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The Fed eased again, while the shutdown nears resolution

e The Fed cut rates by 25 bps in October and announced an end to its quantitative tightening.

e The first steps to end the US government shutdown have been taken, the Senate passed a
temporary funding bill.

e Soft data indicated steady growth momentum.

The Fed carried on with its easing cycle

The Fed cut rates for the second consecutive meeting. In October 2025, the US Federal Reserve
(Fed) lowered its benchmark interest rate by 25 basis points (bps) to a range of 3.75-4.00%.
Additionally, the Fed announced it would conclude its quantitative tightening on 1** December,
halting the reduction of its securities holdings that had expanded significantly during the pandemic.
The move was considered necessary to stabilize financial conditions, given the recent strains in
money markets. Notably, the decision was not unanimous, with two members dissenting. Fed
Governor Stephen Miran supported a larger 50-bp cut, while Kansas City Fed President Jeffrey
Schmid opposed any cut, underscoring growing divisions within the FOMC.

Fed Chairman Jerome Powell emphasised that a December rate cut was “far from a foregone
conclusion”. During the post-meeting press conference, Powell maintained optionality regarding
the December decision, citing mixed views among committee members and limited data availability
due to the government shutdown. September's summary of economic projections suggested one
more rate cut by year-end, but the dot plot showed a wide range of opinions, with only a slim
majority expecting further easing. In recent weeks, other Fed officials were also non-committal in
their public remarks. On balance, current monetary policy remains restrictive, and we continue to
expect another rate cut of 25 bps by the Fed in December.
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The Senate voted to end the government shutdown

The Senate voted to break the filibuster to move forward with ending the government shutdown.
On 10 November, the Senate voted to end the government shutdown by 60-40 after eight Senate
Democrats struck a deal with the Republicans a day earlier. The current shutdown is the longest
in US history, surpassing the 35-day closure during Trump's first presidency. The stalemate had
stemmed from divisions over healthcare policy, with Republicans resisting long-term commitments
on Affordable Care Act (ACA) subsidies while Democrats refused to advance a funding bill without
them. The deal would temporarily reopen the government through 30 January, with Republicans
agreeing to hold a December vote on extending the ACA subsidies. Despite the breakthrough, the
measure must pass through the House and then be signed by Trump before the government can
fully reopen.

The Congressional Budget Office (CBO) projects lasting economic effects from the shutdown.
The shutdown has disrupted SNAP benefits and air travel, and suspended key economic data
releases, complicating efforts to assess the US economy. The CBO estimated that if the shutdown
ends on 12 November, it could eliminate economic output by up to USD 28 billion and GDP growth
by up to 1.5 percentage points (ppts) in Q4 2025. The effects could be more severe if the bill fails
to be passed, and the shutdown prolongs further. While some lost output will be recovered after
the government reopens, a prolonged period of furloughs and delayed spending would leave a
permanent dent in economic activity. The CBO also expects the unemployment rate to increase,
with federal workers and contractors facing income disruptions.

Q4 2025 Q12026 Q2 2026 Q3 2026 Q4 2026
CBO estimates of the effect of the government shutdown
Six-week shutdown (ending 12 November)

Effect on the annualised quarterly growth rate of real GDP -1.5 2.2 -0.5 -01 -01
Effect on real GDP (billions of 2025 dollars) -28 13 4 1 n/a
Cumulative effect on real GDP (billions of 2025 dollars) -28 -15 -1 -10 -1
Effect on the annualised quarterly growth rate of real GDP -2.0 3.1 -0.7 -0.2 -0.1
Effect on real GDP (billions of 2025 dollars) -39 19 5 1 -1

Cumulative effect on real GDP (billions of 2025 dollars) -39 -20 -15 -14 -14

Source: Congressional Budget Office (CBO)

The US and China reached an agreement for a longer trade truce. In late-October, the US and
China agreed to extend their trade truce for one year, averting a steep escalation in tariffs. As part
of the deal following the leadership meeting in South Korea, the US reduced the fentanyl-related
tariff from 20% to 10%, suspended the implementation of some heightened tariffs and halted
certain export controls. Meanwhile, China committed to easing export controls on rare earth metals
and allowing greater access to US agricultural exporters. Following the agreement, Bloomberg
estimated that Chinese products will face an average US tariff rate of about 30%. Overall, a one-
year trade truce, compared to the previous 3-month extensions, offers greater trade policy
certainty. However, issues surrounding advanced chips and core technology remain unresolved.
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Headline US CPI inflation rose slightly in September. The delayed September CPI inflation report
showed that headline CPI inflation ticked up by 0.1 ppts to 3.0% year-on-year (YoY) in September,
while core CPI inflation decelerated by 0.1 ppts to 3.0% YoY. Price gains in energy and certain goods
categories drove the modest gains in inflation, while broader price pressures remained relatively
contained and below expectations.

US CPI Inflation Change in Private Employment by ADP
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Alternative private-sector payroll data showed a rebound in employment in October. The latest
ADP report, an independent measure of private-sector employment, suggested some signs of
stabilisation in the labour market. The survey reported that private-sector employment rose by
42,000 in October, after declining by 29,000 in September. ADP data also revealed steady wage
growth, with annual pay gains at 4.5% YoY in October. The ADP report provides a glimpse of labour
market conditions, though caution should be maintained given its limitations compared to the
Bureau of Labor Statistics' Nonfarm Payroll report, which has a more comprehensive sampling
coverage. However, a different independent report, by Challenger, Gray & Christmas, revealed that
layoffs surged to roughly 153,000 in October, the most of any October since 2003, driven by Al
adoption and cost cutting measures. These diverging trends highlighted the difficulty in assessing
labour market conditions when official data is not available.

The US economy was projected to have expanded steadily in Q3 2025. Despite the delayed
release of the official GDP report for Q3 2025, the Atlanta Fed's GDPNow model estimated GDP
growth at a seasonally adjusted annualised rate (SAAR) of 4.0% during the quarter, driven by
robust growth in consumer spending and equipment investment. Meanwhile, business surveys
pointed to a steady expansion in services activity. The ISM and S&P Global services purchasing
managers' indices (PMls) surged to 52.4 and 54.8 in October, up from 50.0 and 54.2 in September,
respectively. Taken together, these figures suggest that underlying demand has proven resilient.
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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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