Politics Trumping Policy
Unique USD Dynamics
Eroding AXJ Rate Support
Shifting Risk Premia?

The “China-CNH” Factor
The Huge JPY Squeeze?
When the Shine Comes Off

USD-Trend Adjusted FX Moves (Indexed to 100 since mid-2023): THB & IDR
Notable Under-performers in the ASEAN FX Space ... even after
16 backing Out Broad-Based USD Strength

Why Asia FX are Compromised

“I find your lack of faith disturbing”

- Darth Vader,
Star Wars (Ep IV): The Empire Strikes Back
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1. Politics: Trump 2.0 (US Elections): Bracing for Geo-economic Blows

Impose Higher
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Remove
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1a Politics: Trump 2.0: Channels of “Dollar Trump”
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2. Policy Nuance: Not All Fed Pivots are Created Equal! “Competitive Pivot”/US Exceptionalism

800

700

600 —2004-06 201519

—2022-23
00

400

300

200

100

0

—1972-73 —1966-69

—1994-95 —1995-2000

0

4

Fed Hiking Cycle (Cumulative Rate Hikes: bp): Although
not the Greatest Amplitude of Rate Hikes (1970s More
Brutal with =700bp of Hikes), this Cycle Marks the
Fastest Pace of Hikes; 525bps Over 17 Months.

Sources: Bloomberg, Mizuho Bank
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Corresponding USD Performance (Cumulative % Chg*):
Notably, the Current Rate Hike Cycle Has Resulted in
the Sharpest Phase of USD Strength in the First 8-9
months: moderating below corresponidng 1998-2000
Trajectory but still significantly more buoyed.
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*The cumulafive change in USD (Index) is taken
with reference to USD Index lows up to six months
before tightening begins 5o as to account for USD
front-running anticipated rate hikes.
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2a: USD is More Susceptible to Strength ... Twitchy to the Upside Near-Term
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Fed & USD: 2Y UST yield spreads (vs. a composite of Yields
based on the USD Index) suggest that USD Declines
Depend on ECB Out-Hawking the Fed.

J

*Based on 2Y yield spreads between 2
USTs & composite yield of USD 4 |
Index-weighted bonds; " I
EZ Composite” (57.6%); JGB : .
(13.6%); Gilt (11.9%); CAD (9.1%); : |
SEK (4.2%); CHF (3.6%). [ I" .
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Sources. Bloomberg, Mizuho Bank
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Peak Fed Rate Bets Ought to be Tempered by the Fact that
Other G7 Central Bankers May Not Durably Not Out-Walk the
Fed. What's more, Rate Cuts Need Not Be Coincident &

Proportional to Dis-inflation.
(Cumulative Rate Hikes, b

——DXY-Weighted Rate Ch

Souwrces: Bloomberg, Mizuho Bank
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USD Slippage Ostensibly Based on Narrowing Policy Spreads
(bp); Mostly Assuming Quicker Fed Cuts ... an assumption
challenged by harsher economic deterioration in Europe
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2h: USD is More Susceptible to Strength ... Twitchy to the Upside Near-Term

'USD Smile' Dynamics: Unlike in the 2014-19 Fed Tightening Cycle, when USD
was driven by 'Right-Half' Dynamics of Rising Rates & Sentiments, "Left Half’

130 USD Strength Trafficking in Fear as well as the Fed Dominates. 1.0
N "Left Half" |'||
ost-Lehman .- 'USD Smile'
120 domination of o |
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Fed Views: US Exceptionalism May Perversely Accentuate Risks of a Policy Mistake

Fed Tightening Cycles & Global Recessions: Few Tightening Cycles by the Fed Have
Resulted in "Goldilocks” Outcomes that Avert a Recession. And this time, the Fed has
assumed the fasted pace of hikes in four decades; since the Volcker era (1980s).
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Fed Views: And to be Sure, Taylor Rule Does Not Require This Much Restriction

Tavlor Rule: Current Se‘l‘tlng are Deliberatelv More . Compared to the Longer-term (assumed) Real Neutral Rate of 0.5%,

Policy Now is About the Most Restrictive in 20 Years*
Restrictive amid perceptions of inflation risks ... but

Response Function could change Fairly Quickly on

2
Threats to Jobs/Growth/Financial Stability .
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Fed Views: Unprecedented Distortions & Lags: lllusion of US Consumer Exceptionalism?

