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Post JPY Intervention (Part 2): Unintended Consequences

“Be careful not to choke on your ambitions.” - Darth Vader, Star Wars
Figure 1: JGB Risk/Term Premium Rise with BoJ Hikes
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Figure 2: Inextricably Linked Fiscal-JPY Loop
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Figure 3: Negative JPY-Nikkei Correlation Figure 4: Short-run Dynamics of JPY Driving Nikkei

Co-Movement between Changes in Nikkei & USD/IPY Underline

Summary: Granger Causality Results
Negative JPY-Nikkei Correlations. Further, Sharp JPY Appreciation

166 Poses Threats of Nikkei Wobbles. L a0 Direction Fstatistic P-value @=0.05 Result
Log Nikkei - USD/IPY 3.0001 0.0505 3.0108 | Not Significant
1.8 USD/IPY = Log Nikkei 4.0256 0.0183 3.0108 | significant
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1. Log Nikkei - USD/JPY: p = 0.0505 (marginally insignificant at a = 0.05)
3.7 * Past Nikkei values do NOT significantly help predict future USD/IPY movements
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2. USD/IPY - Log Nikkei: p = 0.0183 (significant at @ = 0.05)
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Economic Implication:
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reciation
142 PP appear to lead stock market changes, consistent with the view that currency
1.50 depreciation (weaker yen) boosts export-oriented Japanese equities.
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In a Nutshell:

Greater Threat from JPY Intervention Policy Backfire: While intervention may temporarily stabilize JPY markets,

aggressively engineering sustained and sharp JPY appreciation may backfire — amplifying rather than
alleviating JPY and JGB sell-off, amid adverse fiscal-JGB-JPY feedback loop.

A Significant Macro Risks from Rates-Fiscal Feedback Loop: Especially as intended stabilization from BoJ

tightening perversely amplify fiscal sustainability concerns, triggering sharp rise in JGB risk
premiums/yields, and ultimately weakening JPY (on debasement risks).
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Sharp JPY Appreciation may Undermine Nikkei/Risk Sentiments: Moreover, strong negative correlation

between JPY and Nikkei warns of sharp intervention-driven JPY surge potentially hurting Japan’s asset market
stability via exporter earnings dent and valuations.

Intervention Buys Time, Not Fundamental Stability: JPY intervention is best suited for damping excessive

volatility. Whereas durably constructive JPY-JGB dynamics require some combination of a dovish Fed,

improved Japanese fiscal credibility, and diminished geo-economic risks.

JPY intervention is obviously not costless, often involving FX reserve depletion and sharp policy trade-offs.
But the greater danger is not that JPY intervention is merely costly, rather that it backfires.

1. Rates-Fiscal Channel: Either due to sharply higher long-end JGB vyields, with adverse fiscal-JGB-JPY spiral

being triggered.

2. Egquities-Risk Channel: Or from negative Nikkei-JPY correlation overwhelming to perversely compromise

the very JPY asset market stability that intervention seeks to instill.
To be sure, measured JPY intervention thus far effectively mitigate the threat of adverse, unintended
consequences — which typically tend to result from JPY/rates shocks of a much larger order.
Nonetheless, limited success in subduing persistent upside volatility in long-end yields flags the “live”
risks of further coordinated US-Japan JPY intervention.
The resultant potential for outsized impact from which flags the dangers of inadvertently accentuating, rather

than alleviating, embedded fragilities/vulnerabilities.

Rates-Fiscal Channel

o  Crucially, as JPY depreciation may persist not despite, but because of, surging JGB yields amid
severe credibility deficit — whereby fiscal, inflation and currency risks feed off, and amplify, one another.

o Hence, efforts to complement intervention with more BoJ hikes sooner may perversely magnify rather

than mitigate adverse fiscal-JPY-JGB pressures.

o  Especially if JGB risk/term premium continue to push sharply higher from further hikes [Figure 1].

o  Consequently, exacerbating acute worries of mounting fiscal strains, which in turn are inextricably linked
to (JPY) debasement risks.

o  Which inevitably overwhelm (Mundell-Fleming) dynamics of JPY appreciation from higher JGB yields ...

o ... instead, entrenching rising JGB yields (driven by risk/term premiums) alongside weaker JPY via
adverse fiscal-JPY-JGB feedback loop. [Figure 2].

Equities-Risk Channel

o  What's more, well-established negative correlation between JPY and Nikkei [Figure 3] warns of adverse
equities impact from sudden JPY strength.

o Notably, worst-case scenario of a sudden and sharp JPY strength [Figure 4*] threatens to dislodge
bullish momentum in Japanese equities.

o  Specifically, if significant and sustained JPY strength from intervention results in a conspiracy of negative

exporter earnings shock and valuation effects™*.
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o And the risk is that wider market confidence undermined may be to the ultimate detriment of the JPY.

o Inadvertent squeeze/unwind in JPY-funded carry trades could further dampen global market
sentiments, potentially cycling back to hurt JPY.

o Especially, as JPY’s “safe haven” status appears to be fundamentally undermined by Japan’s

vulnerabilities amid geo-political risks.

The upshot is that engineering sudden and sharp JPY strength, when pushed too far (>10% appreciation, to
below 140-145), threatens to be counter-productive.

And even in the best case (in a weaker/more measured form of intervention) JPY intervention will likely only
provide limited and fleeting relief.

Unless some JPY and JGBs are fundamentally shored up by coincidence/combination of a dovish Fed,

improved Japanese fiscal position and dialed-back global geo-economic risks”.

