The U.S. Economic and
Small Business Outlook

Michael Brown
Principal U.S. Economist

\

%
\ N
K.

| qoﬂ \5,9\\

;‘L-

M
= /
— -'.-—-iu—

Ll /[ /[

VISA The views expressed in this presentation are those of the authors, and not necessartly those of
the Small Business Administration.




Forward-looking statements and disclaimer

This presentation contains 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, 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.

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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U.S. fundamentals remain strong in 2019 and 2020

Real GDP and likely real GDP forecast Nominal consumer spending
Year-over-year percent change, compound annualized growth rate Year-over-year percent change, compound annualized growth rate
Last forecast: April 2019 Last forecast: April 2019
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A gradual deceleration in growth is forecast through the end of 2020

VISA



Business investment is set to downshift

Corporate profits ISM manufacturing vs. non-manufacturing
(Year-over-year percent change) (SA, 3-month moving average, index)
Last forecast: April 2019 Last actual: March 2019
25%
>

20% ISM non-manufacturini
(0]
U

15% I 60
10% /fN/\\JN\\L
Y
5% /\/\ - Af
0% 7 |
Before-tax profits
-5% 50 v \j

-10%

-15%
45
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 5011 2012 2013 2014 2015 2016 2017 2018 2019

Tax cut effects were evident in corporate profits but business investment still lags
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What is the current situation with trade issues?

The new NAFTA agreement The 10% tariff on $200 billion in The global steel and aluminum
(USMCA) still needs to be Chinese goods remains in place tariffs remain in place
approved by each country’s and the increase to 25% is on hold

legislature—changes may still for now

occur
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Small business optimism declined dramatically in the
second half of 2018

NFIB Small Business Optimism Percent of firms expecting the economy to improve
(1986 = 100)
Last actual: March 2018 Last actual: March 2018
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Why? It's the economy
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Despite drops in optimism, small businesses continue to expand

Percent of small businesses increasing Percent of small businesses reporting some type
employment and capital expenditures of expansion
(3—m0nth mOVing average) Last actual: March 2018

12%
Increased employment in the last three months

10%
8%

% /

2%
-4% , : : : :
Made capital expenditures in the last six months
-6%
2011 2012 2013 2014 2015 2016 2017 2018 2019

VISA



Despite drops in optimism, small businesses continue to expand

Percent of small businesses increasing Type of expansion among businesses reporting
employment and capital expenditures expansion
(3—month mOVing avel’age) Last actual: March 2018
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Small businesses are hiring and investing to create new products/capabilities
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Which industries are expanding?

Scatterplot of business count growth vs sector revenue growth (YoY, 2017)

Sector revenue* growth
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Most industries are experiencing quality growth
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Federal government spending has boosted GDP growth

Contribution to real GDP growth from federal spending (percentage points)
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Without a deal from Congress, federal spending is set to downshift significantly in 2020
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Government debt is expected to approach 100 percent
of GDP

Government debt-to-GDP ratio Share of federal spending
(Fiscal years, percent of nominal GDP) (Fiscal years, percent of total outlays)
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It will likely be more difficult to intervene in the next downturn
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The labor market remains very tight

Job openings per unemployed person Employment growth forecast
(Number) (Thousands, monthly average)
Last actual: February 2019 Last forecast: April 2019
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Job downshift? No, just running out of workers!
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The tax cuts helped to boost after-tax income

Personal income growth Inflation vs. core inflation
(SA, year-over-year percent change) (SA, year-over-year percent change)

Last actual: January 2019 Last forecast: April 2019
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Inflation remains well within the Fed's ~2 percent range
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What is the outlook for interest rates?

Federal funds rate hikes (number per year)
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We expect one more rate hike from the Federal Reserve this year
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Home sales volumes have decelerated for most of 2018

New and existing home sales volume Household formation renters vs. buyers
(SA, annualized rate) (Millions, annual change in four-quarter average)
Last actual: March 2019 Last actual: 4Q2018
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Home sales volumes have decelerated for most of 2018

New and existing home sales volume Nationwide home prices
(SA, annualized rate) (Year-over-year percent change)
Last actual: March 2019 Last actual: January 2019
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Home price appreciation has also slowed as demand started to cool
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Indicators to watch for signs of a downturn

10-year U.S. Treasury spread Leading indicators based
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Percent Percent (>60% implies recession risk) SA, thousands, four-week moving average
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What is keeping us up at night?