US Excess Savings Depleted for Bottom 80% of Households Household Debt Since COVID (Mar 2020): Sharper Surge in
Rapid accumulation and drawdown of household excess savings Unsecured Debt (CC & Others) as Pandemic Savings Drawn
/ Household Incomes: 0t040%  40t080% / 80% plus 130 Down. Higher Rates Amp"f\" Pain from Income Lag.
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Fed Views: Especially if the Income Constraints Bind Amid Higher Rates

U.S. Consumption Back to Trend but Income Lags Foreign Income and Consumption Tracking Below Trend

United States: Real Income and Consumption Indexes Foreign Economies: Real Income and Consumption Indexes

Indexes 2019 = 100 Indexes, 2019 = 100
120 10

115 105

110 100
105 95
100 90

95 85

90 a0
2018 2019 2020 2021 2022 2023 2018 2019 2020 2021 2022 2023

M Real disposable income M Real consumption M Average trend ¥ Real disposable income M Real consumption B Awverage trend

Sources: Bureau of Economic Analysis, Integrated Macroeconomic Accounts; authors sources: Eurostat; UK National Statistical Office; Japanese Cabinet Office; Statistics Canada;

calculations

Note: The average trend for consumption and income is based on growth from the fourth es is a GDP-weighted average of the euro area, Japan, the

quarter of 2014 to the fourth quarter of 2019. osable income data for the second quarter of 2023 in
sed. Income for that quarter is extrapolated from the first

penc 0 .
Source: Federal Reserve Bank of New York
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Fed Views: Inversion Gauge is Also Warns of Long & Variable Lags

All Indicators, including the Fed's preferred "near-term forward spread” (3M-18M)
Flagging Up Growing Recession Risks; 95 weeks of 10Y-2Y yield curve inversion.
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3. EM Asia Policy Stress Augmented by Fed “Higher for Longer” Risks

1. Change in Nominal Polcy Rate Spread (v Fed; since oo St . US b} Since "Inflection” 3 Rl Rt Spread (. e o) EM Asi's R
end—?020' bp): Nominal Rate Spread Shifts e since mid-2022, US diseinflaion has out-paced &0 Rate Spreads Mpstly Negqtlve as Fed's Oqismed
Negative as Fed Hawks have "Out-Walk' EM Asia EM Asia's dis-inflation. Hikes Conspire with US Dis-inflation. Restrains EM
Central Bankers & Keap Rates High. 0 US inlaton | ” Asia Cuts!
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3a. EM Asia Erosion: ... With FX Amplifying Circular/Reflexive Policy-FX Risks =» Reflexivity!

5 FX Chg (% since mid-2023): Sustained & Significant Drop 200 Relative Policy Shifts since H2 2023: Qverall Real Monetary
in EM Asia FX led by IDR & VND Loosen Overall Monetary Conditions (vs US) have turned Distinctly Less Restrictive; may
Conditions. Without Offsefting Inflation Shifts, this will require FX Backstop and/or Policy Rate Tightening Response.
: Require Policy Response and/or . 150 \
100 . * Augmented RPS accounts forunderlying ﬁ‘ﬁ;ggr: ull'iightening
b, Y ) . y
: inflation dynamics as well as real policy buffer.
Overall Monetary Conditions comprises both rates and FX
50
0
-50
-100
mmm Rate Spread Inflation Spread
FXShit e Relative Policy Shift
i -150 K
—TWD e DXY (inverted) —Augmented® RPS
) 200 Sources: Bloomberg, Mizuho Bank
Jun-23 Jul-23 Aug-23 Sep-23 Oct-23 Nov-23 Dec-23 Jan-24 Feb-24 Mar-24 Apr-24 RBA BSP BoK BoT CEC RRBl BNM Bl Spy

Copyright (c) Mizuho Bank, Ltd. All Rights Reserved.
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3-4. EM Asia Spreads & Shifting Risks: Eroding “Carry” =» Harder to Keep Calm & “Carry” On

. . 1 ng .

(USD-funded) Nominal "Carry"* (USD-funded) Nominal “Carry (USD-funded) Nominal "Carry"*
(spreads,by): Absolute Carry for High- (Spreads, bo): .. although the worst (spreads, bp): Amongst Low-Yielders,
Yielders is Eroded with relative 0 deterioration is in CNH (followed by THB's Exceptionally Low "Carry"

: - 150 L .
50 MYR), plunging from mid- to Hinging on Tourism Rebound.
300 negative-yielding. 100
400
350 200 A
300 100 0
50
250 )
200 -100
100
150 130
200
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4. Shifting Risks: Exceptionally, and Unsustainably Depressed Credit Spreads?

Plunge in 10Y EM Asia Yield Spreads (vis-a-vis UST Yields) Appear

Excessive with Respect to Shifts in Risk Sentiments.

Plunge in 10Y EM Asia Yield Spreads (vis-a-vis UST Yields)
Remains Excessive with Respect to Shifts in Risk Sentiments.

185 400

* Comprises ASEAN-
165 > 4+india+Korea

™ Log VIX helps compare
300 change in risk sentiments

1100
Mere reversion of credit spreads (fo
average) will add ~100bp to EM Asia 1000
yield. Assuming risk-free rates don't
shift materially, this is consistent with 300
higher EM Asia yields driven by credit 0
risk premium.

