Trump 2.0 - New World Order

Overdue or Overblown?
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“Known must be your fear before banish it you can.” :

- Master Yoda, Star Wars
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“Known Unknowns” of Trump 2.0
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Trump 2.0 & Trumpflation: Are Reflationary Expectations Exaggerated?

Fed Flip: Will the Fed (Easing Cycle) be Trumped?
The Fiscal “Curveball”’? The Bessent-DOGE Effect May Wrong-Foot Bond Vigilantes Later

Lower Interest Rates: The One Ring to Rule them All?

USD: Not Unfettered Surge: Tempering on Fed & (Partial) Relief. Plaza-Lite “Tail” (risk)!

Trade Risks: Firing from the Hip, Zero Sum Game (ZSG) & Exceptionalism Delusion

China Risks: China May Have Trump Cards, But Not (CNH) Immunity

AXJ: Compromised by Collateral Damage
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1. Trumpflation May Not be as Reflationary as Currently Assumed

Negative
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1a-i. Energy/Oil: US Energy Dynamics & Posturing to Dis-inflate?

i.  Global Demand-Supply to Buffer: For one,
the bigger picture is for aggregate global
supply dynamic to at least keep apace, if

not comfortably outstrip, demand shifts. H | g h er En erg y SOfter En erg y
ii.  Non-OPEC led Supply Offset: Second, the P r | ces PI‘I ces

of Russia’s crude disruption is likely to be
offset elsewhere. OPEC has compelling
spare capacity poised for (delayed) output
bump-up. Crucially, non-OPEC production
outside of Russia has grown significantly, “
and is set to be flush. DBD” & us

iii. “Leaky” Russian Qil Sanctions: Notably, the Energy Ambitions
sanctions could still prove “leaky”.
Russia’s oil leaching into global supplies is
highly likely outcome (and the lived
experience). And with Russian oil at an
even deeper discount, perversely blunting
price upside from sanctions.

iv. US Energy Ascendancy: What’ more, US
ambitions to materially lift energy output,
inevitably deepening and solidifying its :
position as a net energy exporter is yet M
another critical dynamic to check
unmitigated upside* in prices.

v. Beijing Buffer: On the demand-end, China’s
inclination to stockpile during periods of
softer prices, provides the strategic
inventory buffer to dampen bullish oil
impulses. Especially as onshore demand

recovery remains subpar.
* Admittedly, US producers welcome price buoyancy, but the
supply will subdue the extent of upside in prices, all else equal.

China - Demand &

“Green SUpp,yu




1a-ii. Oil: Despite Geopolitics, US Energy Ascendancy Ambitions may Overwhelm
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Oil: OPEC Excess Capacity Restrained alongside ramped up US Output Conspiring with
Subdued Demand (amid Tariff Threats) Suggest Downside Bias to Oil Prices; Barring Extreme
Geo-Political Tail Risks Hampering Prouduction/Passage

Demand recovery Hopes

6 - Strongerthan Supply
constraints ==> (i) momentum” aspect,  *Sum of, i) demand-supply growth
correrlated to rising oil (1) "magnitude” proxy  (YoY) gap (in %-pt) and, ii) relative
prices. of demand-supplygap.  demand-supply gap (as % of average

global demand & supply in Mbpd)

stronger than
Demand dynamics
correrlated to
falling oil prices.

(3)

—Demand-Supply Gap Composite*
(6) 4 sources: Bloomber IEA, Misuho Bank —Brent Oil (% QoQ; RHS)
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Qil Price & Inflation: While Oil /Energy is Unlikely to be Outright Dis-inflationaryin
2025, Fears of Oil-Driven Inflation (ala 2021-2022) May be Overblown.
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1b. Immigration =» Execution Matters. Ultimate Risks are Deflationary.

U.S. Immigraﬁon by Status

NET IMMIGRATION 2001-2024

The Congressional Budget Office categorizes U.S. immigrants into three main categories:

[ LPR+ | INA NONIMMIGRANT OTHER FOREIGN NATIONAL

Lawful permanent residents  Those admitted temporarily for specific ~ Those without legal permanent
and those eligible to apply purposes, e.g. temporary workers, status, e.g. entered illegally or
for LPR status. students, and foreign officials. overstayed temporary visas.

am A - F
G.W BUSH =2, 0BAMA .= TRUMP | | =~ , BIDEN
@MM @7.9!4 "é 3.0M @«m

Net total immigration

3M

The CBO projects an average
annual net immigration of
lawful permanent
residents from 2024 to 2034.

2M
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CBO
Projections
2021-2024
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Figures for 2021 to 2024 are projections. Data is in millions. Source: Congressional Budget Office @

COLLABORATORS RESEARCH + WRITING Kayla Znu, Niccolo Conte | ART DIRECTION + DESIGN Sabrina Lam

source: visualcapitalist.com

B Removals [l Returns [ Title 42 expulsions

Biden

2021-24 (so far) 4,677,540 1,274,180 2,754,120
Trump

2017-2020 2,001,290 1,195,520

Obama

2013-2016 2,070,694 1,492,138

2009-2012 3,175,737 1,568,218 1,607,519

Title 42 expulsions, administrative returns, enforcement returns, and removals are defined via the DHS. These figures are
from each fiscal year, which includes the preceding October-December period, so these figures do not line up exactly with
the presidential cycles +/- 3 months.

Chart: Alicja Hagopian + Source: Office of Homeland Security Statistics @],\'] JEPENDEN'
Box 1. Definition of Key Terms

Deportation: A non-legal term to describe immigration authorities” remowval
or the enforcement return of a noncitizen from the United States.

Expulsion: The mandatory automatic departure out of the United States of a
noncitizen arriving without authornization, carried out while the COVID-19-era
Title 42 order was in place from March 2020 to May 2023. Unlike returns,
expulsions did not allow migrants to request asylum or other humanitarian
protection.