* While longer-run models of JPY and (log of) Nikkei do not suggest stable relationship (see Appendix), Granger causality credibly

establishes shorter-run negative impulse on Nikkei from JPY strength (as is applicable to post-intervention risks).

** Pertaining to JPY-denominated equities being too rich for foreign (USD-based) investors due to sudden JPY appreciation, rather

than fundamental shifts.
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Statistical Appendix on Stationarity and Co-integration follow-up to Granger Causality Tests for USD/JPY & Log
Nikkei:

1. JPY and (Log of) Nikkei are non-stationary and ...

Stationarity Test Summary

Series ADF Statistic 5% Critical 1% Critical Result

USD/IPY (Level) -0.22 -2.86 -3.43|Mon-stationary
Log Mikkei {Level) 0.38 -2.86 -3.43|Non-stationary
AUSD{IPY [1st Diff) -17.59 -2.86 -3.43|5tationary +
ALog Nikkei (1st Diff) -18.41 -2.86 -3.43 Stationary v

Implications for Regression Analysis

Key Findings:

1. Both USD/IPY and Log Nikkei are NON-STATIOMNARY (have unit roots) in levels.

2. Both series become STATIONARY after first differencing — Both are 1[1) processes.
3. Since both series are I{1), standard OLS regression may produce spurious results.
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2. ... not co-integrated, suggesting longer-run relationship that may be spurious

Cointegration Test Summary

Test Specification ADF Statistic 5% Critical 1% Critical Result
Mo intercept [standard) -2.10 -3.34 -3.9|MOT Cointegrated
With intercept -2.10 -3.34 -3.9|NOT Cointegrated

Interpretation and Implications

Key Finding:
UsD/IPY and Log Nikkei are NOT cointegrated at conventional significance levels.

What This Means:

* The two series do NOT share a stable long-run equilibrium relationship.

* Deviations from the regression line do NOT mean-revert over time.

* The regression residuals behave like a random walk, not a stationary process.

3. Nonetheless, short-run causation dynamics are not negated

Reconciling with Earlier Analyses:

Finding: Granger causality runs from USD/JPY - Nikkei (p =0.018), but NOT vice versa.
This is consistent with NO cointegration:

* Granger causality measures short-run predictive power (lagged changes).

* Cointegration measures long-run equilibrium (level relationships).

* Two I|1) series can have short-run dynamics without a long-run equilibrium.
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MARKET COMMENTARY DISCLAIMER
THIS DOCUMENT IS NOT A RESEARCH REPORT AND IS NOT INTENDED AS SUCH.

Unless stated otherwise in the country specific distribution information below, this document has not been prepared in accordance with legal requirements in any country or jurisdiction
designed to promote the independence of investment research and is not subject to any prohibition on dealing ahead of the dissemination of investment research. It is intended for
informational purposes only and does not purport to make any investment recommendations.

This document has been prepared solely for the information of the intended recipients. Recipients in any jurisdiction should contact your usual Mizuho contact in relation to any matters
arising from, or in connection, with this document.

This document has been prepared by Mizuho Bank, Ltd., Singapore Branch (“MBSG”), a full bank, exempt capital markets services entity and exempt financial adviser regulated by the
Monetary Authority of Singapore (“MAS”), Mizuho Bank, Ltd., Hong Kong Branch (“MBHK?”), a licensed bank regulated by the Hong Kong Monetary Authority, with business address at
12/F, K11 Atelier, 18 Salisbury Road, Tsim Sha Tsui, Kowloon, Hong Kong, Mizuho Bank, Ltd., Sydney Branch, an authorised deposit-taking institution regulated by the Australian
Prudential Regulation Authority and holder of an Australian financial services licence (“MBAU”), Mizuho Securities Asia Limited (“MHSA”), licensed and regulated by the Hong Kong
Securities and Futures Commission and/or Mizuho Securities (Singapore) Pte. Ltd. (‘MHSS”), a holder of a capital markets services licence and an exempt financial adviser regulated by
the MAS, as the case may be.

This does not constitute investment or personal advice.

This document has been prepared solely for the purpose of supplying general market information and/or commentary for general information purposes to clients of MBSG, MBHK, MBAU,
MHSA, MHSS and their affiliates (collectively, “Mizuho”) to whom it is distributed, and does not take into account the specific investment objectives, financial situation or particular needs of
any client or class of clients and it is not prepared for any client or class of clients.

This is not an offer or solicitation.

This document is not and should not be construed as an offer to buy or sell or solicitation to enter into any transaction or adopt any hedging, trading or investment strategy, in relation to
any securities or other financial instruments.

Mizuho shall have no liability for contents.

This document has been prepared solely from publicly available information. Information contained herein and the data underlying it have been obtained from, or based upon, sources
believed by Mizuho to be reliable, but no assurance can be given that the information, data or any computations based thereon are accurate or complete and Mizuho has not independently
verified such information and data. Mizuho is not obliged to update any of the information and data contained in this document.

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
their particular circumstances. Mizuho is not responsible for assessing the suitability of any investment. Investment decisions and the responsibility for any investments are the sole
responsibility of the investor. Neither Mizuho nor of its directors, employees or agents accepts any liability whatsoever with respect to the use of this document or its contents.

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
groups of more than 50 investors.
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Guatemala: This document does not constitute an offering under the rules of the Ley del Mercado de Valores y Mercancias (Stock Exchange Act, Decree 34-96 of the Congress of the
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