700

0 * Comprises ASEAN- Mere reversion of credit spreads (to
4+India+Korea average) will add 100bp to EM Asia yield.
| og VIX helps compare Assuming risk-fre rates don't shift

0 hange in sk sertiments materially. this is consistent with higher EM
against EM Asia credit | Asia yields driven by credit risk premium.
spreads. \

300 | ‘

250 -

200 \

150

——EM Asia Composite* 10Y Yield Spread (LHS, bp)
---=Average Spread (2015-19, LHS, bp)
——log VIX (RHS)

100

Sources: Bloomberg, Mizuho Bank.
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5. China Factor: CNH is Still Not Out of the Woods & A Drag Factor!

6.6 4

Drop in CNY NEER (& Sharper collapse in CNH) reflects Sharp CNY NEER Depreciation Reflects Economic CNH Depreciation Validates PBoC Intervention;
114 - Macro, Re-opening & Geo-Economic Vunerabilities 6.0 Disappointment , Accentuating Pre-existing Re- Backstopping Sharper Trade-Weighted Weakness.
P . . <114 . . - 16 6.0 - - 16
Accentuated via China's Financial Conduits opening & Geo-Economic Drag Forces.
(CNY NEER Index end-2014=100) 6.1 4
112 4 112 4 ——CNY NEER ——CNY NEER
m y 62 — CNY NEER Appreciation Rate (% Yo Sdma: RHEE) 4 62 4 —CMNH Appreciaion Rate (% YoY 5dma: RHS) P12
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%] — 96 - [ |
——USDICNH lﬂ 73 A |.
04 ——60 per. Mov. Avg. (CNY NEER) Souress: Bisombeny, Mizuba Bank | _ 4 o4 H']M‘r Sounses: CFETS (PBAC), Blsambarg. Mizihe Bark g 7.4 Seuees CRETS @Rer) Blsembary Wisube Bark 12
Jan-15 Jan-168 Jan-17 Jan-18 Jan-19 Jan-20 Jam-21 Jan-22 Jan-23 Jan-24 a Jan-15 Jan-16 Jan-17 Jan-18 Jan-19 Jan-20 Jan-21 Jan-22 Jan-23 Jan-24 Jan-15 Jan-16 Jan-17 Jan-18 Jan-19 Jan-20 Jan-21 Jan-22 Jan-23 Jan-24
CNY NEER Traction is Undermined by Lingering US-China Risks amid . . o
"Unforced" Policy Stumbles. USD trend is instead dictating relative CNY China: Goods Surplus Surge from Pandemic Demand & Diminished
e shifts! (index end.2014=100) . Net Tourism Outflows, provided a Temporary Boost; but Capital
160 - Outflows Mean CNH Risks Remain Intact. (us$bn, 4Qma) [ 160
115
110
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105 B0 A Structural - 80
Erosion of
» CIA.
100 100 y
40 L. - 40
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90 —CNYHNEER Outflows. Above all, Capital Qutflows driven by a0 a0
——USD (DXY) index (RHS; rebased: Start-2008 = 100} confidence deficit further Erodes CNH 85 1 mmmFinancial A/C ——Goods I
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5a China Factor: PBoC Pressures — Respect, Not Trust

1. CNY Trading Significantly Weaker than the Fix. In fact, testing the 2, CNY Fixing has at a sharp premium to previous close, suggesting that
Lower Limit of +/-2% FX Trading Bands (vis-a-vis the Fix). Most Intense the PBoC is Resisting Underlying Depreciation Pressures
60 Bearish CNY Test since 2015; and despite softer CNY Fixing! P 20629 ySo/CNY (1HS, nverted Scale r 10
—CNY Fix
i3 W — CNY Fix 1% —Fix Premium* (Cum. Weekly %, 4wkma; RHS)
—CNY Deviation from Fix (%, 10d Avg, RHS) 64 — g
' Fix Premium: How much stronger
L the PBoC fixes (quides) the CNY [ [
64 1 Weaker - 1.0 vs. previous market close.
CNY Fix j CNYtrades In other words, the inclination to Stronger
m Stronger than Fix ’\‘ —rw resist CNY depreciation. On a CNY
| A ! paraivelyl 6.6 1 weekly basis, this typically does K
6.6 ! SOﬂ?f, CNY L 0.5 not exceed 400-600bp.
Fixing
|
6.8 - 0.0 6.8 - CNY Fix Stronger than -4
previous close
N I
264 L g5 Fixing biased to Resist "
CNY trades 70 - S {Ni ER )
Weaker than Fix ' . Depreciation Pressures
72 - W K - 10 " n e
r 7.2 ’\VA 1 1 u AT ) ! Aiwy l‘ “ LW ..‘.,.lhim, A0
R 1 Considerably} | | |1 V. . AUWA T | |
#1 ] Considerably Bearish CNY! [ CNY Fix Weaker than previous close. |
| iBearish CNY Markets | \ |
! ! - S— | . Fixing biased to Temper Underiying
76 - :‘ ------------ iMarKEts -2% Lower le't for CNY (VIS—a-VlS FIX) i....-....: 2074 7 CNY Appremation Pressures L
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5b. China Factor: Disproportionate Pressures a Reflection of China-specific Risk (Spill-over)