Removal: The mandatory departure of a noncitizen out of the United States
based on a formal order of remowval. Removals can happen from within the
U.S. interior er at the border.

Repatriation: A term encompassing all departures by noncitizens from the
United States, including removals, administrative and enforcement returns,
and expulsions.

Return: The departure out of the United States of a noncitizen who has been
granted voluntary departure or allowed to withdraw their application for
admission at the border or at a lawful port of entry. such as an airport.
Returns typically occur at a U.S. border. Returns can be either enforcement
returns, such as of migrants crossing the border irregularly. or
administrative returns, such as of migrants who withdraw their applications
or foreign crewmembers lacking entry visas who are ordered to stay aboard
their ships.



1c-i. The Impossible Trinity of Trump Tariffs
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Fiscal

Revenues

Tariffs

Trade- Geo-political

Leverage

Industrial
Rebalancing

One (Tariff) Tool, Many Objectives Apart from the obvious motivation to force
trade/industrial re-balancing and attendant supply-chain relocation (to the US), tariffs
are also being exploited for geopolitical leverage and to raise fiscal revenues.
Conflicting Objectives: Trouble is, there are obvious conflict in objectives. Fiscal revenues

argue for steady, wide and steep tariffs. Leverage prioritizes non-trade deal-making (that
entails rescinding on tariffs) and trade rebalancing requires strategic nuance.
Conflicting Objectives: Acute tariff uncertainty results from the one tariff tool is being
exploited for multiple objectives. , undermines a path to quick resolution.




1c-ii. In fact, Trump 1.0 Reveals Inflation Contained & Subsequent Demand Dent

-4

Core PCE: Easing to 2.6% is Encouraging, Not Exculpatory.
Moreover, Tighter Real Rates is the Interim Reality Even with

Cuts. And Trump 1.0 Tariffs Were Not Inflationary.

Trump 1.0 tariffs not outright
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through late-2018into 2019

A 3 65
inflationary. Fed need not
hastily reverse course.
1 H 60
1 ,‘-\l !
v 1
: N 1 -’
T 1 '
A i e
-~ n | :':,"'\ '
PUERSN TP s e NP2 -
| o, ; 55
.’ 1 1 v ]
1 1 ‘l t'
1
: : ' M
1 1 \ |'
1 1 \"\ H
——FFRUB 1 1 \ H S0
1 1 v
Core PCE i ! \/
1 v
----- Implied Real FFR (UB) 1 1
Squrces: Fed, Bloomberg, Mizuho
1 - MNew Orders ====- -
I g ®w ® oo O oo N oMo ISM Mifg ISM Mfg - New Orders Break-even
o O o o O o © © o o OOOISSOSSOgg W M M e e P P opg g3 00 0 & o®m O G O
S eS§ 9SS 9gdFadgrdglesgsagqs el B R B e S B B B
o > Cc o > c o > c [=3 c a =>Ic Q > cC Q > o Q. [l P — + [ P — =] [ — — bS] [ P - bS] [l
Q ] 7] ] [ © [ Q ] [} [} ) © 1) = = = =
§E58 5858385158558 5538 § 5288553285 535328585328 E&
————————

We use micro data collected at the border and at retailers to characterize the effects

| T . » - .
brought by recent changes in US trade policy — particularly the tariffs placed on imports
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from China — on importers, consumers, and exporters, We start by documenting that
the tariffs were almost fully passed through to total prices paid by importers. suggesting
the tariffs’ incidence has fallen largely on the United States. Since we estimate the
fEsponseohprices o excliangerates o eaneremited. the recent depreciation of
the Chinese renminbi is unlikely to alter this conclusion. Next, using product-leve] data
from several large multi-national retailers, we demonstrate that the impact of the tariffs
on retail prices is more mixed. Some affected product eategories have seen sharp price
increases, but the difference between affected and unaffected products is generally quite
modest, suggesting that réfail marging have fallen. These retailers’ imports increased
after the initial announcement of possible tariffs, but before their full implementation,
so the intermediate passthrough of tariffs to their prices may not persist. Finally, in
contrast to the case of foreign exporters facing US tariffs, we show that US exporters
lowered their prices on goods subjected to foreign retaliatory tariffs compared to exports
of non-targeted goods.

Tariff Passthrough at the Border and at the Store:
Evidence from US Trade Policy*

Alberto Cavallo
Harvard University

Brent Neiman
University of Chicago

Gita Gopinath
Harvard University and IMF

Jenny Tang
Federal Reserve Bank of Boston

October 2019

Abstract




2a. Fed’s Restrictive Stance Leaves Scope for More Easing than the “Dot Plot” Suggests
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Sources: Fed

_780urces‘ Fed, Bloomberg, Mizuho

100bp of Cuts in 2024 & Another 50bp each in 2025 & 2026
Not Unequivocally Effective Easing ...

Merely a Significant Calibration ...
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Markets Assume a More Hawkish Restraint than is
Suggested by the ‘Dot Plot'. Whereas the Surprise may be
Dovish if Economic Soft Spots Emerge with Greater

6.00
Frequency into 2025.
5.00
e —Fed Funds Rate (U.B.) ‘
""""" 'Dot Plot' * e
3.00

FF Futures

*'Dot Plot' view of 50bp of cuts
each for 2025 & 2026 are

2.00 expressed as 25bp of cuts in in
March & September meetings of
the respective years.

1.00

Sources: Bloomberg, Mizuho
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2b. Whereas US Household Cash-flow Constraints Threaten Demand Resilience
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Household Debt Since COVID (Mar 2020): Sharper Surge in
Unsecured Debt (CC & Others) as Pandemic Savings Drawn Down.
Higher Rates Amplify Pain from Income Lag.

