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Taking away the punchbowl

Incoming economic data over the past month continues to reflect an economy
that would be growing faster were it not for supply constraints. Labor market
conditions are still improving. First time filings for jobless benefits continued to
fall rapidly as employment in May rose by 559,000. Wages are also increasing
as available labor remains tight in some industries. Purchasing managers
survey data still points toward tight inventories and a backlog of orders, which
is leading to higher prices passed on to consumers and businesses. Even in
light of higher prices, consumer and business spending remains robust. We
estimate that real consumer spending will rise 11 percent (annualized) and real
business fixed investment will climb 8 percent (annualized) this quarter. One
area that is cooling off is the housing market. Real residential investment will
likely expand at a more modest 3 percent (annualized) pace this quarter, down
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from the 12.7 percent pace in Q1. With robust economic growth, a firming timeline
labor market and inflation pressures building, attention is now turning to when
the Fed may remove the punchbowl of accommodation that has helped to fuel
the strong recovery.
This month we upgraded our outlook through next year. We now expect GDP
growth to expand 6 percent in 2021 and 3.4 percent in 2022. Robust consumer
spending will support further business investment, while existing stimulus
programs will lift federal, state and local spending through the second half of
this year and into 2022. Domestic inventory rebuilding efforts will also support
growth in 2H as firms recover from the surge in demand.
Real gross domestic product (GDP) The Fed's key indicators: employment-to-population
(SA, CAGR and YoY* percent change) ratio and the PCE deflator (SA, percent)
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*Seasonally adjusted (SA), compound annualized growth rate (CAGR), year-over-year (YoY). Sources: Visa Business and Economic Insights,
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Taking away the punchbowl (cont.)

Smooth sailing coming to an end?

To date, increased vaccinations, loosening restrictions
and significant amounts of fiscal stimulus payments
have driven the robust consumer spending recovery.
In the second half of this year and the beginning of
2022, as consumer spending patterns return to the
new normal, fiscal support is set to subside. For
starters, 25 states have decided to end enhanced
unemployment insurance benefits over the next
several weeks, while in all other states they are set to
expire in September. Some of the negative effect of
this will be offset by Child Tax Credit payments that
are set to go out in mid-July to roughly 39 million
households, according to the U.S. Internal Revenue
Service. However, under current law, these payments
will end in January. The expiration of these programs
will impact both income and, by extension, consumer
spending growth in the coming quarters. For this
reason, we expect more modest rates of income and
spending growth in 2022.

In the coming quarters of this year, income growth
will remain robust as higher wages combined with the
stimulus payments lift growth. However, inflation
pressures will also be much higher this year, which will
keep real disposable income at 6.6 percent in 2021
before contracting outright by 2.9 percent in 2022.
Nominal consumer spending will likely rise 11.2
percent this year but downshift to 5.8 percent next
year, reflecting the slower pace of income growth.

Visa's U.S. Economic Forecast

Actual

2020

Q1 Q2 Q3 Q4

Gross Domestic Product (CAGR) -5.0 -314 334 43
Personal Consumption -6.9 -33.2 41.0 23
Business Fixed Investment -6.7 -27.2 229 131
Equipment -15.2 -359 68.2 254
Intellectual Property Products 24 -114 84 10.5
Structures -3.7 -336 -17.4 -6.2
Residential Construction 19.0 -35.6 63.0 36.6
Government Purchases 13 25 -4.8 -0.8
Net Exports Contribution to Growth (%) 1.1 0.6 -3.2 -1.5
Inventory Change Contribution to Growth (%) -1.3 -35 6.6 14
Nominal Personal Consumption (YoY % Chg.) 19 -9.7 -1.7 -1.5
Nominal Personal Income 32 107 6.8 4.7
Retail Sales Ex-Autos 2.6 -75 33 28
Consumer Price Index 2.1 04 12 12
Federal Funds Rate (Upper Bound) 0.25 0.25 0.25 0.25
Prime Rate 3.25 3.25 3.25 3.25
10-Year Treasury Yield 0.70 0.66 0.69 0.93

Forecast as of: June 10, 2021

Fed focused on employment before tapering

As the labor market continues to gradually recover
and inflation heats up, focus is turning to the Fed and
when it could take away accommodation. The Fed has
made it clear for some time the order of its next
moves, beginning with tapering its purchases of $80
billion per month of U.S. Treasuries and $40 billion per
month in mortgage-backed securities. We expect this
“tapering” to be announced sometime late this year.
Only after the tapering is well underway are rate hikes
expected from the Fed, but likely not before 2023. The
implication is that at least through the end of 2022,
long-term interest rates should slowly edge higher
while short-term rates remain low.

Risks to the outlook

One of the emerging risks to the outlook is a slower
labor market recovery. Job gains have missed
economists' expectations two months in a row now
and are raising questions about the tightness of the
labor market. Aside from the labor market, persistent
higher inflation beyond Q4 of this year would put
downside risk to our 2022 outlook. There are also a
number of fiscal policy deadlines in the second half of
this year, including the need to pass a federal budget
by Sept. 30th and lift the debt ceiling sometime after
August Tst. While we have upgraded our outlook this
month, there is no shortage of risk events remaining
that could reverse these changes in the months
ahead.

Forecast Actual Forecast

2021

2019 2020 2021 2022

Q1 Q2 Q3 Q4
6.4 85 44 4.2 22 -35 6.0 3.4
13 11.0 38 35 24 -39 77 33
10.8 8.0 4.8 4.8 29 -4.0 8.0 4.8
134 6.1 6.3 58 2.1 -5.0 14.0 53
16.9 59 4.8 50 64 1.7 83 4.6
-5.8 -0.6 0.3 11 -0.6 -11.0 -7.6 24
127 30 26 20 -1.7 6.1 13.8 22
58 57 4.0 4.1 23 11 2.6 37
-1.2 -0.3 -0.8 -0.7 -0.2 -0.1 -1.7 -0.7
-2.8 0.5 1.0 0.9 0.0 -0.6 0.2 0.5
36 199 11.0 12 39 -2.7 1.2 58
16.6 40 92 109 39 6.3 10.0 0.2
13 262 11.0 10.3 34 0.3 144 11
19 44 40 40 18 12 36 23
0.25 0.25 0.25 0.25 219 0.25 025 0.25
3.25 325 325 325 5.28 3.54 3.25 3.25
1.74 163 173 177 214 0.89 1.72 1.84

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 analysis of data from the U.S. Department of Commerce, U.S. Department of Labor and Federal Reserve.
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Forward Looking Statements

This report contains forward-looking statements within the meaning of the US. 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, statements 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.

"mon

Disclaimer

Studies, survey results, research, recommendations, opportunity assessments, claims, etc. (the ‘Statements’)
should be considered directional only. The Statements should not be relied upon for marketing, legal,
regulatory or other advice. The Statements should be independently evaluated in light of your specific
business needs and any applicable laws and regulations. Visa is not responsible for your use of the
Statements, including errors of any kind, or any assumptions or conclusions you might draw from their use.
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