3. Impl

ied PBoC Resistance of Underlying CNY Depreciation Pressuresis;

i) Exceptionally Acute (>3 5.D.); i) Disproportionate to Corresponding

Copyright

(c) Mizuho Bank, Ltd. All Rights Reserved.
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%01 Broad- USD Pressures, and; iii) Most Intense Since the 2015 "China Crisis", ™1
when S1trln in FX Reserves were Decimated. i
800 i
|
—Fix Premium* (Cum. Weekly, bps, 4wkma; LHS) i
odigl 000 = Fix Premium 2 Std Dev. !
--------- Fix Premium 3 Std Dev. i
——DXY 10D ma (RHS) i
600 S | A P A S B A A R P S P P PO X S P AR : ........... !
Disproportionately Acute PBoC Resistance? i !
Typically*, the PBoC tends not to have to exert too much force, and ! |
500 the PBoC's pushback is only on occassions of sharp and sustained i i
USD surge. But since late-2023, the PBoC's resistance is ! |
disproportionate to corresponding USD-induced pressures. | i
N
| |
' :
300 i A !
|
|
200 : !
| |
|
100 '\ | i
0 ’ ’ V Wb (RS———
-100 a
Jan-15  Jan-16  Jan17  Jan-18  Jan19  Jan-20  Jan21  Jan-22  Jan-23  Jan-24

105

100 1.60

90

4, Sharper CNH induced risks for AX) without the Benefit of the PBoC's
"Fixing Buffer" & Elevated AXJ-CNY Correlation.

AXJC: Asia FX ex- JPY & CNY

AXIC surging past 2Y highs vs. CNH Q1 to Q3 2023
reflected relative China risks, re-opening quirks & policy

1.65

CNH Triggers for AXIC.

divergence. But crucially not be misconstrued as weaker

In fact, CNH remains pivotal to incremental EM Asia FX
cues. , and recent AXJ pullback vs. CNH reveal CNH-

155 induced risks coming to the fore.

AXJ-CNH Correlation
1.50
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N

—AXIC/CNH
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N
¢ o

1.0
0.8
0.6
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04
* Correlations of logs of
AXJC & CNH. 06
Hence, better reflects '
directional correlations.
0.8
Sources: Bloomberg, Mizuho Bank 10
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5d. China: Structural Impediments & Constraints

35

30

25

20

15

Underlying (Real) Momentum in Industrial Profits remains
Pressured (3Y, Annual %); consistent with 2015-16 China
Turbulence & 2018-19 "Trade Wars". Amid Confidence

Deficit, Stress Factors May Not Dissipate so Rapidly; Might

Even Intensify.
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China's Underlying Profitability to be Hampered
by De-Mercantilism (FX) & Demographics
(Labour).

Productivity Labour
I FX Effects Price Effects
—— Real Ind Profits ex-FX

2002 2004 2000 2008 2010 2012 2014 2016 2018 2020 2022




The Currency Commodity Angle: China’s Dampened Commodity Multipliers ...

FX [% Cheg, since end-2019); Generalized Commodity
Headwinds, Not Unrelated to China Woes, Have Been

IDR Drag Consistent with, but Not Confined to, the

IDR-Specific Commodity Space Less Supportive.;
bear f di : : 4 L . . 350
15 a Bugbear for Commaodity FX Despite Re-Opening. Diminishes ToT Boost. China & the Fvolving EV
. Space/Policies of Note. (% Chg since end-2019)
300
10
250
5
200
0
150
5
100
-10
50
-15 )
—ID Coal-Nickel
Sources: Bloomberg, Mizuho Bank , .
20 —IDR —MYR —AUD y Sources: Bloomberg, Mizuho Bank -
SRS AFASAINNATATT 2888 RN GQE
O L € o 9 5k £ oo Y L £ oo L L Coa 9k O L £ A 0 L & 4 U s & au k& 4o =
8s348s323848s23888s32488 s 8s3348s388s3238s288s
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... Relative Shifts Overstate Scope for China Exuberance