----- Average Weekly Earnings
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Chart 1: Aggregate personal savings compared with the pre-pandemic trend
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B Accumulated excess savings ($2.1 trillén)
B Drawn excess savings ($2.4 trillion)

2016 2017 2018 2019 2020 20|21 2022 2023 2024

Note: Gray shaded area represents NBER recession dates. Source: Bureau of Economic Analysis and authaors’

calculations.

Chart 2: Cumulative aggregate pandemic-era excess savings
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$2.1 trillion
Aug 2021
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Sep 2024
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Source: Bureau of Economic Analysis and authors’ calculations.
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Chart from Bloomberg, San Francisco Fed,



2c. Especially as Tight Conditions Preside Over Softer Jobs-Wage Confidence

400

300

200

100

-100

-200

-300

Taylor Rule: Policy Setting Deliberately More
Restrictive amid perceptions of Robust Economy &

Lingering inflation risks... but Response Function Has
Shifted as Downside Risks to Jobs Grow.
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Quit Rates Moderating Below Pre-COVID Trend, Suggests Easing
Labour Squeeze; as Participation picks up. This has Assuaged
Wage Inflation Risks. More Pipeline Cooling expected & 6-9
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- month Lag Warns of Too Slow on Cuts.
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2d. Front-Loading Not Necessarily Forestalling “Too High for too Long”

End-2021 End-2ﬂ22| 2024 2025 2026
Q124 Q224 Q324 Q424| Q125 Q225 Q325 Q425| H126 H226

Fed Funds Target Rate Ceiling| 0.25 4.50 5.50 5.50 500 450 | 450 4.00 3.50 |

i 3.25 3.25 3.25
i Conditional E

Fed Funds Target Rate floor 0.00 4.25 525 525 475 425 | 425 375 325 300 | 3.00 3.00
UST 2Y Yields 0.73 4.43 462 475 364 424 | 405 362 3.26 293 | 277 2383
UST 10Y Yields 1.51 3.87 425 440 378 457 | 436 4.11 3.88 3.68! | 3.60 3.65
UST 10Y-2Y Spread (bp) 77.8 -55.1 -36.8 -357 14.0 32.9 31.0 | £2.0 L 828 82.0

43 6
Sources: Bloomberg, Mizuho Forecasts :P_rp_rlggp_c_e_q_s_t_e_e_p_e_rll__ -

Front-L oaded 100bp in 2024 May Not Cut It

» The Fed’s 100bp of cuts in 2024, initiated with 50bp Sep cut, signals front-loaded easing.

» But real rates remain (too) elevated. So early-2025 policy is more “skip” not “pause”.

An Overly Hawkish (Dot) Plot for 2025-26

« Barring significant inflationary shocks, 50bp each for 2025 and 2026 is too little to insure “Goldilocks”.

« “Sticky” inflation merely tempers but doesn’t derail path back lower “necutral”.

Rate Cuts to Cluster Around Mid-2025

« Expect faster cuts into late-2025, with some 75-100bp on the cards, to lower rates to ~3%.

» And then, some more by ~50bp later in 2025 if as risks to soft-landing re-emerge amid elevated real rates.
More Distinctly Dovish Leg Not Ruled Out

» Scope for distinctly dovish 2025 back-end if jobs/demand deteriorate too sharp for a“controlled landing .
Premise: Consumer Slowdown, Not Crisis

» Deeper cuts are premised on sharper consumption slowdown as cash-flows tighten =» a not-so-soft landing.
» And not a crisis from a balance sheet shock — for which far deeper and larger rate slashing will be required.

1 | eessenens | OUtCOMeES: Lower Yields + Distinctly Steeper Curve + Long-end Fiscal Volatility




3a. The “Bessent Effect”: A Dis-inflationary, Lower Yield Path to Higher Growth?

~80bp higher than CBO
estimates of 2.1-2.2%

3%
Growth

Estimated to
lower crude prices
$3-4/bbl

At least 50%
reduction in
deficit!

3%
Fiscal
Deficit
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3b. Enough for Direction of Travel to Surprise ... But Interest Rates Must Be Part of the Answer!
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US Post-GFC Fiscal Deficit: CBO Projects deficit hitting “6% even
before Trump tax cuts. Markets fear worse with tax cuts. Bessent
Targets the Exact Opposite.

s Total defc e
mm Trump Tax Cut Impact (%-pts)
Net interest outlays 01

—Interest Share of Deficit (%, RHS
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Figure 11,

Total Deficit, Net Interest Qutlays, and Primary Deficit

Percentage of GDP

5 + Pojected
In CBO's projections, the

0l fotal budget deficit—the
amount by which outlays

—_— exceed revenues—equals
_ b percent of GDPin 2034.

N

M;et interest payments grow
idl relationto GDP, reaching
’3,19 percent of GDP in 2034,
Primary deficits increase

Net interest
outlays

Primary defict

0
in 2025, decline over the
F/Primary surplus next few years, and then
increase again.
_5 |
1974 1984 1994 2004 014 04 2034

Data source: Congressional Budget Offce. See wwvw.cho.govipublication/59T10#data.

When October 1 the irt day of the fiscal year) falls on a weekend, certain payments that would have ordinarily been made on that day are instead made at the
end of September and thus are shited into the previous fiscal year, Al projections presented here have been adjusted to exclude the effects of those timing
shifts. Historical amounts have been adjusted as far back as the available data will allow.

Primery deficitsor surpluses exclude net outlays for interest. When outlays exceed revenues, the resultis a defict Inthis figure, deficits and surpluses were
calculated by sublracting revenues from outlays; thus, positive values indicate deficts, and negative values indicate surpluses. When outlays are subtracted from
revenues, as recorded in the federal budget and in the tables in this chapter, negaive values indicate deficits, and postive values indicate surpluses.

6P = gross domestic product.




4a. Lower Rates as the “Bridge” to (& From) Three-3s =» The One Ring!

