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Key point

While the potential negative impacts of tariffs are well documented, the White House's other
major policies including tax cuts and deregulation are largely pro-growth.

Tariffs have not led to runaway inflation in the U.S. for two main reasons. On a micro level, cost
pass-through is difficult given stable household income. On a macro level, the monetary
environment has been somewhat restrictive, with real interest rates being positive and money
supply no longer growing rapidly.

Should inflation remain largely stable, the Fed's rate-cutting cycle may extend into 2027. Given
the Fed's dual mandate, signs of weakness in the labour market will also support further
monetary accommodation. The terminal Fed funds rate may be closer to 2% than the FOMC's
median guidance of 3%.

The U.S. is the single largest export destination for many economies and also happens to be the
least reliant on international trade among major economies. This explains why trade issues have
featured so prominently as a negotiation tactic to further various U.S. interests. While bilateral
agreements have appeared to stem tit-for-tat retaliations, tariffs and trade barriers are likely
here to stay.
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The worst fears about the damage of tariffs have not mater

* Consensus projections of the impact of U.S. U.S. core CPI (YOY: %)
tariff policies have turned out to be rather
different from reality.

* In spite of elevated trade policy uncertainties,
the U.S. economy overall has been holding 5
up fairly well, and major stock indices have
continued to reach new heights.

* The biggest fear was undoubtedly soaring 3
inflation, which has not materialised. Inflation )
expectation remains largely stable, while
tariff-induced price increases have yet to ,
become commonplace.
ﬁzuzn 2021 2022 2023 2024 2025

Source: Bloomberg, BEA Economic Research
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Trade policy uncertainty has subsided following a historic

» “Liberation Day" propelled trade uncertainty U.S. trade policy uncertainty index
to levels never seen before, disrupting 9000

business decision-making, logistics, and

- 8000
consumer behaviour.
7000
* As the U.S. negotiated deals with its trading 6000
partners, the worst-case scenario of tit-for-
5000
tat measures and countermeasures was
averted. Sentiment then gradually improved, 4000
even though tariffs are now still substantially 2000
higher than those before the trade war.
2000
* To ease trade tensions, bilateral agreements 1000
have proliferated. The WTQO's multilateral 5
system is becoming increasingly ineffective F LSS S 99%#5\ 69’,555’,1,69 P rqu'd& »éfo ,é§\ ,‘559 '#\m&@qﬁfz
0 %

In solving trade disputes. i ] ] ] )
Source: "Measuring Economic Policy Uncertainty” by Scott Baker, Nicholas

Bloom and Steven J. Davis at www.PolicyUncertainty.com
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Tariffs are only one part of the White House's economic a

« While the potential negative impacts of U.S. Tariff and Excise Tax Revenue: 2017-2025
tariffs are well documented, the White

The U.S. Has Brought in $165 Billion in Revenue From Gross Tariff and Certain

House's other major policies including tax Other Exciee Taxes in 2025, Billions Above Levels in Recent Years

cuts and deregulation are Iargely pro-growth. ® 2025 @ 202¢ @ 2023 @ 2022 @ 2021 2020 4 2019 @ 2018 @ 2007
Even tariffs themselves are often negotiating - —
tactics to serve other goals. s150

5140
5130

« The One Big Beautiful Bill Act (OBBBA), s120
passed into law in July 2025, includes the -
largest set of tax cuts for individuals and .
businesses since the 2017 Tax Cuts and
Jobs Act (TCJA), providing a boost for sso
corporate earnings and household income.

580
570

Billions of Dollars

520
510

* While the situation of U.S. public finances
remains dire and intractable as deficits and TELPEDPER PSPPI RGPEP PP PP PE
total debts continue to surge, tariffs are Fenem Ban e Gl
bringing in record revenue.

%

Source: Bipartisan Policy Center
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Inflation only occurs when there is excess money s

* Definitions matter. Inflation measures the
increase in prices of goods and services.

