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Global & GCC Economic Insights

U.S.—China Trade Relations
Update (May 12, 2025): The U.S. and China agreed on
a mutual tariff rollback, reducing US. tariffs on

Chinese goods from 145% to 30% and China's

reciprocal tariffs to 10% for a 90-day period. Source:

U.S. Trade Representative

The temporary tariff rollback provides critical short-term
relief to global supply chains, helping reduce immediate
inflationary pressures and stabilizing global markets.
Nevertheless, core structural issues—such as intellectual
property disputes, technology competition, and market
access—remain unresolved, underscoring the tactical rather
than transformative nature of this truce. Market sentiment
has notably improved, but long-term confidence remains
cautious given geopolitical volatility.

Expect cautious optimism in the short run, with potential
volatility ahead if negotiations fail to address deeper issues.
Businesses should continue diversifying supply chains and
maintain risk hedges against possible policy reversals post-
negotiation period.

Federal Reserve & Global Central Bank Reactions
Update (May 7-8, 2025): The Federal Reserve
maintained the benchmark interest rate at 4.25%—
4.50%, citing mixed economic signals and elevated
inflation. In parallel: GCC Central Banks maintained
stable rates, aligned with the Fed, emphasizing regional
stability. Bank of England reduced its rate to 4.25%,
responding  proactively to  recession  concerns.
European Central Bank (ECB) signaled possible rate
cuts in Q3 2025, contingent on inflation moderation.
China’s central bank (PBoC) reduced the 7-day repo
rate to 1.4% and the reserve requirement ratio (RRR)

Sources: Federal Reserve, Wall Street Journal, Arab

News Financial Times

by 50bps.

The Federal Reserve's cautious decision underscores the
complexity of the current US. economic landscape.
(2.3% YoY, April 2025),

underlying uncertainties—such as the sustainability of

Despite  easing  inflation

price moderation and geopolitical trade frictions—justify
continued policy vigilance. The decision to maintain
interest rates stable reflects a careful balance between
supporting economic activity and anchoring inflation
expectations. Globally, divergent monetary policy paths

indicate varying regional economic recoveries and

priorities:

Europe and UK: Monetary easing signals heightened
recession concerns, reflecting internal structural challenges
and external trade pressures. These preemptive rate cuts
aim to bolster economic resilience, though potentially
increasing currency volatility against the U.S. dollar.

China: The PBoC’s sclective monetary easing marks a
strategic shift away from broader liquidity injections toward
targeted support, aiming to address deep-rooted issues such
as a persistently weak real estate market, sluggish SME
activity, and fragile consumer confidence. This targeted
approach acknowledges the diminishing effectiveness of

generalized stimulus.

GCC: Central banks’ decisions to align closely with the Fed
highlight the strategic prioritization of currency stability,
maintaining investor confidence amid global economic
uncertainty. Given currency pegs (excluding Kuwait’s
managed float), monetary-policy flexibility is inherently
limited, increasing reliance on fiscal stimulus and economic
diversification to drive growth.

Going forward, the global economic environment will likely
feature intensified currency volatility and complex capital flow
dynamics. Investors must closely track policy signals from major
central banks, adapting currency and interest rate hedging
strategies to navigate this multifaceted landscape effectively.


https://ustr.gov/
https://www.federalreserve.gov/
https://www.wsj.com/
https://www.arabnews.com/
https://www.arabnews.com/
https://www.ft.com/
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US. & GCC Alignment: Expect continued alignment
between GCC central banks and the Federal Reserve, given
currency peg mechanisms. This stability benefits investor
confidence and financial market predictability but places a
greater onus on fiscal policy and economic diversification
initiatives to drive growth in the GCC.

Europe & UK Divergence: ECB and BoE’s easing
policies are anticipated to support growth but may lead to
weakening of the euro and British pound, influencing
international competitiveness. Structural reforms remain
critical in sustaining medium- to long-term economic
stability across the Eurozone.

China’s Stimulus Challenges: Anticipate further targeted
fiscal stimulus measures from Chinese policymakers,
particulatly in infrastructure projects and local government
funding. Achieving the GDP growth target (~5%) heavily
depends on consumer demand recovery and international
trade stabilization. Continued yuan volatility is expected if
exports remain under pressure.

In conclusion, global central banks' varying policy paths
emphasize the importance of strategic flexibility and
proactive risk management. Businesses and investors
should maintain diversified portfolios, closely monitor
evolving central bank strategies, and proactively hedge

against currency and interest rate fluctuations.

Oil Market Dynamics: Saudi Arabia’s Strategic
Output Increase

Update (May 7, 2025): Saudi Arabia strategically
increased production, with OPEC+ collectively raising
output by nearly 1 million barrels per day (April—June).

Sonrce: Renters

This calculated production adjustment aligns with seasonal
demand cycles and market supply-demand dynamics,
capturing short-term revenue gains without significantly
destabilizing global oil prices. The increase coincides with
improved global economic sentiment post-U.S.-China tariff
pause.

Continued volatility is expected. OPEC+ will likely remain
adaptive, closely adjusting outputs according to global
economic developments. Managing production levels to

prevent market oversupply remains a priority.

Europe — Divergent Economic Trajectories

Update (May 7, 2025): Germany’s factory orders rose
3.6% in March, while the EU construction sector faced
a fourth straight month of contraction. Source: The

Guardian Business Live

Europe’s economic dispatity continues widening. Northern

cconomies  (Germany) display industrial resilience

supported by exports and green manufacturing
investments, while southern economies face prolonged
contraction, particularly in construction, influenced by
restrictive credit conditions.

The ECB’s anticipated easing from Q3 aims to mitigate
economic divergence risks. Structural reforms—particularly
in labor markets and fiscal policy—will be essential for
fostering economic convergence and stability within the

Eurozone.



https://www.reuters.com/
https://www.theguardian.com/
https://www.theguardian.com/

Executive Summary

As of mid-May 2025, the global economy exhibits cautious optimism amid ongoing volatility. The temporary U.S.—China tariff rollback provided market relief but
left deeper structural issues unresolved. Diverging central bank policies—with the Fed holding steady, while the ECB and Bank of England ease rates—underscore

global economic uncertainties, potentially amplifying currency and capital flow volatility.

China's selective stimulus highlights domestic economic pressures, patticularly in real estate and consumption. Europe's economic divergence temains notable, with

the ECB expected to ease further, but requiring significant structural reforms to address internal disparities.

The GCC region demonstrates resilience, supported by robust non-oil diversification strategies offsetting softer oil prices. GCC central banks continue aligning with

Fed policy, prioritizing currency stability and investor confidence.

Global markets are expected to remain cautiously optimistic yet highly sensitive to geopolitical and policy shifts through 2025. Investors must maintain diversified
and adaptable strategies. For the GCC, continued emphasis on diversification, prudent fiscal management, and strategic reforms will sustain positive-growth. While

short-term challenges persist, medium-term regional prospects remain favorable, dtiven by strategic investments and resilient non-oil sectors.
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