Lower Interest

“Goldilocks”
USD Policy

Lower (3%)
Fiscal Deficit

Higher (3%)
Growth




4b. Caveat is that the Structural View is for Higher Term Premium Beyond Cyclical Forces

Significant & Structural lift in term
Modelled 10Y UST Term Premia (bp): A Sustained & Structural Pick-up in premium, accentuating the policy cycle

30 Term Premium Expected ... Regardless of US Election Outcome. buoyancy expected in longer-end yields (in
re-steepening), a key macro risk

250 i) Inflation Expectations: Up & Uncertain?

e  First, structurally higher inflation,
200 associated with de-globalization
threats that feature antagonistic US-

h Expected Term China geo-politics*** colliding with
Prgmium 6-18|! “green-flation”.
100 months out ||

e 11) Geo-Political/Social Costs Termed Out

50 A e  Moreover, conflict/geo-political
| v tensions raising longer-end bond
\5 " “ supply globally, exacerbated by a
' more isolationist and less predictable
US, feature in the term structure via
(50) ) - i
higher volatility expectations.

Lo ]

100
(100) 1ii) Debt, Debasement & Dollar
(150 e Crucially, dramatically increased,
' , but harder-to-time, usD
—ACM 10Y Term Premium ~ —Term Premium (AFTFZC) debasement risks from burgeoning
(200] Sources: FRED (Federal Reeserve Economic Data), Mizuho debt, may emerge as pronounced
A GO RN S B N S L UST term premium.
N SR R S R R (R AR (I O R I (R

\’f’(\ N O A (4
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5a. USD Policy Tensions =»

? = Cool, Not Crash

Global FX Assumptions: USD Bulls — Trade & Trading Volatility

Q4 2024 Q12025 022025 Q3 2025 Q4 2025 Q12026
1085 106.2 104.3 102.8 99.5 100.6
oK 100.7-1085 | 102.5-110.8 | 99.0-1085 | 98.8-1058 | 975-1043 | 96.0-103.8
Brent  Crude 720 68.5 645 615 655 638
{USSihrrl) 68.5-82.5 63.5-78.8 60.5-72.5 57.5-69.6 58.5-72.5 58.5-70.5

8. Condition 1- Fed Cuts Significantly (More than Expected): Despite the downgrade to the number of cuts

(to 2 from 4) info 2025, the Fed could deliver more cuts. Especially as US economic exceptionalism
may tum out fo be overstated. Moreover, the US may not be entirely unscathed by the frade conflict that
is intended as a core part of Trump 2.0 policies. Finally, the Trump 2.0 reflationary expectations (so-called

Dominance

Trump-flation) prove to be a lesser risk in terms of constraining Fed easing.

b. Condition 2 — Trade War Bark is Worse than the Bite: Furthermore, the most extreme demand

destruction risks associated with Trump 2.0 trade tariffs prove to be overblown as the Trump
administration dials back trade antagonism (and tariff rates) as negotiations progress. This unwinds some
of the more acute currency damage to trading partners (e.g. MXN, CNY, CAD, EUR, etc). And as a
corollary, exaggerated (and perverse) USD bullishness denving from adverse trade risks subside.

c. Condition 3 — China Stimulus/Support Sufficient to Avert CNH Sell-Off: Finally, sharp CNY pressures are

alleviated by more encouraging China stimulus put in place to backstop the economy and insure against
more destabilizing CNY outflows. In turn, this lends some support, if not scope for (partial) recovery for
AXJ more widely. This is a precondition for AXJ to be better positioned to exploit measured (albeit not a
full) USD pullback. Although non-reversion to pre-Fed hike levels will likely sfill apply, as USD retains

some of the structurallgeo-poliical advantages.

17 | Private and confidential

Denomination

Competitiveness

&

Tail Risk:
Plaza Accord-
Litel

Controlled Soft
“Three 3s”

Sweet Spot
Landing




5b. USD: Atypical Late-Stage USD Strength

Fed Hiking Cycle (Cumulative Rate Hikes; bp) Although

Corresponding USD Performance (Cumulative % Chg®):

1200

1000

a0

600

400

200

-200

-400

500

not the Greatest Amplitude of Rate Hikes 19705 More Brutal,
with »700bp of Hikez), this Cycle Marks the Fastest Pace of
Hikes; 525bps Over 17 Months.

— 1897273

Sources: Bloomberg, Mizuho Bank
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Number of Months (with T=1 being the Month of the First Rate Hike)
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40

-20

Notably, the Current Rate Hike Cycle Has Resulted in
the Sharpest Phase of USD Strength in the First 8-9
months; moderating below corresponding 1998-2000
Trajectory but still significantly more buoyed

199495

1998-2000

+--2004-08
2015-19

*The cumulative change in USD (Index) is taken
with reference to USD Index lows up to six months
before tightening begins 50 as to account for USD
front-running anticipated rate hikes.

0 2 4 6 & 10 12 14 16 156 20 22 24 26 23 30 32 34 36 35 40 42
Number of Months (with T=1 being the Month of the First Rate Hike)

-30 Sources: Bloomberg, Mizuho Bank




Tail Risk — “Trump Plaza” (Accord)

| DXY Index: Basket of EUR (57.6%), JPY (13.6%), GBP (11.9%), CAD
| [9.13¢), SEK [4.23) and CHF (3.6%)

| GBP (7.8%), CHF (4.2%), AUD [2.9%), SEK [1.5%)
are: EUR (20.1%), CAD (19.4%), IPY (19.7%), MXN (4.3%), CNY

1(2.6%), BRL [2.4%), CHF (1.8%), SEK(1.8%), INR [0.7%), RUB (0%),
AUD [1.7%), THB (0.5%), MYR (1.1%), IDR [0.9%)

Plaza Accord in Sep 1985 was prompted by 50-90% surge in USD Index from
1980 to Q1 1985! The Louvre Accord was to Staunch Excessive USD Weakness.

