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Key takeaways

« We anticipate the main theme of the July FOMC meeting to be one on patience and
data dependency.

« We are seeing a growing divide within the committee, but we think Chair Powell is in
no hurry to cut.

« The market is pricing virtually no expectations for rate moves and we don't expect
significant impact on the dollar.

By FOMC: Mark Cabana, Aditya Bhave & Alex Cohen

Exhibit 1: Markets continue to price out Fed cuts
Cumulative cuts priced by Sep 2025 and Dec 2025 (bp)
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July FOMC: Patience is key

We expect the main message from the July FOMC meeting to be that the Fed is
patiently on hold and data dependent. We see a growing divide on the committee, but
Chair Powell seems to be in no hurry to cut. On the labor market, Powell will likely note
that the unemployment rate remains range-bound despite slowing private sector job
growth. On inflation, Powell will probably point to signs of tariff pass-through in the June
CPI data and the fact that June PCE inflation is likely to come in strong.

The US rates market expects little out of the July FOMC meeting. The market is pricing
virtually no chance of a rate move & expects Chair Powell to reiterate data-dependence
& patience. Meanwhile, the meeting is unlikely to be pivotal for the US dollar, with the
next tariff deadline and US employment report 2 days later shaping up to be bigger
market events.

Trading ideas and investment strategies discussed herein may give rise to significant risk and are
not suitable for all investors. Investors should have experience in relevant markets and the financial
resources to absorb any losses arising from applying these ideas or strategies.

BofA Securities does and seeks to do business with issuers covered in its research
reports. As a result, investors should be aware that the firm may have a conflict of
interest that could affect the objectivity of this report. Investors should consider this
report as only a single factor in making their investment decision.
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US Econ: a house divided, but Powell still controls the

message

We expect the main message from the July FOMC meeting to be that the Fed is
patiently on hold and data dependent. We don’t expect any substantive changes to the
FOMC statement. However, Governor Waller would most likely dissent in favor of a 25bp
rate cut. Governor Bowman might also dissent.

More broadly, we see a growing divide on the committee. Williams, Kugler, Bostic
adopted a hawkish tone last week, citing evidence of tariff pass-through in the recent
inflation data and arguing for the Fed to stay on hold “for some time”. Even Goolsbee
has been less dovish that before in recent comments. Meanwhile, Waller and Bowman
have tilted dovish, and Daly is still making the case for cutting sooner rather than later.

Besides dissents, we won’t get much flavor of the disagreements on the committee at
the July meeting until we see the minutes. That’s because there is no Summary of
Economic Projections this time. Instead, Chair Powell would get to control the message
via his press conference. And we think Powell is in no hurry to cut.

On the labor market, Powell would likely note that the unemployment rate remains
range-bound despite slowing private sector job growth. This suggests supply factors are
at play. However, we don't think he would be inclined to take a strong stand on the labor
market outlook, given that there are two more jobs reports before the September
meeting (with the July jobs data released just two days after the July FOMC meeting).

On inflation, Powell would probably point to signs of tariff pass-through in the June CPI
data and the fact that June PCE inflation is likely to come in strong. Another reason for
Powell to remain non-committal in July is that the Fed has the optionality of signaling its
plans for September at the Jackson Hole Symposium (Powell’s speech will most likely be
the morning of August 22). By that time, the Fed will have another month's worth of
data in hand.

US rates: still on hold, Fed independence erosion risk

The US rates market expects little out of the July FOMC meeting. The market is pricing
virtually no chance of a rate move & expects Chair Powell to reiterate data-dependence
& patience. The market’s larger focus will be on any shift in guidance around the future
rate path & characterization of dissents from other Governors. We will also be watching
for any discussion of policy implementation tools given debt limit passage & upcoming
Treasury cash balance rebuild.

Fed rate path: Powell is expected to be non-committal on the near-term Fed path.
Labor & inflation data since the June FOMC meeting have both printed at or above
expectations, which would justify the Fed decision to remain on hold. Despite the data,
rates have declined since the June FOMC partially influenced by dovish Fed speak (esp
from Governor Waller) (Exhibit 2, Exhibit 3). Given the tension between US data & Fed
speak, we expect limited rate path guidance from Powell. The market is currently pricing
~55% probability of a 25bp rate cut at the September meeting; we might guess these
probabilities are pared back after limited Powell guidance on the rate path. We still like
being paid Dec 25 FOMC OIS.
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Exhibit 2: Since June FOMC macro data is stronger but rates lower Exhibit 3: SOFR curve since the June FOMC
Dovish Fed speak has likely driven the gap of rate moves & macro data Dovish Fed guidance has likely shifted pricing lower
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Governor dissents: Our economists expect dovish dissents at this meeting, most likely
from Governor Waller & potentially Governor Bowman. This may start a trend of more
frequent Fed dissents. In recent years Fed dissents have been few & far between,
especially from Fed Governors (Exhibit 4, Exhibit 5). A more divided Fed may raise risks
of a less consensus & more contentious institution. It may also raise risks of Fed
independence erosion which would likely mean lower nominal & real rates, wider
inflation breakevens, steeper UST curve, cheaper long-dated USTs b/c higher inflation
risk. We likely being long 10Y inflation breakevens to hedge against this risk. Risk: Risk
off flow that sees oil decline. For more detail see the US macro section of the Global
Rates Weekly Musical Chairs.
Exhibit 4: Fed Governor & President dissent count by FOMC meeting Exhibit 5: Fed Governor dissent count by FOMC meeting
Fed Presidents have historically been more likely to dissent vs Governors Fed Governors have not dissented much over recent years
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Fed policy implementation tools: We will also be watching for any discussion of
policy implementation tools given debt limit passage & upcoming Treasury cash balance
rebuild. We doubt Powell would provide any material guidance at this meeting. We
continue to believe the market is underpricing the extent of upward US repo & money
market funding pressures over the course of 2H ’26 (see report: Repo sensitivity rising:
stay short SOFR/FF). We also believe some at the Fed are overestimating the extent to
which reserves can be drained from the system, which risks upward funding pressures
(see report: Waller & Fed B/S: assessing ample). We stay short Jul & Oct SOFR/FF.

