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Federal Reserve preview: Fed to hold
the line, but cuts are coming

The jobs market continues to hold up despite concerns about a cooling
economy, while officials remain nervous about the effect of tariff-
induced price hikes on inflation. We see no interest rate cut this month,
but the Fed is expected to start laying the groundwork for a move, most
likely in December

Federal Reserve Chair Jerome Powell pictured this week

Fed set to hold on firm jobs and inflation uncertainty

The market is currently pricing virtually zero chance of a rate cut on 30 July, despite President
Trump pushing the Fed to lower interest rates immediately and two of his appointees to the
Federal Reserve, Chris Waller and Michelle Bowman, saying they could support such action.
However, the rest of the committee feels they have time to wait, especially in light of the
recent firmer-than-expected June jobs report and ongoing uncertainty about how inflationary
the president’s tariffs will be.

Inflation has been well behaved recently, posting 0.1% and 0.2% month-on-month readings
between February and May, but we always suspected it would be three months from
April/May before the tariffs showed in the data. That means the July, August and September
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CPI reports are where we see the potential for 0.4% MoM or even 0.5% prints. The Fed was
stung by criticism after suggesting the post-pandemic supply shock price hikes would be
“transitory”, only for inflation to hit 9% in 2022. It will not want to cut rates on a hunch and
only have to backtrack again if inflation becomes more persistent.

As such, we believe this meeting will be a non-event with rates left on hold and quantitative
tightening likely left unchanged.

But the groundwork for cuts will be laid

Nonetheless, interest rates are likely to be cut before the end of this year. Consumer
confidence has weakened and spending is stalling on fears over squeezed household spending
power, volatility in wealth and concerns about a cooling jobs market. In that regard, nearly
90% of all jobs added over the past two-and-a-half years have been in just three

sectors: government, leisure & hospitality and private education & healthcare services. All
other sectors, which are the key drivers of the US economy growth cycle - technology,
business services, manufacturing, construction, and so on - have added an average of only
23,200 per month over that period.

As for inflation, we believe that tariffs are a one-off price adjustment and the month-on-month
inflation rates will swiftly drop back to more benign readings later this year. Energy costs are
contained, and the weaker jobs market means that wage growth, which contributed to the
acceleration in inflation in 2021/22, is not strong enough to do so this time round. Moreover,
the shifting dynamics of the housing market will mean housing costs, which have been a
major driver of inflation in recent years, will increasingly become a source of disinflationary
pressure as rents moderate.

Contribution to monthly changes in non-farm payrolls (000s)
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December versus September rate cuts

Right now, the market thinks that the Fed could be in a position to cut rates in September with
16bp of a potential 25bp cut priced. We are not so sure. With inflation likely to be pushed
higher by tariffs over the next few months, we are unlikely to get confirmation of more benign
MoM inflation prints until the October and November reports. Obviously, this comes after the
September FOMC and October FOMC meetings so we would need to see significant weakness in
jobs to trigger a rate cut by then. There is little sign of that happening right now. This suggests
President Trump’s frustrations with Jerome Powell will intensify and incentivise him to seek a
more dovish replacement for when Powell's term as Fed Chair ends early next year.

Consequently, we think December will be the likely starting point, but that it may be a 50bp
cut, if the evidence on weaker jobs and GDP growth becomes more apparent as we anticipate.
This would be a similar playbook to the Federal Reserve’s actions in 2024, where it waited until
it was completely comfortable to commit to a lower interest rate environment. Then it made a
50bp move in September, followed by 25bp cuts in November and December.

Fed could provide some dollar support in a busy week

It has been unclear how much the threat of Trump firing Powell has weighed on the dollar this
month. Certainly, there have been moments when the dollar came under broad-based
pressure when reports of a move were imminent. Yet short-dated US rates look to be ending
the month a little firmer, helping to provide the dollar a little support in an otherwise
pervasively bearish environment.

Unless the FOMC statement, the voting pattern or Chair Powell in his press conference surprises
us by incorporating some of the dovish ideas espoused by the likes of Christopher Waller, we
suspect the dollar will stay supported. This is especially so since the day after we receive the
release of the June core PCE data, which should start to show the pick up in inflation we expect
this summer.

The dollar is also facing a major event risk on Friday, with the deadline for tariff agreements
and, perhaps more significantly, the release of the July jobs report. As long as the jobs picture
holds up, firmer inflation may well delay the restart of the Fed easing cycle and provide the
dollar with a lift this summer. If the dollar is to get that lift, it may be more against the low-
yielding Japanese yen and Swiss franc. This is because the market is pricing August as a low
volatility month after the 1 August event risk is out of the way, and the carry trade (yen and
franc bearish) looks set to remain popular. This also assumes that the momentum towards US
trade deals continues through EU and Chinese discussions, and that the commodity currencies
remain in demand due to improved global growth prospects. And in theory, trade deals should
mean less support for the low-yielding safe-haven currencies which did so well during the tariff
stress in early April.


https://www.federalreserve.gov/newsevents/speech/waller20250717a.htm
https://think.ing.com/articles/asia-week-ahead-250725/
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In all, we think there's a chance USD/JPY trades up to 150 over the coming weeks, especially if
Japanese Prime Minister Shigeru Ishiba resigns. EUR/USD could correct back to 1.15/16 if we're

right with the Fed/resilient labour market story. USD/CHF could trade back to 0.81. And the
undervalued commodity currencies both in the G10 and EM world could continue to

outperform should the threat of tariffs continue to erode.

EUR/USD traded volatility curve (ATM strikes, %)

9.00
%
8.50
800 /\ /
[
/ . —
7,50 / —
7.00 /
6.50 /
6.00 |
550 |
500 |

4.50
3y 5Y 7Y 107

4.00
2w 3w M 6M 1y

James Knightley
Chief International Economist, US

james.knightley@ing.com

Chris Turner
Global Head of Markets and Regional Head of Research for UK & CEE

chris.turner@ing.com

Disclaimer
This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for
information purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms
part of ING Group (being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the
publication is not an investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to
purchase or sell any financial instrument. Reasonable care has been taken to ensure that this publication is not untrue or
misleading when published, but ING does not represent that it is accurate or complete. ING does not accept any liability for
any direct, indirect or consequential loss arising from any use of this publication. Unless otherwise stated, any views, forecasts,
or estimates are solely those of the author(s), as of the date of the publication and are subject to change without notice.


mailto:james.knightley@ing.com
mailto:chris.turner@ing.com

THINK economic and financial analysis

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any
person for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the
Dutch Central Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority
for the Financial Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In
the United Kingdom this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V.,
London Branch is authorised by the Prudential Regulation Authority and is subject to requlation by the Financial Conduct
Authority and limited regulation by the Prudential Regulation Authority. ING Bank N.V., London branch is registered in England
(Registration number BRO00341) at 8-10 Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING Financial Markets LLC, which is a member of
the NYSE, FINRA and SIPC and part of ING, and which has accepted responsibility for the distribution of this report in the United
States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.

Article | 25 July 2025 5


https://www.ing.com