Notably, there is a Relative Story on China that is Yet Outright AUD Bulls Constrained by Limited Boost to
More AUD Positive than it is IDR. That is More 5 Metals & Coal Despite China Inflection Narrative. -
11500 China-Aussie Djp,'gmmjc Thaw than China 0.12 Lower Cummudit',r |ﬂtEﬂ5.It?? (% Chg since end-2019)
Exubernace Per Se (% Chg since end-2019). 140
11000 0.10 10 120
c 100
10500 0.08
80
10000 005 O 60
40
-5
9500 0.04 70
—AUD/IDR 0
9000 002-10
—— Indon Coal-Nickel vs AUD Coal-lron-Copper | 20
—AUD — AU Metals & Coal )
Sources: Bloomberg, Mizuho Bank 0,00 -15 Sources: Bloomberg, Mizuho Bank 0
SRR EREREEEERE R EEEEEEE RS ERREE
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8382328285248 ¢ cs2do0s24a0as38as38as

Copyright (c) Mizuho Bank, Ltd. All Rights Reserved.

21 | Private and confidential




6. Latent JPY Volatility with “Carry Impact!

Sharp Upswing in Carry Volatility Proxy in Excess of JGB Yield Upside One-IWaylPY Slump, >Inee Fed Flagged Tightening
3 N . o . u Cycle in Sep 2021, to Multi-Decade (30Y-40Y) Lows.
Volatility Suggests Intervention Risks. Crucially, it Flags Rising Latent Costs 5 Structural Shift or Ripe for Reversion?
15 (Diminished Allure of) associated with "Carry Trades". '
.
40 a ,'
0 -5 '\R
35 * Carry Volatility Proxy reflects the volafility in \
three-day USD/JPY and HY Cross/JPY swings. g 10 \V A “ AR |
L WA
" 10Y JGB Yield Upside Volatility fakes ingering 15 \ A\ " ',-f\\
25 ﬂ upside spike measures of 10Y JGB yields. 6 «,(_v '\‘ ;\ | M
20 e or v ";
2.0 | =
4 " ﬂ
15 - RV AN
2 A\
10 -30
—FKRW  —SGD —CNH ~ —USD
05 —Camry Volatility Proxy* (%, LHS) Vg TER AUD ——THE
L T S e N T Y " N o N o A 5 T . N .6 T .5 N .5 TN . B~ o
—10YJGB Yield Upside Volatility** (bp, RHS)  sources Bioomcerg iuhoank PR N% P'% %l P N% P% r—;l Ty N%
00 2 A 223535 " &z2"3s5 "8z =53

01-Jan-24  2Jan-2d  10-Feb-24  01Mar-24  21-Mar-24  10-Apr-24  30-Apr-24
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6a. Whereas JPY Sorrows Underpins “BoJ Problem with a Fed Solution”

Fed Pivot May be the Durable Panacea to take some Edge off
USD/IPY Upside Pressures; with Calibrated Bo) Shifts to

Soften UST-JGB Volatility (bp).
160

450

155
400

150
=2 ittt ittt A ittt “l“:,;'j

200

If we are right, and downtum
risks trigger a sharp 50-150bp

115 pullbackin UST yields/(UST-JGB
spreads) in the next 6-9months, 150
110 corresponding JPY rebound to
130-145 levels is not
105 unimaginable. Atwhich point 100
Upside volatility in JPY needs
100 tempering as well
o —USDIPY (2wkma, L) o
—UST-IGB spreads (2wkma; bps; RHS)  souees Bloomber T
a0 0
oo o o o A4 A4 - S ©& &N ™&N ™~ m MmooMm Mmoo
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{Tril yan) Current account balance based on cash flows*
30 2024 Forecast
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’
1’\ - &,
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20 ¢ /‘--..-" ) f’ I, z'l !
- 1 ”n ’ ~ ] ’
- £ F} - \
- N - \ r
- P - . I L —
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=10 +
Secondary income balance
-20 Primary income balance (income and expenditures. CF base)
I Trade services balance
—0— Current account balance(CF base)
.30 — — = = Current account balance based on statistics

499 00 01 02 03 o4 05 o6 07 OB 09 10 11 17 13 14 15 16 17 18 19 20 21 22 33 4
{Source) Bank of Japan [Motes)2023: Sum from Jan to Oct
*with regard to the receipt and payment of primary income and expenditure, "reinvestment income” of direct
investment income, "dividends™ of securities investment income and expenditure, and "bond interest, ete " are deducted

Japan Jobs: Reduced Hours worked takes US-Japan Inflation Spread (bp): Sharp Drop in

some shine off wage eains. Durability of US-Japan Inflation Spread Appears to Have
) 3 g, : V bottomed should Mitigate JPY Pressures all
wage gains beyond 2024 is Not Ascertained. else Equal.
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200
200
0
200
——US-JP Inflation Spread
——US-IP Core Inflation Spread
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7. Shine Off - India: Tempering Economic Optimism =» “Inflated” Growth?

