Mizuho Brief: Fed

Economics & Strategy | Asia ex-Japan

31 August 2026 |
Vishnu Varathan | Head Macro Research, Asia ex-Japan

Jackson Hole: Hawkish Credibility, Not Imminent Cycle

“What you do in this world is a matter of no consequence. The question is, what can you make
people believe you have done?” - Sherlock Holmes, A Study in Scarlet

In a Nutshell:

> Admittedly, Fed Chair Warsh has re-established hawkish credibility at Jackson Hole with his unambiguous
reference to inflation as the greater risk.

> Especially in declaring “work to do” should inflation not ease back “clearly with sufficient speed”. Further
complemented by “firm and fixed” 2% inflation target for core PCE.

> Crucially, as he asserts short-term rates as the Fed’s predominant tool to tackle inflation, unencumbered by
financial conditions (higher rates).

> But this is neither a commitment of imminent hikes (in Sep/Oct) nor an inclination for sustained hiking
cycle.

> Instead, our view is measured late-2026/early-2027 hike(s) to more than reverse on late-2027/2028 cuts.

> Point being, acutely path-dependent policy remains subject to two-way risks for highly unpredictable geo-
politics and peaking Al-related capex growth/market exuberance.

> Furthermore, a smaller and less activist Fed balance sheet espoused by Warsh requires pre-emptive rate
cuts to mitigate/avert adverse financial shocks to the system.

> Market Implication:
o Near-term bear flattening is subject to front-end volatility through split FOMC bets.
o  Whereas structurally higher long-end yields, whilst interrupted by “Treasury Twist”, looks set to ultimately

reinstate steepening.
o USD, relatively buoyed by Fed’s proximate hawkish bias, likely to soften AXJ broadly and hurt “twin
deficit” AXJ more acutely.

Hawkish Credibility
° At the weekend’s Jackson Hole Symposium one could argue that Warsh made a far stronger case for
relinquishing forward guidance than for urgently vanquishing inflation.
° Although to be fair, , Fed Chair Kevin Warsh unwaveringly established solid inflation credibility.
o  “Calling Out”: Notably, he identified inflation as the unambiguously greater concern in pursuit of the
Fed’s dual mandate.
o “Calling Time”: Second, he alluded to “work to do” if inflation does not ease back “clearly and with
sufficient speed”. Thereby, potentially calling time on “watchful thinking”.

o  Rejecting (Automatic) Reversion: Crucially, he declared that price stability is not self-executing, and

inflation need not automatically mean revert (to 2%).

o Anchoring Goalposts: What’s more, he assured that the 2% target based on the Fed’s core PCE measure

was “firm and fixed”.

o Reclaiming Agency: Above all, Warsh reclaimed agency (from bond markets) by;

a) declaring short-term rates as the Fed’s tool/responsibility and;
b) further assessing that overall financial conditions are not restrictive.
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Not Commitment to Hiking Cycle

o But to be clear, this is neither commitment to (much less a forgone conclusion of) imminent rate hikes nor
an inclination for a sustained hiking cycle.
° Point being, incoming data are sufficiently mixed - with soft spot in jobs and restraint in inflation — such

that “contemporaneous trends” do not flash red (for hikes).

o Hence, September FOMC may not demand an urgent hike, and October has a higher (political) bar given
political noise ahead of Mid-terms in November.
° Admittedly, late-2026 (Dec) and early 2027 (Jan/Mar) are set up for (25-50bp) of hike(s) if worse-case “Iran-

Hormuz” pressures a, EI-Nino shocks and “chip-flation” conspire.
° But the case for pre-emptive hikes (and sustained tightening) now are challenged by acutely path dependent
outcomes, reliant on dynamic interaction between;
i.  Highly unpredictable geo-politics,
ii.  Lingering risks of supply shock amplification from food, China reinstating crude demand
iii. Growing tensions between the sheer scale of Al capex build out and peaking demand growth (second
derivative) expectations
iv. Knife-edge extension of Al exuberance in markets entailing potential financial channel shocks.

Non-Linear Rate Path
° Necessarily, Fed call has to be non-linear and subject to tighter inflection points.

° In fact, our view is for policy to inflect back to an easing bias, albeit back-ended into 2027.
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Fed & Rates Outlook

012026 | Q22026 | Q32026 | Q42026 | Q12027 | Q22027 | Q32027 | Q42027
FOMC Baseline 3.50-3.75] 3.50-3.75] 3.50-3.75] 3.50-3.75| 3.75-4.00 | 3.75-4.00 | 3.50-3.75 | 3.00-3.25
FFR Mid* 3.625 3.625 3.625 3.625 3.875 3.875 3.625 3.125
SOFR (3M) 3.682 3.734 3.785 3.875 3.955 3.995 3.725 3.185
2Y UST 3.796 4,175 4,285 4,055 4,165 4,195 3.875 3.345
10Y UST 4.319 4.466 4,805 4.835 5.095 5.255 4,995 4,505
*Fed Fund Rates Range and mid-point
° Initially as “contemporaneous trend” of easing inflationary pressures coinciding with further softening in jobs —

so long as fresh cost shocks are averted.

To Ultimately Lower Rates?
° But at a more structural level, this rests on the intersection of two critical policy tenets (in his speech):

1.

Pursuit (not trade-off) of both sides of the “dual mandate”: Significant productivity gains from Al, setting
the stage for non-inflationary growth pick-up, arguably makes a compelling case for lower (neutral)
rates

Limiting the Fed’s Policy Toolkit to Short-term rates curtailing Balance Sheet Accommodation (outside
of crises): Intent to shrink the Fed’s balance sheet, all else equal, argue for pre-emptively lower rates to

avert/mitigate adverse shocks.

Market Implication:

[e]

Volatile Bear Flattening: Near-term bear flattening on dynamic rate hike bets subject to front-end volatility
through split FOMC bets.

Structural Steepening Interrupted, but Intact: Whereas structurally higher long-end yields, whilst potentially

interrupted by “Treasury Twist” and looks set to ultimately reinstate steepening, unravelling the interim,
Fed-inspired flattening.

FX: USD Underpinned: USD, relatively buoyed by Fed’s proximate hawkish bias, likely to soften AXJ

broadly and hurt “twin deficit” AXJ more acutely amid higher UST yields.
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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 (“MBSQ”) 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.

Brazil: This material is distributed only to professional or qualified investors according to the definitions of the Brazilian regulator Comisséo de Valores Mobiliarios. This material is provided
for informational purposes only and does not constitute an offer to buy or sell or the solicitation of an offer to buy or sell any security or instrument. You understand and agree that Banco
Mizuho do Brazil S.A. (BMB) has not made any commitment to provide you any financing, products or services with respect to any matters contemplated in this material. BMB does not
have any obligation to update any of the information contained in this material and no representation, warranty or other assurance of any kind is made with respect to the accuracy,
completeness, or suitability of its content.
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