Plaza Accord (Sep 1985)
Louvre Accord (Feb 1387)
—DXY Index
—USD Major Index
—JSD Broad Index

USD Major Index [1985): EUR (38.9%), CAD (29.6%), IPY (15.1%),
USD Broad Index [1385]): 26 currencies included. Some of which

(1.7%), GBP (6.8%), TWD (4.3%), KRW (3.4%), SGD (1.6%), HKD

7

60

40

20

410

-60

5 76 i 78 79 BO Bl 82 83 B4 BS BB

shiftsin FX (% Chg): While Broad-Based USD Surge is Not as Extreme as Plaza

B7

Accord Trigger (~60%), a 20-20% USD Surge is Non-Negligible. Notably, JPY

Slump is More Conspicuocus, while EUR & CNY are not Off the Hook.

IMF's estimate of “10% EUR
I undervaluation for Germany.
. - .11\.\- . .-.I:l.. -
x‘ _.".;
"
W Moves Since end-2020 — —_—
Last decade (vs. 2014 Average)
— Plaza Accord Trigger (end-1980 to 02/03-1985)
DXY Index IPY DEM GBP EUR

19 | Private and confidential

A Plaza Accord-type reflex from the
Trump Administration is admittedly a
“tail risk™ (of extreme consequence but
very low probability).

Especially given broad-based currency
valuations (vis-a-vis the USD) have not
diverged as violently as compared to
the 1980-1985 Plaza Accord run-up.

Nonetheless, coordinated policy action
to revalue major currencies (JPY, EUR)
higher (and soften the USD) cannot be
dismissed summarily.

Not when global trade antagonism is
exceptionally elevated amid US tariff
threats.

Perversely, currency pressures on US
partners from tariffs threats may
increase the odds of a “Trump Plaza”
outcome.

Upshot: With JPY exceptionally
undervalued, USD significantly
stronger (on broader measures) and the
US intent on forcefully correcting trade
imbalances, nothing is off limits.




Tail Risk: Perversely Increases with Trade Antagonism (which typically Pressures AXJ)

Plaza Accord: Prompted by > 80% surge in USD Index, which Resulted in Sharp JPY &
DEM appreciation! (% Chgsince end-1980)

180 -~ I Plaza Accord (Sep 1985) - 180
N | ouvre Accord (Feb 1987)

180 1 DXy index - 160
—IPY

140 A - 140

120 A - 120

) o "M

100 - \/\/ V \'\J'/\-\\ 100

5o \/W o

ED T T T T T T T T T T T ED

Dec-80 Dec-81 Dec-82 Dec-83 Dec-84 Dec-85 Dec-86 Dec-87 Dec-38 Dec-89 Dec-90 Dec-91
Trump Plaza a Tail Risk (% Chg since end-2020): Broad-Based USD Rallies Not as
180 - Pronounced. But Sustained USD-Majors Divergence & a Climate of Exceptional Trade 180
Antagonism Means that "Trump Plaza” Cannot be Ruled Out.

160 - - 160

140 -~ - 140

120 S F 120

100 -~ F 100

30 - - 80
— DXY Index CNY EUR IPY

] T T T T T 60

Dec-19 Dec-20 Dec-21 Dec-22 Dec-23 Dec-24
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Especially insofar as a carefully
managed calibration of
currencies (vs. USD) helps to
achieve the USD’s dual objective
of an uncontested reserve currency
yet sufficiently competitive.

While certainly not the first resort,
there is an identifiable path to
Trump Plaza (Plaza Accord 2)
amid heightened geo-economic
tensions.

If this comes to bear, the sharpest
appreciation shocks may come
through the JPY with significant
collateral damage to Nikkei and
risk sentiments amid “carry
unwind”.

AXJ assets could inevitably be
swept up in volatility and
pressured. Although opposing FX
(appreciation) forces via JPY and
CNY cues will obfuscate the “end
game’”.




5¢. Whereas, EUR is Compromised. So, USD May be Tempered

125

1.20

115

110

1.05

1.00

0.95

EUR Appears to have Pulled Back More than ECB Shifts

A,

—EUR
——EZ-US Yield Spreads (bp, RHS)

Jan-19  QOct-19  Jul-20 Apr-21 Jan22

... But One Possibility is More Pronounced Stagflation

..Going by Yield Spreads 0 125 Risks being Re-priced into EUR Beyond CurrentReal 100
Spread Erosion
‘ 50
50
1.20 f
| \ |:|
Il
'100 '5']
115
-100
-150 !
| | A
. 110 | -150
1 | l
1}
2200 | | \ #
200
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1.05 il
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I 300
300 100 -
Sources: Bloomberg, Mizuho Bank g 5 Miz ¢ 3
—FUR purces; Bloomberg, Mizuho Bank -35(0
——Real 2Y Yield Spread (bp, RHS
-330 p,95 pread (bp, RHS) 400
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5d. FX - JPY-BoJ Risks: Trump 2.0 Heightens Inherent Volatility & Emboldens “Carry” for Now

1. “JPY Problem with a Fed Solution” Distorted by Trump 2.0 Disruptions
2. Fed Doubt & Trade pain may inflict bouts of JPY sell-off initially