US consumer price index and money supply

Inflation occurs due to excess money supply, 23000 330
or too much money chasing too few goods. 21000 310
18000 290
* Everyday terms such as food inflation, wage {7000 .
inflation, and energy inflation are inherently 15000
misleading, because they mistake price 13000 260
changes for certain goods and services for 1000 230
increases in the general price level. 9000 210
* From February 2020 to March 2022, U.S. 00 0
broad money supply (M2) soared by a —— 7o
3000 150

stunning 43%, the fastest pace on record,

&~ O=EZNOISTLWONMNDOODOLFN®MYT W
which lead to runaway inflation. Pandemic- g g g g g § g g Q é Q Q Q Q g Q Q Q § § § § § §
era welfare spending, fiscal stimulus, zero US M2 (billion $: LHS) US cnneusticr price e (2118)

percent interest rate, and quantitative easing
created a textbook case of high inflation Source: Bloomberg, BEA Economic Research

caused by excessive money printing and
profligate public spending.
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Why U.S. tariffs have not resulted in soaring infle

Many believe the consumer ultimately bears
the cost of tariffs. However, tariffs cannot
simply be passed on to the consumer,
whose income remains unchanged
regardless of the importer's costs.

In reality, tariff costs are shared by exporters,
importers, retailers, and consumers. The
importer also tends to be reluctant to raise
prices so as to avoid losing sales.

Even if tariffs do lead to higher prices for
some goods, the consumer will then have
less money to spend on others, mitigating
the effect on the overall price level.

Furthermore, effective tariff rates are much
lower than the elevated levels announced by
the U.S. government, thanks to exemptions
and other offsetting measures.

U.S. effective tax rate

25%

5%

0%
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2019 2020 2021 2022 2023 2024 2025
= Effective Tanff Rate (Policy-Based) = Effective Tanff Rate (Actual Revenue Based)

Source: MacroMicro. The orange line represents the tariff rate calculated based on U.S. government—announced
policies. The grey line represents the effective tariff rate calculated from actual tariff revenues.



8 The Bank of East Asia, Limited Iz iR{TARAE

Positive real interest rates imply further

* The latest median FOMC projections pencil Real Fed funds rate (%)
in two more rate cuts in 2025 and only one 4
in 2026.

* Since the Great Financial Crisis, the real fed

. i |H
funds rate, as measured by the difference ST LT
between the Fed funds rate target and the “I‘llml“l“ﬂu““I“”"lll”l"”l'l”““" 1 l”l"l Ill |||||| Il II"“l‘|| | ||W|
-2

=]

CPI (YOY), has been deeply negative for the
majority of time. The current phase of
positive real rates starting from March 2023
is a remarkable exception. .

* Should inflation remain largely stable, the
Fed's rate-cutting cycle may extend into
2027. Given the Fed's dual mandate, signs of 10
WeakneSS in the |ab0r market W|” also 2000 201 202 2013 2014 206 206 2007 2018 2010 2020 2021 2022 2023 2024 2005
support further monetary accommodation. Source: Bloomberg, BEA Economic Research
The terminal Fed funds rate may be closer to
2% than the FOMC's median guidance of 3%.
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Tariffs and trade barriers are likely here to <

* While the U.S. is the single largest export GOOdS & SerVices trade as a % Of GDP

destination for many economies, it is also
the least reliant on international trade
among major economies. This combination
of features explains why trade issues have
featured so prominently as a negotiation
tactic to further various U.S. interests.

Due to the sheer size of its economy, the
Chinese Mainland's reliance on trade also
appears relatively low at first glace. However,
surging trade surplus has become an
increasingly important growth driver.

As a trading, financial, and logistics hub,
Hong Kong's trade volume is exceptionally
large. International trade creates business
opportunities throughout entire services
value chains, while diversification efforts
have strengthened the resilience of exports.
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Source: United Nations, BEA Economic Research
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Disclaime

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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