income 
growth is expected to reach stall speed towards the 
middle of this year, weighing on real consumer 
spending. We now expect the economy to grow 2.2 
percent YoY this year, down from our estimate of 2.5 
percent last month. Inflation pressures should ease next 
year, which should help lift real income growth once 
again, but only modestly. We are not expecting much 
change in next year’s growth outlook, with GDP likely 
expanding at the same 2.2 percent pace as this year.

*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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Middle East conflict hits manufacturing

The recent conflict in the Middle East has been a 
significant driver of higher prices for manufacturing 
firms, with prices paid by purchasing managers at 
manufacturing firms hitting their highest level in 4 years 
(Fig. 2). High prices due to persistently high fuel costs 
and supply constraints from the lack of shipments 
through the Strait of Hormuz are likely to continue to 
increase pressure on manufacturing firms’ profitability in 
the coming months.

The recent conflict has gone beyond pushing up fuel 
prices. It has also pressured supply chains, leading to a 
decline in the supply of fertilizers, petrochemicals, 
plastics, industrial metals, and specialty industrial gases 
such as helium. Higher costs for these inputs are likely to 
weigh on capital investment for not just manufacturing 
firms, but also firms in the construction, freight, tech and 
agricultural sectors. As a result of these supply chain 
constraints, we have downwardly revised our outlook 
for business equipment and real estate investment, as 
well as business inventories through the rest of this year. 
Additionally, we expect high fuel costs and supply chain 
disruptions to put downward pressure on corporate 
profit growth through the rest of this year.

The oil price shock stemming from the ongoing conflict 
in the Middle East will also likely have an outsized impact 
on global trade. Foreign firms are facing the same kind of 
price pressures domestic ones are, and as a result we 
expect that U.S. demand for foreign goods and global 
demand for U.S. goods will be softer this year than we 
previously expected. We expect that U.S. capital goods 
exports will see the most significant impact of this 
waning demand, as foreign manufacturing firms are 
likely to struggle more to keep up with rising prices. We 
anticipate that the negative impact to U.S. capital goods 
exports will lead to a bigger negative impact on U.S. 
exports than U.S. imports. As a result, the current 
forecast reflects our expectation that net exports will 
subtract from overall GDP growth this year.

The “real” income squeeze set to impact spending

On the surface, consumer spending and the factors that 
support it seem solid. The economy added 115,000 jobs 
in April, marking the first time we have seen back-to-
back job gains for two months in a row since last year. 
Slightly larger tax refunds helped lift after-tax 
(disposable) incomes, partly boosting consumer income 
growth. While the labor market and income growth 
trends point towards continued nominal consumer 
spending, concerns are rising over the impact to 
inflation-adjusted, or real, spending as gasoline prices 
remain elevated for a second month in a row. 

In this month’s update, we have further raised our 
outlook for inflation and now expect elevated price 
growth to last through at least the first half of this 
summer. The byproduct, in our view, will be a marked 
downshift in real income growth (Fig. 3). Real after-tax 
income growth is expected to slow from 1.1 percent YoY 
in Q1 this year to just 0.4 percent in Q2 and Q3. As a 
result, we have revised our real consumer spending 
forecast lower, with consumption slowing from 2.4 
percent in Q1 to just 1.8 percent by the fourth quarter of 
this year. 

The interest rate outlook is about to get boring

Along with the material changes to our inflation and 
economic growth outlook this month, we have once 
again revised our expectations for interest rate cuts from 
the Federal Reserve. Our base case now calls for the 
next 25-basis-point rate cut from the Fed to occur in Q3 
of next year. By that time, we project that inflation will 
once again begin to trend lower, justifying a rate cut. As 
we continue to reiterate in our monthly updates, the 
duration of the conflict continues to be the key 
determinant of the impact to the U.S. economy. Should 
supply disruptions continue beyond this summer, it is 
entirely possible that rate hikes might once again be on 
the table as a tool for helping to contain inflation. 
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Sources: Visa Business and Economic Insights, Institute for Supply Management and U.S. Department of Commerce

Fig. 2: Manufacturing purchasing manager price index 
(NSA, Index base = 50)

Fig. 3: Inflation-adjusted income and spending growth
(SA, YoY percent change)

Forecast as of: May 8, 2026
Last actual: April 2026
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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, 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. 

For more information, please visit us at Visa.com/Economicinsights
or VisaEconomicInsights@visa.com.

Wayne Best, Chief Economist
wbest@visa.com

Simon Baptist, Principal
Asia Pacific Economist
sbaptist@visa.com

Mohamed Bardastani, Principal 
CEMEA Economist
mbardast@visa.com

Michael Brown, Principal U.S. 
Economist
michael.brown@visa.com

Adolfo Laurenti, Principal
European Economist
laurenta@visa.com

Richard Lung, Principal Global 
Economist
rlung@visa.com

Dulguun Batbold, Senior Global 
Economist
dbatbold@visa.com

Weiwen Ng, Senior Global
Economist
weiweng@visa.com

Joel Virgen Rojano, Senior LAC 
Economist
jvirgenr@visa.com

Jennifer Doettling, Senior 
Director, Content and Editorial
jdoettli@visa.com

Minakshi Barman, 
Asia Pacific Economist
mbarman@visa.com

Barsali Bhattacharyya, 
Asia Pacific Economist
barbhatt@visa.com

Travis Clark, U.S. Economist
wiclark@visa.com

Hannah Heeran, European
Economist
heeranh@visa.com

Sean Windle, U.S. Economist
swindle@visa.com

Ashton Sein
Associate U.S. Economist
asein@visa.com

Jen Petosky, Analyst, 
Content and Editorial
jepetosk@visa.com

Juliana Tang, Project Coordinator
jultang@visa.com

https://usa.visa.com/partner-with-us/visa-consulting-analytics/leverage-economic-and-business-insights.html
mailto:VisaEconomicInsights@visa.com
mailto:wbest@visa.com
mailto:sbaptist@visa.com
mailto:mbardast@visa.com
mailto:michael.brown@visa.com
mailto:laurenta@visa.com
mailto:rlung@visa.com
mailto:dbatbold@visa.com
mailto:weiweng@visa.com
mailto:jvirgenr@visa.com
mailto:jdoettli@visa.com
mailto:mbarman@visa.com
mailto:barbhatt@visa.com
mailto:wiclark@visa.com
mailto:heeranh@visa.com
mailto:swindle@visa.com
mailto:asein@visa.com
mailto:jepetosk@visa.com
mailto:jultang@visa.com

	U.S. Economic Outlook
	Slide Number 2
	Slide Number 3
	Visa Business and Economic Insights Team