Fed Pivot Could Trigger JPY Rebound (USD/JPY Pullback) amid Bo) Co-Movement between Changes in Nikkei & Changes in
Tightening. Notably, the Optics of Fed-BoJ Divergence May Also USD/JPY Underline Negative JPY-Nikkei Correlations.
Exaggerate Upside JPY Volatility. - Further, Sharp JPY Appreciation Poses Threats of Nikkei e
160 s Vieltdown from "Risk" & Exports Channels. '
155
400
1 | Y 4\ WA N I | 2.20 4.60
|
1
145 (\ 350)
|
1
Lade-- I i “4:
- "I 218 4.56
1135 I
i I
136 Lo ———
250
135 2.16 4.52
120 200
Sharp 30-80b pullback in UST-JGB
115 spread inthe next 3-9 months, may
square with a corresponding JPY 150 2.14 Nikkei Drops USDIPY Faliing 4.48
110 surge to 138-150. JPY Appreciation
That's even after a structurally weaker
105 JPY vis-a-vis UST-JGB spreads are
considered. 212 4.44
100 . i
—USD/IPY (2wkma, LHS) And if it is not structural, and instead 50 Log USD/IPY Log Nikkei
a5 ! "froth", sharper USD/JPY catch-down
—UST-IGB spreads (2wkma; bps; RHS) ~ May be awider risk.
90 0
L)1 = = = = — — — - ™ ™ ™ ™ m m m m =T = =
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Sources: Bloomberg, M
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6a. Trade Risks: Risks Go Well Beyond China

SHARE OF USIMPORTS (%, 2022-23 AVG)

US Trade Deficit (2Y Avg, USS bn): China is in the Cross-Hairs Geo-
politically Despite Stabilizing Imbalance, but Not Alone Given

500

Others: 17% Mexico: 15% Trade Linkages alongside "ZSG" & Hip-Shooting Trump Risks.
India: 3%
Canada: 13% 400
ASEAN-5 : 6% \’/\

Vietnam: 4% 33{].9
300

Taiwan: 3% Bririeeg 5 2424

Korea: 3% 215.4
200

Japan: 5% Other EZ: 11% 164.6

ermany: 5%

SHARE OF US EXPORTS (%, 2022-23 AVG)

100
Mexico: 16% ___._._._'_,_,..--"'""_-"""--...__‘_______,_.—-—'

Sources: CEIC, Mizuho

\,

0
—China
—USMCA
Canada: 17% 3.9
= -100 ——ASEAN-6+1
India: 2%
ASEAN-S:>> ——Japan-Korea-Taiwan
Vietnam: 1% 200 —NEt Energy
Taiwan: 2% L e T = T & A T T L T e T« I = T o A
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Japan: 4 Germany: 4%

Sources: CEIC, Mizuho
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6b. Trade Risks: Excluding China, a Few Key Economies Led by Mexico & Vietnam at Risk

20 Chgin Bilateral US Trade Deficit Over Time US Bilateral Trade Deficit (USShn): Mexico, US Bilateral Trade Deficit (USS bn): Taiwan, Korea
(USSbn): Particular Risks for Vietnam. And Vietnam & Canada Feature in terms of the Jump in g  Sindia Face Second Order Risks Given Relatively
1oy USMCAIs No Guarantee of Insulation for Mexico 100 US Bilateral Trade Deficit since 2017-18. Large "US Trade Deficit Delta" as well.
& Canada if Trump Goes on ZSG-Bottomline Mode. @ — Mexico —— Vietnam 114 Taiwan — orea
140 Germany — Canada 50 premmmmm—my
@ . Jepan Taiwan Thald = India | i
r |
= 120 ——Korea Thailand 1104 E !
ol —india e Malysa /o i — ! |
60 201718 0201112 ol Y 0 Malaysia ltaly | :
100 —Italy Irealand : o
g | L
" I i
40 . 2 30 E
¢ |
o' mERRE /N AT |
)
2 ) ’ " % 20 |
o i :
it =
. a0 |
; st NIE |
[=] |
d 10 :
2 |
20 %'
4 0 b 2 0
Q(, & \ﬁ;& {\@a\ 6@0 (p@‘ PO {\@b@ & \5}(\ 0 0
{\@ QQ (bo (, Feo g 2001 2003 2005 2007 2009 01 0B 5 W7 0820008 2 F S F S PSP P PSSP D
AN R A A L
us Bi-IateraI Trade Deficit
USSbn China | Mexico | Vietnam | Germany | Canada | Japan | Ireland | Taiwan® | Korea | Thailand | India® | Malaysia |Switzerland| Indonesia |Philippines | Singapore | Net Energy
W15-17Avg | 3626 63.3 37 67.3 145 63.8 ME 143 264 138 8.5 2.6 126 130 24 -9.9 613
02-3Avg | 3309 1414 1104 78.5 740 69.5 6.9 a7.1 473 418 410 34 a7 plik} 54 -8.3 B39
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7a. Does China Have a Trump Card? =» Unfettered Global Exports Share

2000

China's Share of Global Exports Has Risen Through Trump 1.0 Tariffs. Exports
to ROW Have More than Offset. In fact, ASEAN Pick-Up Alone Compensates
for Decline in China's Share of US Exports.

TN
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GFCdemand shock China rss - ,"
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China’s trade sector has demonstrated greater
resilience than many had expected:

— Despite a decline in China’s share of exports to

the US, its share to ASEAN has steadily
increased during the same period.

— Current export levels to the US remain higher

than those recorded in 2019, when most

additional tariffs were implement
MIll.I-IEl.