30

25

20

15

10

1. India GDP (% YoY 2Qma): Stellar Growth has

Coincided with, and is thus Premised On,

Exceptionally Low GDP Deflator

——Real GDP Growth (LHS)
Nominal GDP Growth (LHS)

—— Implied GDP Deflator (RHS)

VA\J \/
= = I W O WO M~ k= ©O © O ;M O O «— = ™ &4 00 M
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2. India Inflation Gauges (% YoY 2Qma): This is

Conspicuously at Odds with
, Arguably a

than Highly-Volatile WPI. "\
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7a India: Sexy Headline Alone is Insufficient

12

10

3. India GDP (% Yo, annualized 2Y growth for Q1 2020-Q4

2021): Accordingly, on CPI-deflated terms, Growth falls
well below 8% (to barely 4%) Challenging India's 8%

......... 2013-18 Avg
8% Growth Target

——Real GDP

----- CPl-Deflated Real GDP
T w000 NN
£ U £ O £ U £ O
> ¢ 3 @ 3 © 3 Q©
= 0= 0= 0= Q0
1.

Jun-18

Dec-18

Jun-19

Dec-19
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Dec-20
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Dec-21
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Dec-22

Jun-23

Dec-23
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3

4

4. Admittedly, India's Medium-term Growth Prospects
Remain Bright. Buf Near-Term Inflation-Deflator

Dissonance Flags
Higher CPI than
GDP Deflator
corresponding to:
Rupee Depreciation
' A A
Lower CPI than
GDP Deflator
corresponding to:
Rupee Appreciation
s sReaelrth
cC v c U Cc U £ O
3 @ = L = © o w
= o = a0 = a0 = 0a

Rupee Depreciation Pressures.
5
4
3
2
1
0
-1
-2
-3
—Rupee Chg (Cumulative, from'end-2012, 2Q Avg)
—Compounded CPI-Deflator Gap (%-pts, 2Q Avg) 4
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Buffer from External Headwinds is welcome but far from Sufficient to deflect Global Risks




Appendix: FX — Structural Shift Risks?

FX Forecasts Jun24 Sep 24 Dec 24 Mar 25 Jun25
1.17-7.58 1.00-7.43 6.98 - 1.58 6.04 - 7.45 6.01-7.30
USD/CNY
/ (7.39) (7.18) (7.26) (7.16) (7.08)
82.8-86.1 80.5-85.5 79.7-86.9 18.4-84.9 78.0-83.7
USD/INR
(84.5) (82.8) (84.0) (822) (80.9)
1260-1410 | 1180-1360 | 1230-1400 | 1220-1350 | 1200-1350
USD/KRW
(1343) (1280) (1330) (1280) (1250)
1.349-1.393 | 1.295-1.377 | 1.322-1.407 | 1.299-1.373 | 1.294-1.353
USD/SGD
(1.365) (1.346) (1.365) (1335) (1330)
30.8-32.9 306-33.1 299-32.8 30.3-329 29.7-31.9
USD/TWD
/ (322) (315) (319) (313) (306)
15630- 1677015420 - 16360 | 15390 - 16550 | 15250 - 16330 | 15210 - 16020
USD/IDR
(16000) (15780) (15900) (15600) (15400)
4.69-4.89 4.56-4.91 4.53-4.236 4.46-4.88 4.41-4.80
USD/MYR
/ (4.75) (4.68) (4.76) (4.65) (4.60)
35.2-58.3 53.8-580 | 543-5171 33.2-51.6 32.5-56.7
USD/PHP
(56.7) (56.0) (56.8) (55.9) (54.6)
M8-374 | 343-372 | 342-376 | 340-372 | 335-359
USD/THB
(36.3) (35.4) (362) (35.0) (34.5)
24400 - 25600 24300 - 25200 | 25100 - 25700 | 24800 - 25300 | 24500 - 25100
USD/VND
(25200) (24300) (25200) (24900) (24700)
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Jul-23

USD-Trend Adjusted FX Moves (Indexed to 100 since mid-2023): THB & IDR

Notable Under-performers in the ASEAN FX Space ... even after
backing Out Broad-Based USD Strength

THB —IDR —KRW ----- ASEAN-5
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Appendix: Fed & Yield Outlook — Growth Risks Rather than Dis-inflation to Drive Deeper Cuts

End-2021|End-2022 2023 2024 2025
Q123 Q223 Q323 Q423)Q124 Q224 Q324 Q424 Q125 Q225 Q325 Q425

Fed Funds Target Rate Ceiling| 025 | 450 | 500 525 550 550 | 550 550 500 425|350 3256 300 275

Fed Funds TargetRatefloor | 0.00 | 425 | 475 500 525 5255626 525 475 400 325 3.00 275 250

UST 2Y Yields 075 | 443 | 403 490 504 425] 462 409 337 313|270 269 280 253

UST 10Y Yields 151 | 387 | 347 384 457 388|425 398 372 355|322 335 342 328

Sources: Bloomberg, Mizuho Forecasts

Growth Impact, Not “Immaculate Dis-inflation”:

Fed cuts more aggressively as growth shocks overtake dis-inflation

Most of the cuts are likely to be concentrated late-2024; with ~200bp of cuts by H1 2025

Admittedly Presidential elections risks obscure

But in any case, the drop in 2Y rates will speed up sharply H2-2024

This will reverse the “inversion” more durably.