Bottom line for US rates: we still like being paid Dec 25 FOMC OIS due to solid US
data, a strong labor market, & some signs of upward inflation pressure. If Powell does
not support recent dovish Fed commentary, the market will likely pare back the extent of
recent cuts. We like being long 10Y breakeven inflation for risk of Fed independence

“Z Liquid Insight | 22 July 2025 3


https://research1.ml.com/C?q=E2KPAph7K6qM-xKKF63zXg
https://research1.ml.com/C?q=E2KPAph7K6qM-xKKF63zXg
https://research1.ml.com/C?q=6mjrxn-l4cHmtfX1UMhFTA
https://research1.ml.com/C?q=6mjrxn-l4cHmtfX1UMhFTA
https://research1.ml.com/C?q=PrPcpfYTzMaWJotxHFndXA

BofA GLOBAL RESEARCH

erosion. We still think market is underpricing 2H ’25 funding pressure. Risk: Fed cuts get

priced back into 25
FX: USD: More about NFP than FOMC

Next week’s FOMC meeting is unlikely to be pivotal for the dollar, with the next tariff
deadline and US employment report 2 days later shaping up to be bigger market events.
While the main Fed-related focus of late has been noise around Powell’s future, the
overall tone from most (but not all) of the committee has reiterated the patient stance
expressed in June. While 1-2 dissents are likely, these are presumably already discounted

by the market.

Regarding the statement/press conference, the FX market would be primarily focused on
the Fed’s assessment of tariff-induced inflation in the June readings. However, concrete
guidance on September— which is where the market’s attention will be focused—would

likely be elusive, in our view. Prior to September, the market will receive 2 labor reports,

2 CPI reports and the Jackson Hole event, which (as noted above) should restrain any

near-term forward guidance.

Nevertheless, the September meeting has come into focus as the stark repricing
observed this month (from 20% chance of a -50bp cut pre-June US employment, to now
60% for a 25bp cut) corresponded with the USD’s July rally from multi-year lows.
(Exhibit 6) While we still see a base-case for further gradual USD depreciation, resilient
US data could keep the Fed on the sidelines for a bit longer than the market has priced,
posing further upside USD risks. That said, Fed independence risks are real and even if
these risks do not result in altering near-term FOMC decisions, they could continue to
keep risk premia built into the USD, especially if inflation expectations were to rise and

relative real interest rates were to keep declining. (Exhibit 7)

Exhibit 6: Decent June employment report marked a turn in Sept

Fed pricing and the USD
DXY & Sept FOMC pricing during the intermeeting period

0.00 102

NFP
-0.05 101
010 100
-0.15 M—
99
-0.20 ,/\
-0.25 %8
-030 97
-0.35 cPl 96
09-May-25 30-May-25 20-Jun-25 11-ul-25
Sep FOMCimlied cuts (OIS) ~ emm===DXY (RHS)
Source: Bloomberg; BofA Global Researh
BofA GLOBAL RESEARCH

4 Liquid Insight | 22 July 2025

Exhibit 7: Degradation of Fed independence should see the USD
decline along with falling real rates

DXY Index vs. nominal and real sovereign interest rate differentials (DXY
weighted)
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Notable Rates and FX Research

« Global Macro Year Ahead 2025 - Stretching the rubber band, 24 November 2024

« Global Rates Year Ahead 2025 - Continental Drift, 24 November 2024

« G10 FX Year Ahead 2025 - Policy Uncertainty, 26 November 2024

o Letter waiting, Liquid Cross Border Flows, 14 July 2025

Rates, FX & EM trades for 2025

For a complete list of our open trade recommendations as well as our trade
recommendations closed over the past 12 months, see the reports below:

Global FX weekly: The price is (almost) right 18 July 2025

Global Rates Weekly: Musical Chairs 18 July 2025
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different conclusions from, the information presented herein. Such ideas or recommendations may reflect different time frames, assumptions, views and analytical methods of the persons who
prepared them, and BofA Securities is under no obligation to ensure that such other trading ideas or recommendations are brought to the attention of any recipient of this information.

