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Why Fed Hawk-USD Bulls May Not be Exhausted

“Never trust to general impressions ... but concentrate … upon details.” – Sherlock Holmes
Beware Premature Bets on Peaking USD: At first blush, received wisdom about anticipatory markets and
past experience appear to concur with the notion that USD strength derived from a hawkish Fed tend to
be front-loaded; peaking well before the Fed’s policy rates. This is not wholly inaccurate. In fact, it is
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consistent with the logic of Fed rates expectations based projection of USD strength (see top Chart).
But equally, any conclusions about USD bulls having exhausted a hawkish Fed risk being premature,
if not outright misguided. As Sherlock Holmes put it, “general impressions” of USD strength on the cusp
of exhaustion (due to hawkish rate hike expectations being mostly priced in) may be debated, if not
debunked, if one “concentrate(s) upon the details” of this far more tightening cycle. In particular, once
appropriate distinctions on the intensity, extent from the last cycle are drawn.
Intensity of Fed to Instigate USD Bulls: First, the intensity of the Fed’s tightening cycle this time appears
to be under-accounted for by USD bull sceptics drawing parallels to the early USD peak in the last hiking
cycle. Crucially, the coincidence of aggressive rate hikes and balance sheet run-off (also known as
quantitative tightening or QT) is likely to extend and emphasize USD strength.
Whereas the “second wind” of USD strength followed after pause due to the interval between rate “lift-off”
and QT in the last cycle, the conspiracy of rising rates and diminishing USD supply at the margin may instead
induce comparatively more profound and persistent USD strength. In particular, given near-term
inclination for upsized 50bp hikes (June and July FOMC) and a step-up in QT (commencing June) from
$47.5bn per month to $90bn/mth in three months, Q3 looks primed for further USD strength.
Extent of Tightening Matters: Second, peak Fed rates and QT are set to materially exceed the last cycle
(that began in 2014 and ran through mid-2019). Especially as the Fed warns that high inflation may require
some degree of policy over-steer. Upshot being, a far larger degree of cumulative tightening (rates and
QT) ought to correspond to a greater degree and duration of USD strength (See Charts above).
Risk Retrenchment & USD Reinforcement: Finally, a conspiracy of sharply higher US rates and
significant USD liquidity drainage may induce larger-than-expected self-validating USD strength; as
the impact of the rising price (higher rates) and shrinking supply (from QT) of USD feed into, and off, each
other. Especially amid a retrenchment of risk as richly valued asset markets correct amid risk re-pricing.
And liquidation of assets may reinforce USD (haven) demand; and hence USD strength.
Resultant EM Asia Soft Spots & Slippery Slopes: What this means is that resulting weakness in EM Asia
currencies (AXJ) may not only endure into Q2, but likely extend into Q3. And even if AXJ regain traction
into end Q3 as Fed hawks mellow, downside risks within Q3 remain significant (See Tables overleaf).
In particular, vulnerabilities are likely to be most pronounced in currencies exposed to twin deficit risks
(e.g. PHP, INR & IDR) as uncomfortably elevated energy prices (amid Ukraine risks) collide with a hawkish
Fed inciting sharply higher US rates/yields.
In addition, commodity- (AUD, IDR, MYR) and China’s supply-chain (KRW, TWD) and Zero COVID
border restriction (THB, PHP) may induce more downside AXJ volatility.
Finally, upside risks to inflation and attendant monetary policy response will further differentiate AXJ
outcomes based on the Fed-EM Asia policy divergence narrative into Q3. IDR may be vulnerable unless
Bank Indonesia walks back on “patience”, AUD will hinge on the RBA’s hawkish pivot, while BoT, BNM
and BSP are watched for propensity to calibrate judiciously.
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Important Information
This publication has been prepared by Mizuho Bank, Ltd. (“Mizuho”) and represents the views of the author. It has not been prepared by an
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, commodity, 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
or service or serve as a recommendation to take or refrain from taking any particular course of action or participate in any trading or other
strategy. This publication is not an offer to buy or sell or a solicitation of any offer to buy or sell any security or any of the assets, businesses
or undertakings described herein, or any other financial instrument, nor is it an offer to participate in any trading or other strategy, nor a
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.
This is a strictly privileged and confidential publication. This publication contains information addressed only to a specific individual and is not
intended for distribution to, or use by, any person other than the named addressee or any person or entity in any jurisdiction or country where
such distribution or use would be contrary to law or regulation. Save with Mizuho’s prior written consent, you may not disclose, divulge,
reproduce or furnish any information contained herein to any other party. Please notify the sender immediately if you have mistakenly
received this publication.
Singapore: Mizuho is licensed as a bank under the Banking Act (Chapter 19) of Singapore, and is regulated by the Monetary Authority of
Singapore.
Japan: Mizuho is authorised and regulated by the Financial Services Agency of Japan.
United Kingdom / European Economic Area: In the UK, Mizuho is authorised by the Prudential Regulation Authority and subject to regulation
by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Details about the extent of MHBK's regulation
by the Prudential Regulation Authority are available upon request. This publication may also be distributed by Mizuho International plc (“MHI”).
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Authority.
United States: This publication is not a “research report” as defined in Commodity Futures Trading Commission (“CFTC”) Regulations 1.71
and 23.605. The content of publications distributed by Mizuho Securities USA Inc. (“MSUSA”) is the responsibility of MSUSA. The content of
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