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Sun-Kissed or Sun-Burnt?

e Arguably, the jury is out on whether markets,

returning from the summer holidays to confront

the aftermath of August turbulence, will settle

into sun-kissed glow or suffer sun-burnt pain.

e To be fair, the post-BoJ/NFP “risk off”
convulsions have subsided materially. In fact,
with both UST yields and USD slumping,

markets have by and large tailed off into a
. . . Impacted Risk Off
climate more conducive for “risk on”. Growth

e But to maintain the sun-kissed, “feel good”

) o e

“risk on” vibes, “Goldilocks” will be required
to maintain not just poise, but dominance too. Awkward Correlations

e Specifically, depending on Fed rate cut

e That’s to say, dialled-up Fed cut bets are assumptions, assumed correlations between
necessarily in  conjunction with (if not, USD, yields and risk appetite (expressed as
confidence about) a “soft-landing”. equity market exuberance as well as risk

spreads) could begin to fray, if not flip.
o  Whereas if “Goldilocks” is challenged, and Fed
rate cuts are in a desperate response to a sharp Figure 2. Unstable Correlations
surge in US recession risks, then the threat of an -
. ) ) ) + Dropinyields - initially led by 2Y
initial descent into “risk off” cannot be ignored. sensitivity to policy — is consistent across
either iteration of rate cuts.

e /n other words, the assumed motivation behind «  But USD, equities and risk premium
Fed rate cut bets is critical in determining if consequences may be starkly different.
market outcomes on Fed rate cut bets will be + USD: To ease on “risk on” but surge on

sun-kissed (risk-on) or sun-burnt (risk-off). A S el [CEEY EHrEe

+ Egquities: “Immaculate dis-inflation” rallies

o0 1 ) ) liable to sharp corrections on hard landing.
e And switching between the two (i.e. risk-

* Risk Premium: To surge (denting EM/risk

on/risk-off) iterations of Fed cut bets entail , :
assets) if economic outcomes sour.

correlations flipped and risks re-priced.
e Notably, familiar “risk on” pivot assumption
Figure 1. Risk On & Risk Off Fed Cut that Fed rate cuts will lead to policy relief from
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looser financial conditions and consequent

economic alleviation may be turned on its head.

Whereby, “risk off” associated with recession
threats
conditions. In turn, driving yield, USD and

dominate (and oppress) financial

equity/risk pricing valuations/correlations.

In other words, depending on the intensity of
economic risks, economic and attendant
financial stress could overwhelm anticipated

policy relief.

1. USD-UST Correlation:

» In which case, the assumed positive
correlation between USD and UST
yields need not hold up ubiquitously

across all currencies.

*  Admittedly the sharp drop in both UST
yields and USD since July NFP squares
with Fed rate cut-driven bearish pivot
USD assumption.

=  Moreover, it boasts intuitive allure

associated with USD being influenced by

softer rates/yields associated with Fed

rate cut expectations.

» But this lacks nuance. 1t is not purely
UST yields dictate USD moves, but more
rate/yield that

accurately, spreads

determine where the USD goes.

=  What’s more, shifts in real rate spreads
make for more compelling and durable

sway on FX.

= Hence other Major/EM central banks

following Fed rate cuts may stifle
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further® bearish pivot USD dynamics;

vis-a-vis their respective currencies.

Figure 3. Other G7 Rate Cuts Ahead of Fed

Peak Fed Rate Bets Ought to be Tempered by the Fact
that Other G7 Central Bankers Are Pivot-ing Ahead of
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More so, if US dis-inflation outstrips
dis-inflation elsewhere.
risk

What’s fear-induced

retrenchment ruling the roost could

more,

perversely boost “haven demand” for
USD; even if appreciably lower Fed

rates/UST yields are assumed.

All said, (positive) USD-UST yield
correlations could be challenged by not
only any flux in relative policy and
shifts, but

overarching risks sentiments.

inflation crucially, also

* Whereas current USD pullback is on account of Fed rate

cut expectations being materially dialed up

2. UST Steepener-AXJ Correlation:

What’s more, shifts in the shape of the
yield curve could arguably also have a
non-negligible impact on EM Asia FX
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(AX]J) over and above relief from softer
yields.

Specifically, a steepening UST yield
curve that typically squares with rising
term premium tends to be less conducive
for gains in AXJ. And especially for
high-yielding AXJ, which are liable to
under-perform low-yielding AXJ.

Figure 4. HY AXJ to Underperform on Steepening

Rising UST Term Premium is Consistent with High-Yielding AXJ (INR-
IDR-PHP-AUD Composite) Under-performing Low-Yielding AXJ (KRW-
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This

as investors are able to get higher

reflects inadvertent risk re-pricing

returns by “going out” a steeper (risk-
free) UST yield curve rather than

“going down” the credit curve.