In the event that the recipient received this information pursuant to a contract between the recipient and BofAS for the provision of research services for a separate fee, and in connection
therewith BofAS may be deemed to be acting as an investment adviser, such status relates, if at all, solely to the person with whom BofAS has contracted directly and does not extend beyond
the delivery of this report (unless otherwise agreed specifically in writing by BofAS). If such recipient uses the services of BofAS in connection with the sale or purchase of a security referred to
herein, BofAS may act as principal for its own account or as agent for another person. BofAS is and continues to act solely as a broker-dealer in connection with the execution of any transactions,
including transactions in any securities referred to herein.

Copyright and General Information:

Copyright 2025 Bank of America Corporation. All rights reserved. iQdatabase® is a registered service mark of Bank of America Corporation. This information is prepared for the use of BofA
Securities clients and may not be redistributed, retransmitted or disclosed, in whole or in part, or in any form or manner, without the express written consent of BofA Securities. This document
and its content is provided solely for informational purposes and cannot be used for training or developing artificial intelligence (Al) models or as an input in any Al application (collectively, an Al
tool). Any attempt to utilize this document or any of its content in connection with an Al tool without explicit written permission from BofA Global Research is strictly prohibited. BofA Global
Research information is distributed simultaneously to internal and client websites and other portals by BofA Securities and is not publicly-available material. Any unauthorized use or disclosure
is prohibited. Receipt and review of this information constitutes your agreement not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion, or information
contained herein (including any investment recommendations, estimates or price targets) without first obtaining express permission from an authorized officer of BofA Securities.

Materials prepared by BofA Global Research personnel are based on public information. Facts and views presented in this material have not been reviewed by, and may not reflect information
known to, professionals in other business areas of BofA Securities, including investment banking personnel. BofA Securities has established information barriers between BofA Global Research
and certain business groups. As a result, BofA Securities does not disclose certain client relationships with, or compensation received from, such issuers. To the extent this material discusses
any legal proceeding or issues, it has not been prepared as nor is it intended to express any legal conclusion, opinion or advice. Investors should consult their own legal advisers as to issues of
law relating to the subject matter of this material. BofA Global Research personnel’s knowledge of legal proceedings in which any BofA Securities entity and/or its directors, officers and
employees may be plaintiffs, defendants, co-defendants or co-plaintiffs with or involving issuers mentioned in this material is based on public information. Facts and views presented in this
material that relate to any such proceedings have not been reviewed by, discussed with, and may not reflect information known to, professionals in other business areas of BofA Securities in
connection with the legal proceedings or matters relevant to such proceedings.

This information has been prepared independently of any issuer of securities mentioned herein and not in connection with any proposed offering of securities or as agent of any issuer of any
securities. None of BofAS any of its affiliates or their research analysts has any authority whatsoever to make any representation or warranty on behalf of the issuer(s). BofA Global Research
policy prohibits research personnel from disclosing a recommendation, investment rating, or investment thesis for review by an issuer prior to the publication of a research report containing
such rating, recommendation or investment thesis.

Any information relating to sustainability in this material is limited as discussed herein and is not intended to provide a comprehensive view on any sustainability claim with respect to any
issuer or security.

Any information relating to the tax status of financial instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide tax advice. Investors are urged to
seek tax advice based on their particular circumstances from an independent tax professional.

The information herein (other than disclosure information relating to BofA Securities and its affiliates) was obtained from various sources and we do not guarantee its accuracy. This information
may contain links to third-party websites. BofA Securities is not responsible for the content of any third-party website or any linked content contained in a third-party website. Content
contained on such third-party websites is not part of this information and is not incorporated by reference. The inclusion of a link does not imply any endorsement by or any affiliation with BofA
Securities. Access to any third-party website is at your own risk, and you should always review the terms and privacy policies at third-party websites before submitting any personal information
to them. BofA Securities is not responsible for such terms and privacy policies and expressly disclaims any liability for them.

All opinions, projections and estimates constitute the judgment of the author as of the date of publication and are subject to change without notice. Prices also are subject to change without
notice. BofA Securities is under no obligation to update this information and BofA Securities ability to publish information on the subject issuer(s) in the future is subject to applicable quiet
periods. You should therefore assume that BofA Securities will not update any fact, circumstance or opinion contained herein.

Certain outstanding reports or investment opinions relating to securities, financial instruments and/or issuers may no longer be current. Always refer to the most recent research report relating
to an issuer prior to making an investment decision.

In some cases, an issuer may be classified as Restricted or may be Under Review or Extended Review. In each case, investors should consider any investment opinion relating to such issuer (or
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its security and/or financial instruments) to be suspended or withdrawn and should not rely on the analyses and investment opinion(s) pertaining to such issuer (or its securities and/or financial
instruments) nor should the analyses or opinion(s) be considered a solicitation of any kind. Sales persons and financial advisors affiliated with BofAS or any of its affiliates may not solicit
purchases of securities or financial instruments that are Restricted or Under Review and may only solicit securities under Extended Review in accordance with firm policies.

Neither BofA Securities nor any officer or employee of BofA Securities accepts any liability whatsoever for any direct, indirect or consequential damages or losses arising from any use of this
information.
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