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Economic contraction in Q1 masked solid underlying strength

N s i ;

e US economic growth contracted by 0.3% SAAR in Q1 2025, mainly due to
higher imports from front-loading.

e The Trump administration reached its first trade deal with the UK, while the
progress of other trade deals remains highly uncertain.

¢ Fed held rate unchanged in May, while PCE inflation moderated in March, and

the labour market remained resilient in April.

The US economy contracted due to higher imports

The US economy contracted slightly in Q1 2025. Advance estimates indicated
that US real GDP fell at a seasonally adjusted annual rate (SAAR) of 0.3% in Q1
2025 after growing by 2.4% in Q4 2024. The readings probably masked
underlying strength, as strong imports due to front-loading became the major
drag, while private consumption and investment continued to expand. On a year-
on-year (YoY) basis, US real GDP grew by 2.0% in Q12025, slowing from the 2.5%
growth observed in Q4 2024.

Among the major components of US GDP, exports grew by 1.8% SAAR in Q12025
(-0.2%: Q4 2024), whereas a 41.3% SAAR increase in imports led to a sharp rise
in trade deficits, with net exports subtracting 4.83 percentage points (ppts) from
headline GDP growth. However, domestic demand remained solid. Personal
consumption expenditures (PCE) grew by 1.8% SAAR in Q1, adding 1.21 ppts to
growth, while investment surged strongly by 21.9% SAAR in Q1 2025, contributing
another 3.60 ppts. Government spending retreated by 1.4% SAAR in Q1, reducing
growth slightly by 0.25 ppts. The GDP report in Q1 underscored resilient domestic
demand in the US. While the impacts from tariff measures have not been fully
realised, US trade policies remain highly unpredictable. On balance, the US
economy is still expected to grow at a modest pace in 2025.

MARKET MONITOR

US GDP growth

14%
12%
10%
8%
6%
4%
2%
0%
-2%

12/20 12/21 12/22 12/23 12/24

/ |4 N

SAAR QoQ (%) YoY (%)

Source: Bloomberg



& BEARDS

Economic Re

US reached its first trade deal, but outlook remains uncertain

US trade policy uncertainties eased slightly but remained elevated. Shortly after
announcing widespread reciprocal tariff measures in early April, President Trump
paused most of those measures for 90 days to allow time for negotiations while
maintaining the 10% universal tariff on all US trading partners. Meanwhile, the US
reciprocal tariff on Chinese imports was elevated to 145%, with China imposing
retaliation tariffs of 125% on the US. However, in mid-April, Trump announced
temporary exemptions on a list of electronic products, which were mostly
imported from China. This marked an olive branch amid the tense relations
between the US and China. Moreover, on 6 May, the Trump administration
announced that there will be high level talks between the two sides soon.

Furthermore, the Trump administration has signalled that trade deals with other
counterparties are on the horizon. On 8 May, Trump announced a trade
agreement with the UK. The deal maintains the 10% tariff in place for most goods
but provides relief from the specific tariffs on autos, steel and aluminium.
Meanwhile, South Korea, Japan and India are also reportedly the most likely to
sign trade agreements ahead. These trade deals should ease market concerns
over price increases and an economic downturn arising from the proposed steep
tariffs. Overall, US trade policy uncertainties have remained the major downside
risk facing the global economy.

Early data showed economic activities held up in Q2

Business activity held up in April. Both manufacturing and services business
surveys were better than expected. Despite the tariff measures, the Institute of
Supply Management (ISM) manufacturing purchasing managers' index (PMI)
only decreased slightly to 48.7 in April, while the S&P Global US manufacturing
PMI held steady at 50.2. In the meantime, the ISM and S&P Global services PMIs
remained in expansionary territory at 51.6 and 50.8 in April, respectively. On the
contrary, consumer sentiment continued to decline in April. The University of
Michigan's Consumer Sentiment Index fell further to 52.2 in April from 57 in
March. Meanwhile, the US Conference Board's Consumer Confidence Index fell
from 93.9 in March to 86 in April, its lowest level since May 2020.

The US job market stayed resilient in April. The US job market performed better
than expected in April, with total nonfarm payrolls increasing by 177,000,
compared to March's revised figure of 185,000. Moreover, the unemployment
rate was unchanged at 4.2%, and the average hourly earnings grew slightly
slower at 0.2% MoM in April (3.8% YoY). April's jobs report indicated that the US
labour market is largely stable, pushing off concerns for an immediate recession.

Fed remains patient for its next move
Fed Chairman Powell reiterates wait and see approach. During May's FOMC
meeting, the Committee decided to hold the federal funds rate unchanged at

4.25-4.50%, as anticipated. The meeting highlighted that, first, the risks of higher
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unemployment and higher inflation have risen; second, the FOMC is waiting for
more clarity from upcoming data before altering monetary policy. This
underscores the Fed's wait and see approach, evident by Powell referencing
"waiting" over 20 times in the post-meeting press conference. Despite the Fed's
cautious stance, trade-related uncertainties are likely to negatively impact the US
economy and job market going forward, which will open the door for rate cuts in
2H 2025.

PCE inflation slowed in March. Headline PCE inflation rose by 2.3% YoY in March,
slowing by 0.4 ppts compared to February. Core PCE inflation, which excludes
food and energy, rose by 2.6% YoY in March, also slowing by 0.4 ppts compared
to February. On a monthly basis, headline and core PCE indices were both flat in
March, after rising by 0.4% MoM and 0.5%, respectively, in February. March's
readings helped ease market concerns over growing inflationary pressures.
However, there is still great uncertainty over the inflation outlook, as the full
impacts of Trump's tariff policies have yet to feed into the data.

Major stock markets recouped the losses from tariff fears

Major US equity indices were volatile in April. At the end of April, the S&P 500
and Dow Jones Industrial Average fell by 0.8% and 3.2% MoM, respectively, while
the Nasdaq rose by 0.9%. During the month, the announcement of reciprocal
tariffs and retaliation measures by China heightened fears of a global economic
recession and sparked considerable volatility in global financial markets. At one
point in April, the S&P 500, Nasdaq, and Dow Jones closed down by 15.3%, 20.9%,
and 11.5% year to date (YTD), respectively. Subsequently, the US decision to
pause certain reciprocal tariff measures, alongside potential progress in trade
negotiations and resilient economic data enabled stock markets to bounce back
toward the end of April, thus eliminating most of their previous losses. Meanwhile,
the reduced confidence in US-based assets prompted a large sell-off in US
treasury bonds, causing the 10-year US treasury yields to once climb to 4.592%,
before falling to 4163% by the end of April. It also led to a weaker US dollar, as
firms and foreign countries shifted to other safe haven assets such as gold. In
April, the US dollar index was down by 4.6% MoM.
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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).

© 2025 The Bank of East Asia, Limited
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