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EM Asia Risks: Inflation Shocks to Overtake?
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“I presume nothing” - Sherlock Holmes
In a Nutshell: Relief from peaking US inflation may be compromised by accelerating inflation in EM
Asia. Point being, even as (US) inflation is undeniably the dominant driver for markets and policy, it is
not a one-dimensional risk. In fact, ironically, peaking US inflation accentuates, rather than assuages,
associated macro-stability risks in EM Asia in the context of EM Asia’s inflation out-run. As Sherlock
Holmes said, “presume nothing”.

Admittedly, peaking US inflation imaginably provides some relief from fears of an inadvertent policy-
induced hard-landing from Fed oversteer. But this may be insufficient to override capital outflow risks
associated with coincident out-run in EM Asia’s inflation (vis-a-vis the US) eroding EM Asia’s real
(excess) returns in EM Asia.

Especially as uncomfortably elevated, despite peaking, US inflation constraints the Fed’s ability to dial back
hawkish instinct. And consequent pressures on EM Asia central banks to tighten as macro-stability
vulnerabilities mount may compound economic woes while fiscal space for cushion is compromised. In all
these inflation shocks narrow the path to averting worse-case outcomes.

EM Asia’s Inflation Outrun: In-coming inflation shocks reveal EM Asia’s price pressures accelerating
to catch-up with US inflation. More pronounced vulnerabilities to food and energy price shocks, as a
consequence of considerably higher weights for food and energy in the consumption basket, means that the
out-run in EM Asia’s inflation looks set to extend and entrench. Especially as lags in EM Asia’s re-
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opening underpin the contrast between peaking US inflation and rising EM Asia cost shocks — which turns
up stagflation-type” pressures in EM Asia.

Resultant Inflation “Inversion Reversion”: The resultant inflection in EM Asia-US inflation spread, as EM
Asia’s inflation pick-up overtakes that of the US (as it has almost ubiquitously since Q2, and since Q1 for
Thailand; see Charts), is consistent with our earlier warning* of inflation “inversion reversion”.
Specifically, in reference to inflation dynamics beginning to reverse out uncharacteristically “inverted”,
state of higher US inflation vis-a-vis EM Asia.

Accentuating Hawkish Fed Risks: And insofar that US inflation, despite peaking, is not set to recede
convincingly enough for the Fed to renege on its aggressively hawkish stance, EM Asia’s inflation
“inversion reversion” will accentuate capital outflow risks from an aggressively hawkish Fed. Especially
considering that in ethe context of stagflation-type pressures, real returns in EM Asia are undermined by a
double-whammy of compromised growth and exacerbated cost-shocks.

Necessary, But Insufficient Policy Response: Admittedly, EM Asia central banks have stepped up to the
plate in front-loading the removal of accommodation. But the risk is that sharp policy trade-offs (between
growth and tackling inflation) will limit options and cushion. Upshot being, EM Asia’s policy tightening
IS necessary to insure against worst-case macro-stability threats, but insufficient to render the Fed’s
far more aggressive tightening a glancing blow to financial stability.

Narrow Path to Avert Worse-Case: What’s more, monetary tightening comes at the expense of growth,
which in turn also compromises growth/returns/stability. Invariably, it is a narrow path to avert worse case
outcomes; especially as fiscal space to compensate for monetary policy dilemma is compromised by
pre-existing COVID strains now vulnerable to the risks of negative ratings cycle that tend to accompany
rising global/US rates. With Fed’s rate hike strewn with risks from war, China, lingering COVID and a
myriad other moving parts, we can benefit from Sherlock Holme’s wisdom to “presume nothing”.

A Please see Mizuho Chart Speak - EM Asia: Stagflation-Type Risks Mount, 1 Jun 2022,
*Please see Mizuho Chart Speak - EM Asia FX: The Inflation ‘Inversion Reversion’ Risks, 21 Feb 2022.
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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
affiliates to offer, solicit and/or market any financial instrument, product or service, or to act as any inducement to enter into any contract or
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
publication. Past performance is not indicative of future performance.
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such distribution or use would be contrary to law or regulation. Save with Mizuho’s prior written consent, you may not disclose, divulge,
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