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Rate cuts expected at September FOMC meeting

e US economic growth in Q2 2025 was revised up to 3.3% SAAR.

e The US-China tariff truce was extended, while tensions between the US and
India persist.

e The Fed is expected to cut rates in September, as the labour market
weakened further.

The economy expanded faster than initially estimated

The second estimate of US GDP growth for Q2 showed faster growth than the

advance estimate. The recent update indicated that US real GDP grew at a
seasonally adjusted rate (SAAR) of 3.3% in Q2 2025, 0.3 percentage points (ppts)

higher than the advance estimate. The upward revision was driven by stronger

private consumption and a softer decrease in investment. On a year-on-year (YoY)
basis, GDP growth for Q2 was also revised up by 0.1 ppts to 2.1%. This outcome

signals more resilience than previously expected despite trade volatility. Overall,

we continue to expect growth to moderate in 2H amid trade policy uncertainty,

softer job creation, and slower private demand.

Business surveys indicated improved sentiment. In August, the Institute of
Supply Management (ISM) manufacturing PMI rose to 48.7, indicating a slower
pace of contraction, while the services PMI increased to 52.0, signalling a firmer
expansion in the services sector. Meanwhile, the S&P manufacturing PMI rose to
53, showing improved conditions as demand and output rose, while its services
PMI remained in expansion at 54.5, despite a slight moderation.
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A US appeals court ruled that most of Trump's reciprocal tariffs are illegal. The
decision considered that the International Emergency Economic Powers Act
does not give the president “unlimited authority to impose” the relevant tariffs.
The court allowed the tariffs to remain in place until 14" October, giving the
Trump administration time to file an appeal to the Supreme Court. Meanwhile,
the Trump administration extended the 50% steel and aluminium tariffs to
another 407 different product types that contain the metals, such as auto parts,
chemicals, plastics, and furniture components. The expanded coverage would
not only raise tariff costs but also create significant compliance costs for firms as
they determine which tariff rates apply.

Ongoing trade negotiations progressed at differing paces. The US and China
extended their tariff truce for another 90 days until 10" November, easing near-
term shock risks. While both sides are expected to continue trade talks,
uncertainty persists. Meanwhile, trade tensions with India intensified, as the US
doubled India’s tariff rate to 50% effective from 27 August. The steep tariffs were
imposed following the failure to reach a trade deal and as a penalty for India's
purchases of Russian oil.

Tariff revenues have surged. Tariff revenues in August exceeded USD 30 billion,
the highest monthly figure in 2025. This brings total tariff revenues for January
to August 2025 to USD 158 billion, over 60% higher than the full-year tariff
revenues in 2024. In August, the Congressional Budget Office (CBO) projected
that the tariffs implemented up until 19* August could cut the primary deficit by
USD 3.3 trillion over 2025-2035 if current high tariff levels persist.

US core PCE inflation ticked up in July. Headline PCE inflation rose 2.6% YoY in
July, unchanged from June. Core PCE inflation, which excludes food and energy,
edged up 0.1 ppts to 2.9% YoY. On a monthly basis, headline PCE increased 0.2%
month-on-month (MoM) in July, 0.1 ppts slower than June, while core PCE rose
0.3%, matching the previous month. The uptick in core PCE inflation underscored
persistent underlying price pressures.

The US labour market weakened further. The US added just 22,000 jobs in
August, as the labour market slowdown persisted amid ongoing business
pressures. This comes after job gains in July were revised up slightly to 79,000,
while job gains in June were revised down to a loss of 13,000 jobs. This was the
first time nonfarm payroll employment was negative since December 2020. The
unemployment rate edged up by 0.1 ppts to 4.3% in August, the highest since
October 2021. Average hourly earnings rose 3.7% YoY in August, down from 3.9%
in July. On a monthly basis, wages increased by 0.3% MoM, matching the pace
seen in July. The latest jobs report reflects a continued weakness in the US labour
market, reinforcing expectations that the Fed will cut rates.
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Fed Chairman Powell exhibited a dovish tilt at Jackson Hole

Fed Chairman Powell signalled a resumption of rate cuts at the Jackson Hole
Symposium. At the summit, Powell's speech was widely interpreted by market
participants as dovish, in particular his remark on a shift in the balance of risks
towards a slowdown in the labour market. Powell also outlined the conclusion of
the Fed's policy framework review that the Fed would return to a strategy of
flexible inflation targeting, replacing the previous flexible average inflation
targeting. The change highlights a notion that maximum employment can be
achieved on a sustained basis in a context of price stability. Together, these
changes have boosted market expectations for a rate cut decision in September.

US stock markets reached new highs in August

Major US stock markets continued their upward trends in August. The S&P 500,
Nasdaqg, and Dow Jones all rose by 1.9%, 1.6%, and 3.2% in August, respectively.
Notably, all three indices reached record highs during the month, supported by
technology leadership and solid corporate earnings. US 10-year treasury yields
fell slightly to 4.23% by end-August. After rising in July, the US dollar index fell by
2.2% to 97.771in August, reflecting rising expectations of a September rate cut.
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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.html. 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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