In fact, in 2025 heading into 2026, there could be a more emphatic pick-up in (10Y-2Y) term premium.

This is likely to be based on structurally higher inflation, once growth risks are checked

Compounded further by worries of more bloated UST issuances at the longer end from widening fiscal deficit.

28 | Private and confidential MUZIHO




Appendix: BoJd YCC (First published on 12t March): Why Y CC Abandonment is Not a Sharp Turn

« The starting point is the BoJ has a full suite of tools to calibrate, an aversion to cavalier boat-rocking.
» To that end, neither NIRP nor YCC abandonment are tightening.
» Instead they are tweaks that don't preclude policy accommodation.
» To be clear, a controlled (+10bp) exit from NIRP (to ZIRP) is well-telegraphed; and par for the course.
« Crucially, it is not a tightening cycle.
« Factis, a one-off NIRP-to ZIRP* transition is not inconsistent with policy accommodation.
« Admittedly, YCC abandonment on paper has the potential for much more pronounced tightening impact.
* Inparticular, if JGB yields are lifted significantly; given over 300bp of (UST-JGB) spread.
« Butin practice it is significantly dulled. Fact is, the BoJ will not allow JGB yields (and policy) to become unhinged.
* Forone, itis hasty to assume that the BoJ will abandon YCC unconditionally.
« In particular, relinquishing YCC, a price-driven policy, will be mitigated by resuming more active QQE** (a
quantity-driven policy).
Despite the different mechanisms, both have the same aim. To anchor yields along the curve.
In fact, QQE could afford a greater degree of flexibility in targeting yield anchor across the curve more
flexibly; even if quantum of buying is announced before-hand.
* The upshot being, YCC abandoned, does not equate to yield anchor forsaken. Far from.
* And insofar that the BoJ is highly unlikely to flirt with self-harm from an abrupt policy turn, USD/JPY is more
likely to be on a glide-path lower, not a free-fall on assumptions of sharp drops in UST-JGB spreads.
« At least not on account of the BoJ. Whereas unexpected dovish turn by the Fed is a different proposition altogether.

» Point being, the JPY is a “BoJ problem with a Fed solution”.

A The BoJ has;
i) dismantled the three-tier rate system and negative interest rates to restore policy rate at 0.0-0.10%;
ii) abolished YCC 0% target with an upper bound of 1%;
iii) but will continue to buy JGBs broadly in line with pre-existing purchases

*A one-off 10bp adjustment to zero policy rate will have less of an impact than earlier YCC range tweaks that have added some 50-80bp of upside.
** qualitative and quantitative easing. In this case quantitative JGB purchases substitute for purchases enacted under YCC
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Appendix: BoJ ETF

0 Catch-up rallies in Japanese Equities have Significantly Figure 1: Probability of ETF Purchases under the Program
Diminished "Japan Premium", Suggesting that ETF Purchases
400 Have Arguably Out-lived the Targeted Objective to Reduce
Excessive Equity Risk Premium. {Indexed: 30 Jun 2010) -
300
I Nikkei-MSCI/S&P500 Comp. Gap (%-pt) @4
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200 — MSCl World 5
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Appendix: Why Being Wrong About “Immaculate Dis-inflation” Matters

* Arguably, motivation for rate cuts critical in
determining asset market outcomes.

* Specifically, “immaculate dis-inflation” will

trigger “risk on” response conducive for
asset prices. sy Risk OnN!

* Butrate cuts on growth risks are “risk off”!

* Drop in yields —initially led by 2Y sensitivity
to policy — is consistent across either

iteration of rate cuts. Impacted :
- | | Growth  HEEEE Risk Off
* But USD, equities and risk premium

consequences may be starkly different.

+ USD: To ease on “risk on” but surge on
“risk off” amid haven demand.

LU UL

+ Equities: “Immaculate dis-inflation” rallies
liable to sharp corrections on hard landing.

* Risk Premium: To surge (denting EM/risk
assets) if economic outcomes sour.
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Appendix-Inflation: Irascible on Shocks (with a Lag) Underpinning “Last Mile” Worries ...

