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Temporary HIBOR Departure, Not Irrevocable (Peg) Break

“The path was worn and slippery. My foot slipped from under me, knocking the other out of the way,
but I recovered and said to myself, ‘It’s a slip and not a fall” ” — Abraham Lincoln

In a Nutshell:

» The exceptional 250-300bp drop in HIBOR vis-a-vis corresponding SOFR is more a by-product of

anomalous flows amplified by geoeconomic flares, not an irrevocable fundamental break.

» Crucially, the tendency therefore ought to be towards (gradual and partial) reversion (re-tightening in
HIBOR-SOFR spreads), anchored by the monetary/FX peg and as the deluge of liquidity is better
absorbed. Not a catalyst to break the peq, which is arguably even more important as an anchor for stability.

» Consequently, after the recent precipitous drop, HIBOR should find a bottom sooner rather than later;
albeit bumpily.

» Admittedly, exceptional geoeconomic factors could mean that a full reversion is unlikely. But a re-narrowing
of the negative gap (vis-a-vis SOFR), set to more than offset Fed cuts in coming weeks and months, could
lend itself to higher HIBOR rates to perhaps test 2.5-2.8%.

>

Further out into 2026, Fed cuts are set to regain dominance of directional cues, although subject to
remnant scope for HIBOR’s upward convergence (with SOFR).

HIBOR-SOFR-Fed Fund Rate: Typically Aligned Tightly. But 300 HIBOR (vs. SOFR) Spreads (bp): Typically within -65bpto 6
Flood & Pooling of Liquidity into HK Market Depresses +40bp (based on one stand.ard deviation). The current
6.00 HIBOR in an Exceptional Manner. 200 anomaly is a 5 standard deviation (S.D) shock compared a
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1)

Anomalous HIBOR Spread Reflects Exceptional Liquidity Deluge: The current anomaly, with HIBOR spreads
250-300bp lower than the corresponding SOFR (which

is typically within much tighter tolerances) may be
attributed to:

i) Exceptional liquidity inflows boosted by unusually high Hong Kong IPO demand.

i)  Accentuated by a pooling of this deluge of liquidity amid somewhat impaired arbitrage outflows.
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iii) Further underpinned by the "Sell America" dynamics that has dramatically increased demand for
(and hence allocation into) non-USD/non-US assets, thereby enhancing HKD asset allure.

iv)  Arguably, exacerbated as a bearish USD that has diminished the urgency and intensity of HKMA
intervention (hence, less aggressive mopping up of HKD liquidity) to backstop HKD slide.

Pooling of Liguidity Could Persist: Given the peculiarities of the geoeconomic circumstances, this pooling of

liquidity within Hong Kong markets without offsetting arbitrage outflows, could persist for a while. Accordingly,
so could the anomalous HIBOR-SOFR departure (with HIBIOR expected to remain significantly lower than the
corresponding SOFR).

But Divergence is Extreme: Nonetheless, the divergence, resulting in exceptional HIBOR discount (vis-a-vis

SOFR) appears to be extremely and perhaps unsustainably stretched at 5 standard deviations (S.D.),
suggesting that at least partial reversion is the path of least resistance. But not just blindly on statistical
anomalies.

Set to Fade on Absorption & Allocation: Instead, HIBOR should reasonably be subject to partial convergence

over the next few months as fund flows stabilize, and this exceptional (positive) liquidity shock is better absorbed

into the domestic asset markets (equities, properties, etc), and allocated. And to be sure, Hong Kong markets
are well placed for this.
Anchored by the Monetary Peqg: What's more, with the HKD at the weak side of the USD/HKD peg range, the

HKMA is also poised to backstop the HKD, typically involving mopping up HKD liquidity onshore. This ought
to help rein in the anomalous HIBOR-SOFR tear, in turn facilitating (albeit subject to bumps) a bottom in
HIBOR sooner rather than later.

Not Undermining the Peq: And contrary to some misperceptions, the HIBOR-SOFR dissociation is not a

bug that undermines the peg, but a feature of the dynamic adjustment and “shock absorption” mechanism
that enhances underpins the peg. Point being, adopting the FX tool means allowing rates to adjust dynamically.
Admittedly, there may always be scope to examine the parameters of the peg to optimize financial condition
trade-offs (present in all policies). Nevertheless, the prevailing geoeconomic tensions arguably enhance the
allure the peg.

Fading HIBOR Tear at Least Partially: Hence, as extreme onshore liquidity is partially digested, the

downward rate (HIBOR) shock is set to gently subsides, even if more enduring shifts in asset allocation
prevent a full reversion. So, one can reasonably expect the extreme 5 standard (negative) deviation in HIBOR

to_tighten to around 3-4 standard deviation over the next 3-6 months, with scope for 2-3 standard deviation

divergence further into 2026.

Consistent with Soft Bottoming in HIBOR: This should be consistent with a tightening to a touch above 150-

250bp spread (vs. SOFR) in coming weeks and months. In turn, lending itself to some pick-up in HIBOR in
coming weeks (although two-way volatility will likely persist).

Spread Re-tightening to Initially Outweigh Fed Cut Expectations: Admittedly, Fed rate cuts will in theory

oppose any pick-up expected in HIBOR from an erosion of the exceptional (negative) spreads. But the
exceptionally stretched spreads probably have more to narrow than the Fed is expected to cut (markets

expect less than 50bp cut) in the next 6 months. So, Fed expectations may only mute, not more than offset

Vishnu Varathan | Head, Macro Research, Asia ex-Japan 2/5



Mizuho Bank, Ltd. | Brief — Economics & Strategy, Asia Ex-Japan

gradual and measured upside HIBOR convergence in the near-term. The resultant gradual erosion of HIBOR-
SOFR deeply negative spreads may be consistent with HIBOR in the 1.6-2.8% range in coming months.

