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Market Monitor — United States

US government shutdown, while the Fed resumed easing

e The US government went into shutdown on 1¢ October after Congress fa|led to pass fundlng
legislation.

e The Fed cut rates by 25 bps in September, signalling additional easing ahead.

e Inflation edged up in August, accompanied by further signs of softening in the labour market.

The Fed resumed its easing cycle

The Fed cut rates again after a 9-month pause. The FOMC reduced the federal funds rate by 25
basis points (bps) to 4.00-4.25% in September. The decision was not unanimous, as one Fed
governor dissented in favour of a 50-bps cut. The post-meeting statement highlighted additional
downside risks to the labour market as a key reason for the cut. Besides, updated economic
projections indicated that the officials expected two more 25 bps rate cuts by the end of 2025,
bringing the targe range to 3.50-3.75%. The dot plot also revealed a shift in expectations, with 10
FOMC members projecting at least 3 total rate cuts in 2025 compared to 2 at June's meeting.
Projections for 2026 and 2027 suggested one 25-bps cut in each of those years. Additionally, GDP
growth forecasts were generally upgraded, the projections for unemployment rate were slightly
revised down, and inflation projections were little changed except for an upward revision for 2026.
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Congressional impasse tiggered government shutdown

The US Government shut down for the first time in almost seven years. The US government
entered a shutdown on 15t October, after Congress failed to pass funding legislation amid a partisan
gridlock, marking the first shutdown since the 35-day closure spanning December 2018 to January
2019, during Trump's first term. The Congressional Budget Office (CBO) estimated that the 2018-
2019 shutdown reduced economic output by USD 11 billion and that the current shutdown could
lead to around 750,000 employees being furloughed each day. In the meantime, the White House
projected a weekly economic loss of around USD 15 billion a week during the shutdown.

The Trump administration imposed additional tariff measures. The administration implemented
new tariffs effective 14" October, imposing 10% duties on softwood lumber and a 25% tariff on
kitchen cabinets, vanities and certain furniture. However, the EU, UK and Japan enjoy more
favourable duties due to the nature of their trade deals. Meanwhile, US Treasury Secretary Scott
Bessent expressed optimism regarding US-China trade negotiations, commenting that a “big
breakthrough” could be coming in the next round of talks.

Inflation edged up, while further signs of labour market softening emerged

US PCE inflation rose slightly in August. Headline PCE inflation climbed to 2.7% year-on-year (YoY)
in August, up from 2.6% in July, while core PCE inflation, which excludes food and energy, remained
steady at 2.9% YoY. On a monthly basis, headline PCE increased 0.3% month-on-month (MoM) in
August, 0.1 percentage points (ppts) faster than July, while core PCE grew at the same pace at
0.2%. Despite the uptick, market expectations continued to price in two more Fed rate cuts by
year-end.
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Consumer spending remained resilient. Consumer spending rose 0.6% MoM in August after rising
by 0.5% in July. Meanwhile, personal income grew by 0.4% MoM in August, the same pace as in
July. These figures signal solid household demand despite persistent policy uncertainty. Similarly,
economic growth in Q2 was revised up by 0.5 ppts to 3.8% (seasonally adjusted annual rate),
reflecting unexpectedly strong consumer spending.

Further signs of labour market softening emerged. Due to the government shutdown delaying the
release of September's jobs report, the latest ADP report, an independent measure of non-farm
private employment, represents an updated glimpse of the labour market. According to ADP data,
private sector employment fell by 32,000 in September, after declining by 5,000 in August. Besides,
employment sub-indices from the ISM manufacturing and services PMI reports indicated
continued contraction in both sectors. While official labour market figures remain unavailable,
these alternative data sources suggest that labour market conditions likely remained soft.
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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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