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Economic QuickView

FOMC Meeting: The Fed held rates steady and reiterated its cautious stance

e The Fed held rates steady at 4.25-4.50%, as expected.

e June's quarterly dot plot kept the median forecast for 2 rate cuts in the reminder of 2025,
while the projections for 2026 and 2027 were adjusted from two cuts to one each year.

e The Fed expects tariffs to increase inflation but have modest impacts on the labour market.

The Fed held rates steady in June, as expected. During its June meeting, the Federal Open Market
Committee (FOMC) voted unanimously to hold the federal funds rate unchanged at 4.25-4.50%
and to continue reducing its holdings of securities. The post-meeting statement featured a few key
alterations compared to May's statement. Primarily, the FOMC adopted a softer tone in describing
economic uncertainty, with the phrase "has diminished but remains elevated”, compared to "has
increased further" in March. Furthermore, the statement removed the reference "the risks of higher
unemployment and higher inflation have risen". These changes revealed that the FOMC is less
worried about the US economic outlook, allowing its officials to take a patient approach in adjusting
the monetary policies. Overall, the statement reiterated the Fed's cautious stance that it prefers to
wait for more clarity on the economic trajectory before deciding to cut rates.

June's Summary of Economic Projections (SEP) continued to expect 2 rate cuts in 2025 but with
a sharp divergence of views. The median forecast for the federal funds rate at the end of 2025
remained unchanged at 3.875% in June's SEP, suggesting 2 rate cuts in the remainder of 2025,
the same as in March. However, the dot plot showed a sharp divergence of views, with 7
participants expecting no rate cuts, compared to 8 participants expecting two cuts. Additionally,
the dot plots for 2026 and 2027 indicated an upward shift in forecasts, with members anticipating
fewer rate cuts compared to March. June's median rate forecast at the end of 2026 was raised to
3.625% (implying only 1rate cut in 2026), compared to 3.375% in March (implying 2 rate cuts). For
2027, the median rose to 3.375% from 3.125%, suggesting only one rate cut.
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The June SEP offered insights into the FOMC's expectations on the tariff impacts. The FOMC
lowered its forecasts for real GDP growth in 2025 and 2026 from 1.7% and 1.8% in March to 1.4%
and 1.6% in June, respectively. Meanwhile, the projections for core PCE inflation were revised up to
3.1% in 2025, 2.4% in 2026, and 2.1% in 2027, from 2.8%, 2.2%, and 2.0%, respectively. Besides, the
unemployment rate projections were slightly increased. These revisions offered the first glimpse of
the FOMC officials' view on the economic implications of recent tariff hikes. Notably, it suggests
that they expect tariffs to raise inflation in the near term, cause slower growth, and have only a
relatively modest impact on the labour market.

FOMC Projections Loneer US Fed Funds Rate (Upper)
2027 rugn 7%
(June 2025)

Real GDP growth (%)

5%

[March 2025] [1.7] [1.8] [1.8] [1.8]
Unemployment rate (%) 4.5 4.5 4.4 4.2 4%

[March 2025] [4.4] 4.3] (4.3] (4.2] 3%

Core PCE inflation (%) 3.1 24 2.1 2%

[March 2025] [2.8] [2.2] [2.0] - 1%

Fed Funds rate (%) 3.9 3.6 3.4 3.0 0% S S Y s ®ouve2oq S
[March 2025] [3.9] [3.4] [3.1] [3.0] S8888R8%R388&8¢88 %
Source: The Fed Source: Bloomberg

Fed Chairman Powell expected prices to rise as tariff impacts unfold. When speaking to the press,
Powell stated that higher tariffs are poised to pass through distribution channels to the end
consumer, putting upward pressure on inflation. While acknowledging a highly uncertain inflation
outlook, Powell pointed to early signs of tariff impacts, citing price increases in certain products like
personal computers and audio-visual equipment. Furthermore, Powell also described the economy
as being in solid shape and the labour market as not being in urgent need of rate cuts. These
assessments supported his decision to adopt a wait-and-see approach, evaluating whether the
impacts of tariffs are just a one-off price increase or a sustained rise in inflation. In the aftermath
of the meeting, financial markets priced in September as the most likely time for the first rate cut.
In our view, while it is true that the tariff measures are inflationary to goods inflation, slower price
growth has been seen in the services basket, which would support a further moderation in core
inflation. We also view the current monetary environment as restrictive. Thus, we continue to
expect two rate cuts by the Fed for 2025, likely in September and December. Following the FOMC
decision to hold rates unchanged, banks in Hong Kong also held their prime rates unchanged, a
widely expected move given the linked exchange rate system.
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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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