2021-22 Cost-Push Has Subsided, suggesting Peak Inflation (Inferred from Freight &

Upstream Cost-Push Pressures). But Risks of Fresh Geo-Political Shocks, Stickiness &
180

Second-Round Effects Persist. 5.0
P 1
* This global cost-push proxy entails a * This global ex-Freight cost-push i i
composite of: proxy entails a composite of: ! i 8.0
10 i) Baltic Dry Index (30%); i) Brent Crude (50%); i
i) Brent Crude {40%); il CRB - Food (20%); Do . 7.0
iif} In-bound Air-freight from Asia (10%); iii) CRB - Metals (15%), and,; - i
iv) CRE - Food (10%); iv) CRB - Input Prices {15%) E
140 v)CRB - Metals (5%), and; 1 6.0
vi) CRB - Input Prices (5%) i )
—Ex-Freight Cost-Push Proxy* (Indexed, end-2017=100) :
120 —Cost-Push Proxy* (Indexed, end-2017=100) =0
—— G4 Composite Inflation (RHS; % YoY)
4.0
100
3.0

~6-month lag (May 2022 to Nov 2022)
between peak price shocks and peak
inflation a reminder that it is premature 2.0
to declare that dis-inflation is on an
uninterrupted path

80

1.0
60
0.0
Sources. Bloomberg, Mizuho Bank
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Appendix-Inflation: Geo-political Structural Lift ... But Diminished as Cyclical Policy Lever

China Mfg PPI: Manufacturing (downstream from raw materials) Price Pressure
Slump a Harbinger of Diminished G4 Inflation Pass-Through? Geopolitical Price
15 Shocks & Structural Shifts a Greatrer Concern than "Re-opening". (% YoY)
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——Mfg Industries

“““““ G4 Inflation [RHS)

Rising Profitability in conjunction with higﬁervalue—add dampens pass-through from
Manufacturing producer price pressures to G4 inflation; presumably as Chinese manufacturers

-10  absorb the cost pressures.
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Chg in Inflation (Log cp1) vs. Chg in Demand {Log Mfg PMIs):

Inflation Appears Stickier Despite Demand Downturn.
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Appendix-Geo-Politics: Conflict, Production & Passage

Straits of Hormuz:
Conflict risks
Most critical Oil choke point — Iran risk
20-22MBpD of Oil (~$1.2b worth)
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Appendix: Ten Themes To Think About

1. Trump 2.0

Rising likelihood of a second
Trump Presidency brings with
it  heightened  uncertainty,

“second wind” for USD,
possibly  interrupted  vyield
declines and likely wider

term/risk premiums.

2. Competitive Pivot The Fed
may not dominate rate cuts;
challenging received wisdom on
unmitigated USD  weakness,
and/or “risk on” bet. Instead,
sharp JPY rebound may be the
more defined outcome.

3.No Immaculate “Soft-Landing”
Uninterrupted “risk on” glide-path
down in rates from “costless” dis-
inflation is stretched. Instead,
lagged policy pain may prompt
sharper cuts with initial window of

“risk off™.

4. Debt Reckoning, Risk Re-pricing
Elevated post-pandemic debt and
rates warn of pain masked by
unfamiliar lag from unprecedented
pandemic  distortion.  Resultant,
sharply differentiated credit risk
premium jump amid contagion threat.
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5. Bumpy Dis-inflation

Inflation has peaked, but is prone to
bumpier  “last mile”. Resultant
“higher  for  longer” instincts
ironically amplifies risks of sharper
cuts amid vulnerabilities to of not-so-
soft landing.

6. Geo-political Threats Unmitigated

Propensity for Ukraine mis-calculations,
Middle-East spillover and rising Russo-
NATO tension suggest elevated, geo-
political threats accentuated by US
election as  brinksmanship  and
misjudgment collide.

7. Oil’s Non-OPEC Levers

Dominant US output, and (downside)
demand risks further out diminish
OPEC’s sway in buoying crude prices;
with any significant bullish moves
likely to be from geo-political flares,
not OPEC supply curb flair.

8. “Crowding Out” Conflict and need
for gradual cutback on pandemic debt
reliance warn of Dbloated global
government debt issuances and resultant
“crowding out” pressures. In turn, this is
likely to; 1) increase term premium, and;
i) differentiate (credit) risk premium
along dimensions of cash buffer and
credit/capital market access.

9. China’s Prolonged Pain Absent a
sufficiently forceful reversal of real

estate  clamp-down,  unresolved
confidence deficit is a binding drag.
More so as structural policy

constraints conspire with conflicting
political-economic objectives.

10. India: Silver Lining, Not Bullet

Compelling structural, medium-term
allure, accentuated by “China+1”, is a
silver lining contingent on requisite
reforms. Not an unconditional silver
bullet that negates overarching global
uncertainty/headwinds, K-shaped
outcomes, and financial stability threats.