10) Fed to Feature More Emphatically Later: Further out in 2026, the pace of Fed cuts may once again be re-

established as the main directional catalyst as acclimatization to fund flows/dynamics stabilizes HIBOR-SOFR

spreads (which may be narrower than now although wider than historical norms).
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This does not constitute investment or personal advice.
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Mizuho shall have no liability for contents.
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Mizuho makes no representation or warranty of any kind, express, implied or statutory, regarding, but not limited to, the accuracy of this document or the completeness of any information
contained or referred to in this document. Mizuho accepts no liability and will not be liable for any loss or damage arising directly or indirectly (including special, incidental or consequential
loss or damage) arising from or in connection with any person’s use or reliance of this document or the information contained in this document.

Information contained herein is no indication of future performance.

Some of the statements contained in this document may be considered forward-looking statements which provide current expectations or forecasts of futures events. Any opinions,
projections, forecasts and estimates expressed in the document are solely those of Mizuho based on factors it considers relevant as at the date of the document and are subject to change
without notice. Past performance is not indicative of future performance. Consequently, no expressed or implied warranty can be made regarding the projections and forecasts of future
performance stated therein.

This material is confidential.

This document is intended for the exclusive use by the recipients, and is provided with the express understanding that the information contained herein will be regarded and treated as
strictly confidential. All recipients may not reproduce or use this document in whole or in part, for any other purpose, nor disclose, furnish nor distribute this document to any other persons
without the prior written permission of Mizuho. Any such reproduction, use, delivery or distribution in form or to any jurisdiction may be effected only in accordance with all applicable laws
and regulations in the relevant jurisdiction(s).

Disclosure regarding potential conflicts of interest.

Mizuho, its connected companies, employees or clients may at any time, to the extent permitted by applicable law and/or regulation, take the other side of any order by you, enter into
transactions contrary to any recommendations contained herein or have positions or make markets or act as principal or agent in transactions in any securities mentioned herein or
derivative transactions relating thereto or perform or seek financial or advisory services for the issuers of those securities or financial instruments referred therein. Accordingly, Mizuho, its
connected companies or employees may have a conflict of interest that could affect the objectivity of this document. This document has been prepared by employees who may interact with
Mizuho's trading desks, sales and other related personnel when forming the views and contents contained within.

Financial instruments may not be for sale to all categories of investors.

There are risks associated with the financial instruments and transactions referred to in this document. Investors should not rely on any contents of this document in making any investment
decisions and should consult their own financial, legal, accounting and tax advisors about the risks, the appropriate tools to analyse an investment and the suitability of an investment in
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WARNING: THE CONTENTS OF THIS DOCUMENT HAVE NOT BEEN REVIEWED BY ANY REGULATORY AUTHORITY. YOU ARE ADVISED TO EXERCISE CAUTION IN
RELATION TO SUCH CONTENTS. THIS DOCUMENT IS NOT INTENDED TO CONSTITUTE ANY INVESTMENT, LEGAL, FINANCIAL, BUSINESS, ACCOUNTING, TAXATION OR
OTHER ADVICE. IF YOU ARE IN ANY DOUBT AS TO THE ACTION YOU SHOULD TAKE, YOU SHOULD SEEK PROFESSIONAL ADVICE FROM YOUR RELEVANT ADVISERS
ABOUT YOUR PARTICULAR CIRCUMSTANCES. YOU ARE RESPONSIBLE FOR YOUR OWN INVESTMENT CHOICES.

This document is not directed to, or intended for distribution to or use by, any person who is a citizen or resident of, or entity located in, any locality, territory, state, country or other
jurisdiction where such distribution, publication, availability or use would be contrary to or restricted by law or regulation. Persons or entities into whose possession this document comes
should inform themselves about and observe such restrictions.

COUNTRY SPECIFIC DISTRIBUTION INFORMATION

Australia: This document is intended only for persons who are sophisticated or professional investors for the purposes of section 708 of the Corporation Act 2001 (Cth) of Australia

(“Corporations Act”), or “wholesale clients” for the purpose of section 761G of the Corporations Act. It is not intended for and should not be passed on, directly or indirectly, to other
classes of persons/investors in Australia. In Australia, Mizuho Bank, Ltd. Sydney Branch (“MBSQO”) is an authorised deposit-taking institution regulated by the Australian Prudential
Regulation Authority in accordance with the Banking Act 1959 (Cth), and holds an Australian financial services licence number 231240 (AFSL). Mizuho Securities Asia Limited (ABRN
603425912) and Mizuho Securities (Singapore) Pte. Ltd. (ARBN 132105545) are registered foreign companies in Australia and are each exempt from the requirement to hold an AFSL
under the ASIC Corporations (Repeal and Transitional) Instrument 2023/588. MHSA is licensed by the Hong Kong Securities and Futures Commission under Hong Kong laws and MHSS is
licensed by the Monetary Authority of Singapore under Singapore laws, which laws differ from Australian laws respectively.

Costa Rica: Nothing in this document constitutes a representation that any investment strategy or recommendation contained herein is suitable or appropriate to a recipient’s individual
circumstances or otherwise constitutes a personal recommendation. This document is published solely for information purposes, it does not constitute an advertisement and is not to be
construed as a solicitation or an offer to buy or sell any securities or related financial instruments. In accordance with local laws, it does not constitute a public offering of securities under
Regulations for Public Offering of Securities (National Counsel of Financial System Supervision, article 11 of Session Act 571-2006), and therefore cannot be understood and interpreted as
an implicit or explicit offering that intends to place, issue, negotiate or trade securities transmitted by any means to the public or to certain groups. This document will not be disclosed to
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