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It was the best of times, it was the worst of times...

Equity markets continue to hit all time highs, inflation remains tame, consumer

confidence remains at elevated levels, and job gains remain solid. For most of the

Key Takeaways

U.S. economy, times are good. However, the manufacturing sector continues to

struggle. The ISM Manufacturing Index slid to 47.2 in December—the fifth
straight month of contraction and the lowest reading since June 2009 (bottom
right graph). The ISM Index provides a very good sense of how real output in the
sector performed in the month and suggests, even with a trade truce with China,

that lingering issues remain for the sector. For certain manufacturing pockets

Manufacturing
sector struggling

Core GDP growth
expected to hold up in
2020

around the nation, it might feel more like the worst of times.

This month we have upwardly revised our outlook for Q4 GDP growth to 2.2

percent as net exports are now expected to add to growth for the quarter, while
the pace of inventory building is expected to be less of a drag than we thought
last month. First quarter GDP growth is now likely to be softer than expected as

ongoing issues with Boeing’'s 737 Max weigh on the pace of inventory building.

Interest rates not
likely to change much
this year

Trade issues could re-
emerge again this year

At the same time, net exports once again are expected to begin pulling down

GDP growth, with imports growing faster than exports.
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* Seasonally adjusted (SA), compound annualized growth rate (CAGR), year-over-year (YoY).
Sources: Visa Business and Economic Insights, U.S. Department of Commerce Institute for Supply Management and Federal Reserve Board
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It was the best of times, it was the worst of times...(cont.)

Core demand expected to hold up in 2020

The residual effects of trade tensions with China, along
with Boeing's stopped 737 Max production, continue to
create swings in headline GDP growth due to trade and
inventory swings. Core GDP growth (how consumers,
businesses and governments are spending) is expected to
remain roughly on par with last year's growth rate at 2.4
percent. Real consumer spending is expected to only
downshift slightly from an estimated 2.6 percent in 2019 to
2.5 percent this year. Nominal consumer spending growth,
however, is expected to increase as higher inflation
readings begin to materialize later this year. Outside of
consumer spending, business investment will likely slowly
rebound this year as trade tensions thaw further and
global growth begins to rebound. Residential investment is
also expected to add to growth this year as income growth
and lower mortgage rates help to spur greater housing
construction and sales activity.

A boring year for interest rates

The Fed is likely to remain on hold throughout our forecast
horizon (the end of 2021). With GDP growth around its
long-run potential growth rate of 2 percent and inflation
gradually returning to the Fed's 2 percent target this year,
we see little reason for the Fed to change the stance of
monetary policy.

Visa's U.S. Economic Forecast

Our forecast for the 10-year U.S. Treasury note shows little
upward movement throughout the year. Modest long-term
borrowing costs should also help to support the recovery in
both business and residential investment.

Key risks to the outlook

Our global team of economists expect GDP growth around
the world to be a bit stronger this year relative to last year.
That said, the U.S. administration is considering new tariffs
on French products in response to a new digital tax
imposed on technology companies. Should the U.S. follow
through on the tariffs, the European Union would likely
follow suit with additional tariffs on U.S. goods, thus
sparking global trade tensions once again. Trade tensions
have the potential to slow global GDP growth again.

Late business cycle behavior poses another key risk to our
outlook this year. With more modest economic growth
expected this year and labor costs rising (employment cost
index readings have notched higher), firms may finally face
some pressure to reduce hours worked and/or begin to
shed workers. As of Q3 (the most recent data), after tax
corporate profit growth contracted 2 percent—the second
quarter in a row of negative readings. In the months ahead,
we will closely monitor the jobless claims data and average
hours worked figures from the monthly employment report
for any such signs of late business cycle behavior.

Actual Forecast Actual Forecast

2019 2020 2018 2019 2020 2021
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Gross Domestic Product (CAGR) 31 20 21 22 1.6 22 20 2.1 29 23 20 19
Personal Consumption 1.1 4.6 32 22 24 24 2.1 2.1 3.0 26 25 2.1
Business Fixed Investment 44 -1.0 -23 0.8 14 22 25 25 64 23 1.0 24
Equipment -0.1 038 -38 0.1 16 24 24 22 6.8 16 09 20
Intellectual Property Products 108 36 4.7 59 5.0 48 45 45 74 77 49 4.2
Structures 40 -11.1 99 -11.0 -6.0 -35 -15 -1.0 4.1 -45 -6.5 -0.1
Residential Construction -1.0 -3.0 4.6 3.0 35 36 34 34 -15 -1.7 3.1 3.0
Government Purchases 29 4.8 1.7 1.9 14 14 1.1 1.1 1.7 23 1.7 1.1
Net Exports Contribution to Growth (%) 07 -0.7 -0.1 03 -0.2 0.0 -0.3 -0.2 -0.3 -0.3 -0.1 -0.3
Inventory Change Contribution to Growth (%) 0.5 -0.9 0.0 -0.3 -0.4 -0.2 0.2 0.2 0.1 0.2 -0.2 0.1
Nominal Personal Consumption (YoY % Chg.) 39 4.1 4.0 43 49 44 43 45 52 4.1 4.5 4.1
Nominal Personal Income 4.6 4.7 44 45 39 36 38 4.1 56 45 38 39
Retail Sales Ex-Autos 30 34 3.6 4.0 43 35 31 4.1 5.5 35 38 37
Consumer Price Index 1.6 1.8 1.8 2.1 2.2 1.8 20 23 24 1.8 2.1 23
Federal Funds Rate (Upper Bound) 250 2.50 2.00 1.75 1.75 1.75 1.75 1.75 213 219 1.75 1.75
Prime Rate 5.50 5.50 5.00 475 475 4.75 4.75 4.75 490 5.28 475 475
10-Year Treasury Yield 241 2.00 1.68 192 1.84 1.88 1.92 1.96 291 214 1.90 2.06

Forecast as of: January 16, 2020
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,
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.
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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.

For more information, please visit us at
Visa.com/Economicinsights or Visa.com/Travelinsights.
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