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FOMC Meeting: Fed Chairman Powell reiterates wait and see approach

e The FOMC voted unanimously to hold the federal funds rate at 4.25-4.50% in May.

e Risks of both higher unemployment and higher inflation have risen, and the current policy is
in good position to wait for more clarity.

e The Fed is expected to start cutting rates again in 2H 2025, as the negative impacts from
tariffs are likely to surface gradually ahead.

The Fed held rates unchanged in May, as anticipated. During its May meeting, the Federal Open
Market Committee (FOMC) voted unanimously to hold the federal funds rate unchanged at 4.25-
4.50%, and to reduce its holdings of securities continuously. The post-meeting statement featured
a few key changes that hint at the FOMC's view for the economy. First, the uncertainties about the
economic outlook have increased further, and the Committee judges that the risks of higher
unemployment and higher inflation have risen. Second, the FOMC still believes the economic
activity has continued to expand at a solid pace, though swings in net exports have affected the
data. The changes imply that though the uncertainties have heightened, there is no imminent
deterioration in the hard data, and the FOMC can wait for more clarity.

Fed Chairman Powell indicated that policy is in a good place to wait for more clarity. In the post-
meeting press conference, Chairman Powell stated that the tariff increases announced so far have
been significantly larger than anticipated. If the tariffs are sustained, they are likely to generate a
rise in inflation, a slowdown in economic growth, and an increase in unemployment. However, the
effects on inflation will depend on the size of the tariff effects, how long it takes to pass through,
and whether the long-term inflation expectations are well-anchored. Given there is no imminent
deterioration in the hard data, with the labour market remaining resilient, and the current policy
stance moderately restrictive, the FOMC can be patient in seeing how trade policy is affecting the
economy before changing monetary policy. Notably, Chairman Powell referenced "waiting" over 20

times during the press conference.
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Chairman Powell offers no clue about which of the two risks to the mandate will materialise first.
As the Fed's dual mandates, i.e. maximum sustainable employment and price stability, could both
be challenged by the policy changes under the new Administration, Chairman Powell said in the
press conference that it was too soon to say which way that would “shake out.”" While he didn't offer
a firm forecast, Chairman Powell did repeat a remark that without price stability, we cannot achieve
the long periods of labour market strength, apparently making price stability the first among equal
mandates. Therefore, the FOMC would like to adopt a wait and see approach for more clarity about
the fragility of either inflation expectations or labour market performance.
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Rate cuts remain a base case for 2025. Despite the Fed's cautious stance, trade-related
uncertainties, particularly the high tariff rate and prolonged negotiation with China, are likely to
negatively impact the US economy and employment market going forward, which will open the
door for rate cuts in 2H 2025. On balance, we expect the Fed to start cutting rates in September,
with the possibility of a 25 basis points cut every quarter thereafter, with Hong Kong prime rates to
follow the path of US interest rates, but at a smaller magnitude.
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Disclaimer

This material is prepared by The Bank of East Asia, Limited ("BEA") for customers' reference only. The content is
based on information available to the public and reasonably believed to be reliable, but has not been independently
verified. Any projections and opinions contained herein are expressed solely as general market commentary, and do
not constitute an offer of securities or investment, nor a solicitation, suggestion, investment advice, or guaranteed
return in respect of such an offer. The information, forecasts, and opinions contained herein are as of the date
hereof and are subject to change without prior notification, and should not be regarded as any investment product
or market recommendations. This material has not been reviewed by the Securities and Futures Commission of
Hong Kong, Hong Kong Monetary Authority, or any regulatory authority in Hong Kong.

BEA will update the published research as needed. In addition to certain reports published on a periodic basis, other
reports may be published at irregular intervals as appropriate without prior notice.

No representation or warranty, express or implied, is given by or on behalf of BEA, as to the accuracy or
completeness of the information and stated returns contained in this material, and no liability is accepted for any
loss arising, directly or indirectly, from any use of such information (whether due to infringements or contracts or
other aspects). Investment involves risks. The price of investment products may go up or down, and may become
valueless. Past performance is not indicative of future performance. The investments mentioned in this material
may not be suitable for all investors, and the specific investment objectives or experience, financial situation, or
other needs of each recipient are not considered. Therefore, you should not make any investment decisions based
solely on this material. You should make investment decisions based on your own investment objectives, investment
experience, financial situation, and specific needs; if necessary, you should seek independent professional advice
before making any investment.

This material is the property of BEA and is protected by relevant intellectual property laws. Without the prior written
consent of BEA, the information herein is not allowed to be copied, transferred, sold, distributed, published,
broadcast, circulated, modified, or developed commercially, in either electronic or printed forms, nor through any
media platforms that exist now or are developed later.

For more information, please visit our webpage at https://www.hkbea.com/html/en/bea-about-bea-economic-
research.ntml. For any enquiries, please contact the Economic Research Department of BEA (email:
lerd@hkbea.com/telephone number: (852) 3609-1504/postal address: GPO Box 31, Hong Kong).
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