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The Fed’s Tightening: Re-arranging the Deck Chairs on the Titanic

2022 FOMC & Corresponding Cumulative Hikes (bps): Following the Far More Emphatic Tightening This Time Around is
25bps hike at the March FOMC, and another 50bps in May Underscored by Much Faster Rate of Balance Sheet Run-
(cumulative 75bp) 015 markets have fully priced in 11 hikes 150 Offwith Tighter Intervals Between Taper, Hikes & QT.
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Dovish Interpretations Misguided: Any attempt at a dovish interpretation of the Fed is merely
rearranging the deck chairs on the Titanic. This is validated by the brutal, “morning after” sell-off (5"
May) on Wall St that more than wiped out post-FOMC (4" May) gains; as earlier relief that the Fed is not

actively considering 75bps hikes proved egregiously misguided.

The bigger and more accurate picture is one of an unwaveringly and aggressively hawkish Fed; with
attendant risks of economic and asset market turbulence in tow. Accompanied by a stronger USD,
especially insofar it is driven by the confluence of rapidly rising US rates amid rate hikes and tightening USD
supply from QT, the reverberations from the Fed’s tightening may be most acute in EMs. Accordingly,
downside volatility in EM Asia FX could easily persist into Q3 despite rate hikes being mostly baked in.

Policy Hijacked by Inflation: Fact is, with Fed's initial "transitory” inflation prognosis caught spectacularly
wrong-footed, fears of more profound, pervasive and persistent inflation have hijacked the Fed’s policy
agenda,; as geopolitical price shocks and rolling supply-chain disruptions compound pre-existing cost-push.

Consequent Severe Tightening: Consequently, the Fed, which is consumed by an urgency to get inflation
under control, is poised for the most severe tightening cycle in recent memory. The intensity of this
tightening cycle may be under-appreciated unless the amplitude, pace and combination of tightening tools
(both rate hikes and QT) are considered holistically. And the sense is that the whole (tightening impact)

may be greater than the sum of the parts, which are comprised of;
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1) an aggressive rate hike cycle (of a cumulative 275-300bps of rate hikes into early-2023, possibly
more beyond) that is likely engineered to overshoot “neutral rates” to anchor inflation
expectations alongside;

i) fairly harsh balance sheet run-off (also known as quantitative tightening, abbreviated as QT), which
is set to drain a staggering $522bn from global markets in 2022 and almost $1trln in the first
12months starting June 2022.

Greater & Faster: Crucially, not only is the amplitude of tightening greater, but the pace is significantly
faster. In the 2014-19 tightening cycle the total quantum of rate hikes was 225bp, spread over 5 years
(from the start of “taper”). Whereas this time, the Fed is primed to hike by 225bp (as per OIS pricing)
within the first 12 months; and potentially by 350bps or more beyond.

Similarly, QT in the last tightening cycle was phased in only 45 months from taper; and very gradually
stepped up (from $10bn/mth) to a $50bn monthly reduction. This time, QT kicks off just eight months after
taper; at $47.5bn for the first three months and at $95bn thereafter. In the first 12 months, QT this time will
drain $1trin from the global financial system compared to $230bn in the last cycle.

Roughly speaking both rate hikes and QT may be five times as impactful in amplitude and/or pace. And
the main impact may be from both being delivered simultaneously!

Hikes-QT “Double Whammy”: This double-whammy of rising price (from rate hikes), and reduced supply
(QT), of money (USD) inadvertently risks hitting the economic brakes hard; especially being delivered
insignificantly stronger dosages over a much shorter duration.

Specifically, the outsized tightening impact may be owed to more burdensome debt servicing (flows impact)
burdensome and asset price pressures (balance sheet effect) feeding off, and into, one another.

Fed Hawks & USD Bulls: With an aggressively hawkish Fed feeding off wage-price spiral risks amid an
exceptionally tight job market, global policy divergence, rather than a flip to policy convergence, is likely to
entrench in coming months. In turn this is likely to underpin resultant USD strength alongside rising UST
yields. What’s more, apart from the yield-driven boost to the USD, there could be a more pronounced
and persistent USD dominance insofar that global USD liquidity drainage is set to be stepped up in Q3.

Fed Hawks & EM Bears: The confluence of rising US interest rates, with shrinking USD liquidity and a
stronger USD are notorious for compounding economic and asset market pain from the Fed’s tightening;
which is cruelly likely to be felt more acutely outside of the US, and in particular in EMs.

Especially with knock-on impact from adverse feedback loops from the double whammy of rising costs of
debt and falling values of assets. Against this backdrop, volatility is par for the course. Some risk of
reflexivity causing sharp, pain in EM Asia FX being prolonged into Q3 at least; especially as aggressive
rate hikes and sizable USD liquidity drainage conspire.
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Important Information
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independent research department and it 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.

Disclaimer

Unless otherwise stated, all views or opinions herein are solely those of the author(s) as of the date of this publication and are not to be
relied upon as authoritative or taken in substitution for the exercise of judgement by any recipient, and are subject to change without notice.
This publication has been prepared by Mizuho solely from publicly available information. Information contained herein and the data
underlying it have been obtained from, or based upon, sources believed by us to be reliable, but no assurance can be given that the
information, data or any computations based thereon are accurate or complete. This publication provides general background information
only. It is information in summary form and does not purport to be complete. This publication has been prepared for information purposes
only and is not intended by Mizuho or its affiliates to constitute investment, legal, accounting, tax or other advice of any kind and all recipients
of this publication are advised to contact independent advisors in order to evaluate the publication, including, without limitation, the suitability
of any security, commaodity, futures contract or instrument or related derivative (hereinafter, a “financial instrument”), product or strategy
herein described. This publication is not intended to be relied upon as advice to investors or potential investors and does not take into
account investment objectives, financial situation or needs of any particular investor. It is not intended for persons who are Retail Clients
within the meaning of the United Kingdom’s Financial Conduct Authority rules nor for persons who are restricted in accordance with US,
Japanese, Singapore or any other applicable securities laws.

This publication has been prepared for information purposes only and is not intended by Mizuho to market any financial instrument, product
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disclosure document under applicable laws, rules, regulations or guidelines. Nothing contained herein is in any way intended by Mizuho or its
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commitment whatsoever. Neither the author, Mizuho nor any affiliate accepts any liability whatsoever with respect to the use of this
publication or its contents or for any errors or omissions herein.

Mizuho and its affiliates, connected companies, employees or clients may 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.

All of the information contained in this publication is subject to further modification without prior notice and any and all opinions, forecasts,
projections or forward-looking statements contained herein shall not be relied upon as facts nor relied upon as any indication of future
results. Opinions stated in this publication are subject to change without notice. Future results may materially vary from such opinions,
forecasts, projections or forward-looking statements. The information contained in this publication may not be current due to, among other
things, changes in the financial markets or economic environment. Mizuho has no obligation to update any information contained in this
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received this publication.
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