Continued equity market sell-offs Global geopolitical risks that Nonfinancial corporate debt
resulting in lost consumer could lead to a market sell-off outstanding
confidence
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Risks from the next
recession

The death of economic growth is
greatly exaggerated
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The nature of the next downturn

Nominal personal spending Look for a 2001-style, balance sheet
(Year-over-year percent change) e recession
F  Signs of stress likely begin with corporate debt

markets
« Affects business investment disproportionally
« Equity markets sell off, consumer confidence falls
« Consumer spending contracts but nothing like 2008

* Due to demographics, we may see less movement
in labor market indicators (jobless claims,
unemployment rate)

» Business credit suffers more than consumer credit
markets, but both are affected
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The current situation

Unemployment rate by county

Latest

e
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Let's take a step back
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Unemployment rate by county

<5%

>5% to 8%

>8% to 1%
>11% to 14%
>14%

How did things look during the dot-com bust?
e At e v ot VTSR

23 Sources: Visa Business and Economic Insights and U.S. Department of Labor



Unemployment rate by county

<5%
>5% to 8%
>8% to 11%

>11% to 14%
>14%

The Great Recession'’s recency biases our perspective
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Retall sales growth remained robust throughout the 2001 recession

Retail sales growth by category, 4Q2001 Nominal Personal Spending, 4Q2001
(YoY percent change) (YoY percent change)
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A business-led recession reduces discretionary goods and services spending
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But aren’t consumers in too much debt?

Total household debt per household (thousands)  Financial obligations ratio (percent)

Last actual: 4Q2018 Last actual: 4Q2018
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Consumers can better handle debt now than they could prior to previous recessions
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What will happen to wealth?

How do we expect the next Share of total net worth in Percent of families directly
recession to impact wealth? homes and stocks holding stock (by income, 2016)
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Equity sell-off means the affluent are more likely to feel the (wealth) effects
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Which areas likely to be impacted this time?

Ten most-resilient and least-resilient metro areas

Factors:

Total population size (+)
Share of population with
college degrees (+)
Manufacturing share (-)
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‘Washington DC
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&
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Orlando ‘ .
Bl lcast resilient

Miami

The effects of the next downturn are more geographic, less demographic
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What does this mean for you?

The effects of the next recession will be more
geographic and less demographic

> Retall spending will likely remain robust with consumers
less affected than businesses

Wealth effects are likely to be limited to higher
Income earners

» Housing values are not expected to collapse
» Equity exposure is unequal across income categories,
limiting overall impact on spending

Some metros are vulnerable in the next downturn

» More susceptible: high concentration of manufacturing
and a lower skilled workforce

> Less resilient cities are highly reliant on affluent spending,
tied to equity markets
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New ways to track economic developments

Monthly Consumer Monitor

ayne Best
ef Economist

Key Monthly Consumer Indicators
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Keep up with the latest developments in
consumer spending trends
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First quarter weakness should give way to stronger growth

There is no question that econamic data so far this year has been soft.
Employment growth downshifted more than expected in February while both
industrial production and existing home sales contracted in January. It would be
easy to sound the alarm bells, but there are several signs that things are not as
bad as some recent headlines have suggested. For starters, February's
disappeinting employment reading appears to have been a combination of
effects from severe winter weather and payback for the impressive 311,000 jobs
added in January. One less-noted aspect of the employment report was that
average hourly arnings grew 34 percent ycar-over-year, the fastest pace since
the end of the recession. In addition, consumer confidence rebounded sharply in
February and the delayed release of retail sales for January showed a modest
increase i retail activity.

Visa's March US. economic farecast continues to show that the US. economy
downshifted to just 0.7 percent annualized growth in Q1, but will likely bounce
back to around 2 percent in Q2, reflecting the firmer high frequency leading
econemic data. Nominal consumer spending is still expected to rise 4.3 percent
this year, In inflation-adjusted (real) terms, overall consumer spending likely
downshifted in Q1 to a 1.5 percent annualized pace, but should pick up mid-year.

Nominal consumer spending forecast
(SA, CAGR and YoY percent change)

2003 201z 2015 2018

Key Takeaways

Mixed messages from
February's employment
report

The downshift in growth
appears temporary

Just one mare rate hike
expected from the
Federal Reserve this year

Brexit remains the key
near-term risk

6-month ahead recession probability {percent)

2012 2014 2018
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Access our latest forecast
and views on the economy
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For more economic updates, visit:
Visa.com/Economiclnsights or W @VisaChiefEcon

Or subscribe at: globalclient.visa.com/visaeconomicnews
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Access the Geography of the  Hear the latest take on Keep up with the latest small
Global Middle Class, and the economy from Visa'’s business trends
other studies Chief Economist
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