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Binary Outcomes, Not risks

In a Nutshell

With US elections around the corner (5™ Nov),
the tendency for higher long-end yields, a steeper

curve and stronger USD are being asserted.

This partly reflects the growing probability of a
rump 2.0 outcome in what is still a tight race

(with margin of error accounted for).

But equally, market risks are not strictly

binary, even if the election outcome is.

Instead, an entire continuum of fiscal, inflation

and geo-political risks will influence markets.

To that end, a steeper curve amid sharpening
fiscal deterioration is broadly consistent
outcome with either Republican or Democrat

victory.

Specifically, as the more pronounced drag on
front-end yields resulting from of Fed easing
accentuates the steepening effects (as relatively

lower front-end).

A notable nuance is that a split Harris victory
may square with softer yields as Republican are
likely to block Democrat spending plans.

The Greenback is also inclined to stronger, in
the Trump 2.0 scenario.

But in any case, at the USD will be broadly
resilient given a conspiracy of geo-political

risks/uncertainty (including trade conflict),

relative US exceptionalism and steeper UST

curve.

e Flow-through volatility from CNY (due to
Trump 2.0 trade antagonism) and downside
risks to AXJ, led by THB and MYR, is
significant.

e [Especially given the step-up in sensitivities
(“CNY-beta”). But equally, this is not a static

relationship.

o So, AUD and KRW vulnerabilities should not

be underestimated given longer-run sensitivities.

e On the other hand, MYR may be better placed
on strategic investment-driven CNY beta lift.
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Note: These outcomes are expected to last 4-8 weeks, reflecting
perceptions and “announcement effects”. Whereas our view is that
Trump 2.0 may be less adverse for China than feared given Trump’s
transactional tendencies, inclined to water down trade actions.

Splitting Fiscal Hairs

Vishnu Varathan | Head, Macro Research
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Medium-term fiscal/debt outcomes are, to us,
a key example of where the risk between Harris

and Trump is not binary.

To be sure, the Democrat spending plans and
the Republican/Trump tax cut plans arguably

have significant distributional differences.

Nonetheless, (and without trivializing the
distributional shifts) the bottom-line of
worrying fiscal and debt deterioration is not

materially alleviated under either.

Especially as the debt servicing burden of the
future budgets increase precariously to account
for some two thirds of the estimated 6-6.5%

fiscal deficit.

What this means is that absent a dramatic
fiscal austerity drive, the ability of any US
government (Republican or Democrat) to
extricate itself from a worsening debt spiral

is compromised.

Hence, the knee-jerk for higher long-end
yields, reflecting worsening fiscal-debt
dynamics further out is wholly expected.

2Y UST Yields (2-week Avg Chg since end-2023; bp): Policy-Sensitive 2Y UST Yields, which Fell Distinctly Since mid-
2023, has Partially Retraced "Pivot" Drop in October amid Upside Data Surprises. But Front-end Yieldsare Still

Down YTD (~22bp at4.02% from ~4.25%at end-2023). Reflects Easing Cycle Dampened, Not Derailed.
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10Y UST Yields (2-week Avg Chg since end-2023; bp): In Contrast to Softer Front-end Yields YTD, 10Y Yields are Up
~25hbp, near-4.2% (from 3.88%atend-2023). This partly reflectsfiscal/debt woes as well as (structural) inflation
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risks associated with US Elections. Notably, aTrump 2.0 outcome.

M increase M Decrease M Total

-
o]
&
4

Yield Up for
the Year (bp) 2.

,_.
[
&
]|
|4
[ ]
o
NN R X

w
%
[
e

the Year (bp)

4
A
a
4
a
4
a
A
a
A
a
4
a
a
A
a
A
a
4
a
4
A
a
4
a
4
a
4
A
a
A
a
4
a
a
A
a
A
a
4

NNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNN

\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\

18,
26,
02,
LE)
16,
23,
o1,
08,
15,
22,
29,
05,
12
19,
26,
03,
10,
17,
24,
31
07,
14,
21,
28,
05,
12
183,
26,
02,
LE)
16,
23,
30,
06,
13,
20,
27,
04,

But Unflinching Fed

This swing up in yields into the elections is
however likely to have been exaggerated by

recent run of US data out-performance.

Whereas insofar that this merely dampens, but
further Fed easing, US

elections may only trigger a temporary detour

does not derail,

higher in yields.