And the
equilibration process will involve some
sell-off in AXJ bonds to lift yields
adequately.

S0, required  price

Which in turn results in interim AXJ
weakness during this risk re-pricing
(involving not just the bond, but also
associated FX sell-off)

3. JPY-AXJ Correlation:

160
155
150
145
140
135
130
125
120
115
110
105
100

95

90

In addition, whilst acute JPY-carry
unwind following BoJ/NFP has subsided,
there could be further unexpected
episodes of JPY carry unwind remains
a non-negligible threat for AXJ bulls.

Only this time, the trigger is far more
likely to be the Fed, not the BoJ. And is
likely to involve “risk off” associated
with US recession and/or financial

shocks.

Especially insofar that sharp Fed shifts
could still set-off intense JPY squeeze,

which compound into an adverse loop

between JPY-funded “carry” unwind and

wider “risk off”.

Figure 5. Other G7 Rate Cuts Ahead of Fed

Fed Pivot Could Accentuate JPY Rebound (USD/JPY Puillback) From
Bol Tightening. Notably, the Optics of Fed-BoJ Divergence May Also
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This is but the other side of the coin of
excessive JPY depreciation being a BoJ

problem with a Fed solution.

Whereas excessive JPY appreciation
from the aggressive “Fed (cut) solution™
is a tragic case a cure worse than the

disease.
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= Such an acute JPY appreciation not =  “Carry unwind” from such sharp JPY
only hammers exporters, indirectly squeeze typically bodes worse for high-
hurting already fragile households, but yielding AXJ.

also threatens a destabilizing meltdown
in Nikkei.

Figure 6. Nikkei Risks from Sharp JPY Squeeze

Co-Movement between Changes in Nikkei & Changes in USD/JPY
Underline Negative JPY-Nikkei Correlations. Further, Sharp JPY
Appreciation Poses Threats of Nikkei Meltdown from "Risk" &
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* In which case, ordinarily positive JPY-
AXJ correlations will flip negative;
such that sharp JPY strength will result in
AXJ downside pressures ... and

economic gloom all around.

Figure 7. JPY Carry Unwind Hurt HY AXJ More

JPY/Cross (since Fed Tightening Signal in Sep 2021): Sharp IPY Squeeze since
July from Multi-Decade (30Y-40Y) Lows Exposed Aspects of "Carry
Unwind" Risk-Off, High-Yielders More Vulnerable on Risk Retrenchment,
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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.

Vishnu Varathan | Head, Macro Research 5/6



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

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
Republic of Guatemala), and any of its amendments, including without limitation, Decree 49-2008 of the Congress of the Republic of Guatemala, and its applicable regulation (Governmental
Accord 557-97). The document will not be registered for public offering with the Securities Market Registry of Guatemala (Registro del Mercado de Valores y Mercancias), because the
products will not be offered or sold: (1) to any person in an open market, directly or indirectly, by means of mass communication; (2) through a third party or intermediary to any individual
person or entity that is considered an institutional investor, including entities that are under the supervision of the Guatemalan Superintendency of Banks (Superintendencia de Bancos ), the
Guatemalan banking regulator, the Guatemalan Social Security Institute (Instituto Guatemalteco de Seguridad Social) and its affiliates; (3) through a third party or intermediary to any entity
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Japan: This document is intended only for certain categories of persons to whom a foreign securities broker is allowed to carry out regulated activities under the relevant articles of the
Financial Instruments and Exchange Act (the “Act”) and the subordinate legislative instruments (as amended), including but not limited to Financial Services Providers who are engaged in
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constitute any investment or financial advice in relation to any products or services.
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scheme or prescribed investment scheme, a prospectus in respect of any unit of the unit trust scheme or prescribed investment scheme, as the case may be; an issue, intended issue, offer,
intended offer, invitation or intended invitation in respect of securities; or another notice that refers to a prospectus in relation to an issue, intended issue, offer, intended offer, invitation or
intended invitation in respect of securities. Whilst there may be statements concerning securities and/or derivatives of a certain corporation or entity in these materials, we wish to highlight
that these do not constitute, whether directly or indirectly, any form of advice, recommendation, encouragement, promotion, analysis, report or inducement to take any action , i.e., to buy,
sell, or hold any securities and/or derivatives, nor is it a form of inducement for the reader to take any position regarding a particular class, sector, or instrument in relation to the securities
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are an “investment business”, meet relevant investment activity criteria, are “large” or are a “government agency”, in each case within the meaning of clauses 37 to 40 of Schedule 1 of the
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instruments or services mentioned herein.
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