7b. Beijing Cannot Afford Cheap RMB, But Nor Can it Side-Step Turbulence

Implied PBoC Resistance of Underlying CNY Depreciation Pressures is; i) Exceptionally Acute
(>3 S.D.); ii) Disproportionate to Corresponding Broad- USD Pressures, and; iii) Most Intense

1,000 Since the 2015 "China Crisis", when $1trln in FXR was Decimated. 125
—— Fix Premium® (Cum. Weekly, bps, 4wkma; LHS)
200 Fix Premium 2 Std Dev. _ _ _ 5
--------- Fix Premium 3 Std Dev. ?'5 _r::-" ﬂ“lﬁ"a;‘él é“:”t‘:’ PE:tCt Rﬁs'“i“‘:e : 120
ypically®, the PBoC tends not to have to
200 DXY 10D ma (RHS) exerttoo much force, and the PBoC's
pushback is only on cccassions of sharp and
700 sustained USD surge. But since late-2023, the
PBoC's resistance is disproportionate to 15
corresponding USD-induced pressures.
. /i 110
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"trade war"
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USD down 9.3% 1
| i v ! CNY up 13.8% ]
: H USD down 16.1%f !
100 . i | y
\ AN : ”
v :

L]
b
Y-
=
1
1
1
1
1
1
1
1
‘ﬁ
-t
-y

- 0 t.d ] 90
Jan-15  Oct-15  Julle  Apr-17  Jan-18 Oct-18  Juk19  Apr-20  Jan-21  Oct-21 Jul22  Apr-23  Jan-24  Oct-24

26 | Private and confidential ﬁ"'alll.HE'




8a. AXJ: Full Reversion of AXJ may be Challenged

(4)

(6)

(8) 1

{10) 1

{12) 1

{14) 4

1]

18 -

EM Asia FXare Highly Differentiated, with No Unimpeded Path out of USD
Dominance despite 'Peak Fed'. (cumulztive % Chgvs. USD since 22 Sep 2021)

—PHP
--------- AXJ ex-CNY
—THB
A22nd Sep 2021 FOMC was referenced as the
—MVYR —KRW - Fr— -
point when "taper” {set to start in Nov 2021)
was flagged.
—5GD Sources: Bloomberg MizuhoBa
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> ASEAN-6: Indonesia, Malaysia, Philippines, Singapore, Thailand,

Inflation Spreads (vs. US): Reversion of US inflation back towards
2% from ~9% peaks Erodes Exceptional Surge in EM Asia's Real

"Carry". EM Asia's real retuyrns/allure are as such compromised.
(EM Asia CPI - US CPI Spreads, %-Pts YoY)

Higher EM Asia Inflation
==> Diminishesrelative real
returns in EM Asia

“Extra” real pick-upin
EM Asia returns from

US inflation surge has
effectlively evaporated.

Higher US Inflation
==> Enhances relative
real returns in EM Asia

—ASEAN-6 & US Inflation Spread
—ASEAN-6+2 vs. US Inflation Spread

Vigtnam Sources: Bloomberg, Mizuho Bark
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8b. FX - CNH Beta: Expect AXJ Volatilities to be Heightened & Fluid

CNH Beta®: There is Notable Variation in CNH-Beta of AXJ, which are are
both Differentiated & Time-Varying.

25

B Composite 1-6Y Beta*

CNH Beta is defined as the sensitivity of

change in the respective AXJ vis-a-vis change

in CNH. In other words, %-pts change in AXJ
20 forevery %-pt of CNH change.

15
High Beta
(toCNH Chg) ¢
I
Low Befa
(toCNH Chg)
0.5
Sources: Bloomberg, Mizuho
o
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AXJC: Asia FX ex- JPY & CNY

AXIC-CNH Correlation ~ —AXIC/CNH

Upshot: Overwhelmingly Positive CNH-AXIC Correlations Remain
Intact. And so, the Greater Risks for EM Asia FX is From Sudden &

Sharp CNH Weakness Dragging AXIC.

1.0

08

0.6

04

0.2

0.0

0.2

04

0.6

-1.0

Sources: Bloomberg, Mizuho Bank




8c. FX - AXJ: Steeper UST Curve an Additional Interim Risk (Especially for HY AXJ)

Rising UST Term Premium is Consistent with High-Yielding AXJ (INR-

IDR-PHP-AUD) Under-performing Low-Yielding AXJ (KRW-TWD-THB-MYR) At the Cost of Risk Re-pricing in EM Asia ...
180 - 174 e But path to a steeper UST yield curve may
be bumpy for EM Asia assets and FX too.
e Possibly even entailing risk re-pricing that
involves spot of capital outflows.

120 ” 'f\ e This is particularly in the context with a

150
- 17.5

L 176 steeper UST yield curve typically diminishing

90 the attractiveness of EM Asia yields.
e  Especially given starting point of substantially
50 - 177 eroded EM Asia spread over USTSs.
Increasing ) )
Term ... Harsher on High-Yield AXJ
30 \ T Premium " - 17.8
] | e Specifically, the ability to swap credit risk
0 P (in EM Asia) for more pronounced
1 comparative term premium pick-up in
-30 High-Yield AXJ 1 '* USTSs. =» going out the “risk -free” curve
fall relative to N | 180 rather than going down the cr_edit curve.
-60 . Low-Yield AXJ. e  Attendant pressure on EM Asia currencies is
Proxied by 10-2Y spread par for the course
—UST Term Premium* [bp, LHS i . e s .
90 [op, LS 51 ¢ And given the credit risk-to-term premium
——Log (HY FX/LY FX) [RHS, Inverted] swap involved, higher-yielding EM Asia
120 | Souce s Boomberg Mo [ 152 currencies are I(_eft\at a relatlve!y greater
@R En900 R A NSNNNNOOQRRSS dls_advantage (vis-a-vis lower-yielding EM
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FX Outlook