A more enduring inclination for softer yields,
especially at the policy-sensitive front-end, is
set to be underpinned by further Fed rate cut

expectations.

In turn, this should reinforce the dynamic for a
distinctly steeper yield curve, with the 10Y-2Y
UST spread set to rise to 50-100bp.

Trump 2.0 & Fat Tails

Notably, part of the sharp pick-up in yields
suggest markets are reanimated by fatter tail
risks ascribed to the rising chances of Trump
2.0.

This “fatter tail” stems from the prospects for a
more brutal assault on global trade exacerbated
by a higher degree of policy uncertainty
associated with Trump.
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e On global trade, the fear is that sweeping tariffs
on Chinese-made goods, will be accompanied
by a fairly large spill-over to other trading
partners via supply-chain linkages and/or

Chinese manufacturing base.

e This throws up far greater uncertainty around the
scope of potential tariffs, accentuating a greater

degree of stagflation-type outcomes.

e (Consequently, structural inflation
expectations/uncertainty will be perceived to be
higher under Trump, lending itself to a

comparatively more acute squeeze in yields.

e Moreover, Republicans’ may be more effective
in blocking Harris’ spending plans than

Democrats be in thwarting Trump’s tax cuts.

e Coupled with the bias to overestimate offsetting,
positive (taxable) growth impact from tax cuts
means Republican fiscal deterioration could
worsen further out, underscoring more emphatic

curve steepening.

DXY Index (Weekly Chg from end-2023; bp): After a Sharp Downswingin Q3 (on Fed Pivot), USD Index has
Rebounded in Oct, up~265bp at 104 (from 101.33 at end-2023). USD is Presumably Reflecting Strength
Associated with Relative US Exceptionalism & Election Risks.
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e What’s more, in defiance of the dismal fiscal
outlook, USD may be even more bullish on
Trump 2.0.

aza [Conflict]
Trump 2.0

For one, haven demand amid uncertainty and
fraught geopolitics point to an underpinned
USD given that the lack of depth in Gold.

What’s more, adverse global trade dynamics
effects undermining major trading partner
currencies (CNY, EUR, MXN etc.) lends

themselves to a propensity for stronger USD.
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Furthermore, the Fed easing cycle is likely to be

Energy/Oil

matched by other Major central banks given
relative US exceptionalism (things being worse

elsewhere).

This in turn diminishes USD drag from Fed cuts
(as the allure of Majors are limited by mostly

steady relative spreads).

In addition, a steeper UST yield curve (as term
premium being is restored) compromises higher-
beta/risk currencies. The risk re-pricing
involved squares with a preference for USD.

Finally, US energy resilience from its crude (and
natural gas) production (both conventional and
shale) translates to greater USD resilience
(especially vs. EUR and JPY) in a geo-politically
charged world.
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The China-RMB Risks

e The biggest risk swing factor may be channeled

via China trade risks and attendant RMB effects.

e For one, the transmission via supply-chains
and financial linkages will be sweeping. And

especially pronounced for AXJ.

e Somuch so that ironically, CNY (and CNH) may
actually be lower-beta than some other AXJ

despite the trade assault being trained on Beijing.

e This is not merely due to amplifying supply-
linkages, but also derives from CNY having the
benefit of quasi-capital controls and deep FX

reserves to engineer stability.

e In contrast, the RMB impact on other AXJ may
be amplified by higher-beta commodity (AUD),

investments (MYR) and tourism (THB) channels.

e What’s useful is that recently heightened
sensitivity (beta) of MYR and THB to CNY
moves suggests that volatility from US

elections will also transmit accordingly.

:There is Notable Variation in CNH-Beta of AXJ, which are are

both Differentiated & Time-Varying.
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But the challenge is that the “CNY beta” of
most APAC currencies is not static, but time-

varying.

So, longer-term sensitivities warn that AUD and
KRW could also be highly sensitive.

More specifically, the nature of trade antagonism,
consequent supply-chain impact and Beijing’s
response (both offsetting (stimulus) as well as
retaliatory counter-tariffs) will determine precise

reactions.

For now though, the MYR appears to be best
placed given the lift in CNY beta is driven by
strategic investments flows (from China) that is

not as proximately trade related.

Vishnu Varathan | Head, Macro Research
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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 (“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.

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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