Currency Forecast

FX
Q424 Q125 Q2 25 Q3 25 Q4 25 Q126
Forecasts
7.04-7.38 7.10-7.55 7.15-7.60 7.05-7.45 6.98-7.37 6.97-7.26
USDICNY
728 7.32 738 723 712 712
T.76-7.80 775779 7.75-7.79 T.75-7.79 T.76-7.80 7.76-7.80
USD/HKD
77 776 T7.76 T.75 776 TIT7
841858 354-885 86.2-889 8655-889 8652-882 84 8-87.8
USD/INR
856 871 878 86.5 86.0 86.0
1360-1500 1370-1540 1330-1480 1290-1400 1280-1380 1360-1500
USD/KRW
1438 1442 1385 1345 1340 1438
1.283-1.368 1.327-1.376 1.330-1.388 1.315-1.375 1.292-1.344 1.292-1.337
UsSD/SGD
1.367 1.363 1.371 1.335 1.318 1.321
316-328 322345 321-345 315-339 31.2-335 31.0-335
USDITWD
328 333 335 3258 322 322
USD/IDR 15170-16305 | 15850-16560 | 15900-16620 | 15300-16490 | 15000-16100 | 15100-15750
16102 16350 16450 15800 15400 15230
412 -451 429 - 458 427 - 467 413 -455 399-436 399-424
USDIMYR
4.47 4.47 4453 430 412 414
56.0-59.0 57.2-602 571-605 559-598 547-582 B4 B3 -575
USD/PHP
KT8 588 596 572 566 56.3
32.3-35.2 329-359 338-362 334-387 327-349 32.6-346
USD/THB
341 348 352 343 336 333
USDIVND 24560-25512 | 24900-26100 | 25200-26200 | 24600-25800 | 24500-25600 | 24500-25600
25485 25550 25750 25100 24700 24680
AUDIUSD 0.617-0.694 0.610-0.653 0.608-0.668 0.610-0.673 0.645-0.700 0.655-0.700
0618 0.615 0.613 0.655 0.680 0.678

Note: For FX forecasis, level in parentheses pertains to period end forecasts; and the period’s range precedes this.
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AXJ (%) Rebound from Jan-2025 Lows
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Policy Outlook

Central Bank Policy Outlook

[ c;::r:l 2023 2024 2025
Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
US Fed |5.25.5.50% 5.25-5.50% | 5.25-5.50% | 5.25-5.50% | 4.75-5.00%| 4.25-4.50%| 4.25-4.50% | 374-4.00% | 3.25-3.50% | 3.00-3.25%

Australia | RBA 435% | 435% | 4350 | 435% | 435% | 435% | 410% 3.85% 3.60% 3.60%
China | PBoC [ 4 ggo 1.80% 1.80% 1.80% 1.50% 1.50% 1.30% 1.10% 0.90% 0.90%
India RBI 650% | 650% | 650% | 650% | 650% | 650% | 6.00% 5.75% 5.50% 5.25%
Indonesia | BI 575% | 600% | 600% | 625% | 6.00% | 6.00% 5.75% 5.50% 5.25% 5.00%
Malaysia | BNM 3.00% 3.00% 3.00% 3.00% 3.00% 3.00% 3.00% 3.00% 3.00% 3.00%
Philippines| BSP 625% | 650% | 650% | 650% | 6.25% 5.75% 5.50% 4.75% 4.50% 4.25%
S:20% | S:20% | S:20% | S:20% | S:15% | S:15% | S:15% | S:15%

Singapore | MAS* Status Quo M: Hold M: Hold M: Hold M: Hold M: Hold M: Hold M: Hold M: Hold
WW: Hold W: Hold W: Hold W: Hold WW: Hold W: Hold W: Hold WW: Hold

Korea BoK 3.50% 3.50% 3.50% 3.50% 3.50% 3.00% 2 75% 2.50% 2.25% 2.00%
Taiwan | CBC | 1875% | 1875% | 2000% | 2000% | 2000% | 2000% | 2000% | 1875% | 1750% | 1.750%
Thailand | BoT 2 50% 2 50% 2. 50% 2.50% 2 50% 2 25% 2.00% 1.75% 1.50% 1.50%
Vietham | SBV 450% | 450% | 450% | 450% | 450% | 450% | 450% | 4.50% 4.50% 4.50%

. The MAS conducts monetary policy via FX. Specifically it adopts a trade-weighted SGD appreciation at "modest and gradual" (estimated to be 2% per
annum) pace as default.

Starting 2024, the MAS will conduct quaterly meetings (Jan, Apr, Jul, Oct) from bi-annual meetings.

A Bl shifted to the 7 Day repurchase rate as the benchmark rate in August 2016. This by default constituted 125 bps reduction from the last policy rate
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Steel & Aluminum Tariffs Exposure

Top 12 Exporters (to the US), accounting for ~80% of US

Imports of All Steel & Iron (2023-24 Avg, US$ bn) Top 13 Exporters (to the US), accounting for ~80% of US
$16 e Imports of All Steel, Iron & Aluminium (2023-24 Avg, USS bn)

14 ® 16%
s ®
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- : $30 25%
12%
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Steel & Aluminum Tariffs Exposure — Adjusted Exposure

%

of All Steel Exports Headed for US Markets
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% of (Weighted) Steel & Aluminium Exports Headed for US
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Fed & Rates: Fed Cycle, Inflation Expectations & Trump

1. Front-end (2Y) Yields are Tightly Tied to the Fed Cycle, Not the Elections = Trump-Effect Overstated?
2. Long-end (10Y) Yields admittedly more affected by inflation expectations and fiscal path.
2Y UST Yield Chg (bp) Around US Elections FFR Upper Limit Chg (bp) Around US Elections
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Fed & Equities: Trump Effect Validated, but Equities Highly Sensitive to Fed Policy

1.
2.

40
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Fed QE (Balance Sheet) has Significant Sway on Equities (via cheap Liquidity)
Adjusting for Fed QE Effects, Trump Premium is Validated, (albeit Not Nuanced?)

S&P500 Chg (% wk-on-wk) Around US Elections
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Fed & USD: Trump’s Incongruence (Effects vs. Intent) & the Fed’s Influence

1. USD Strength is Not Typical Post-Elections, but Some Currency to Inadvertent Trump Boost for Greenback.
2. Butagain, the Fed’s Cycle is Not Only Highly Relevant but Could Even Override.

Dollar Chg (% wk-on-wk) Around US Elections CNH* Chg (% wk-on-wk) Around US Elections
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