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Thematic Dragon Risks

March 2024Photo Credits: Shutterstock, FT

“It does not do to leave a live 

dragon out of your calculations, 

if you live near him” 
- Gandalf, Lord of the Rings

In the year of the Dragon, (Geo-)Politics Could Supplant 

Global Monetary Policy as the Dominant Force in Markets.

Making sense of US exceptionalism & China gloom

Why "immaculate dis-inflation" may be a fairy tale or illusion.

1. Trump 2.0
2. Competitive Pivot
3. No Immaculate “Soft-Landing”:
4. Debt Reckoning, Risk Re-pricing
5. Bumpy Dis-inflation
6. Geo-political Threats Unmitigated
7. Oil’s Non-OPEC Levers
8. “Crowding Out”
9. China’s Prolonged Pain
10. India: Silver Lining, Not Bullet
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Ten Themes To Think About

1. Trump 2.0
Rising likelihood of a second
Trump Presidency brings with
it heightened uncertainty,
“second wind” for USD,
possibly interrupted yield
declines and likely wider
term/risk premiums.

2. Competitive Pivot The Fed
may not dominate rate cuts;
challenging received wisdom on
unmitigated USD weakness,
and/or “risk on” bet. Instead,
sharp JPY rebound may be the
more defined outcome.

3.No Immaculate “Soft-Landing”
Uninterrupted “risk on” glide-path
down in rates from “costless” dis-
inflation is stretched. Instead,
lagged policy pain may prompt
sharper cuts with initial window of
“risk off”.

4. Debt Reckoning, Risk Re-pricing
Elevated post-pandemic debt and
rates warn of pain masked by
unfamiliar lag from unprecedented
pandemic distortion. Resultant,
sharply differentiated credit risk
premium jump amid contagion threat.

5. Bumpy Dis-inflation
Inflation has peaked, but is prone to
bumpier “last mile”. Resultant
“higher for longer” instincts
ironically amplifies risks of sharper
cuts amid vulnerabilities to of not-so-
soft landing.

6. Geo-political Threats Unmitigated
Propensity for Ukraine mis-calculations,
Middle-East spillover and rising Russo-
NATO tension suggest elevated, geo-
political threats accentuated by US
election as brinksmanship and
misjudgment collide.

7. Oil’s Non-OPEC Levers
Dominant US output, and (downside)
demand risks further out diminish
OPEC’s sway in buoying crude prices;
with any significant bullish moves
likely to be from geo-political flares,
not OPEC supply curb flair.

8. “Crowding Out” Conflict and need
for gradual cutback on pandemic debt
reliance warn of bloated global
government debt issuances and resultant
“crowding out” pressures. In turn, this is
likely to; i) increase term premium, and;
ii) differentiate (credit) risk premium
along dimensions of cash buffer and
credit/capital market access.

9. China’s Prolonged Pain Absent a
sufficiently forceful reversal of real
estate clamp-down, unresolved
confidence deficit is a binding drag.
More so as structural policy
constraints conspire with conflicting
political-economic objectives.

10. India: Silver Lining, Not Bullet
Compelling structural, medium-term
allure, accentuated by “China+1”, is a
silver lining contingent on requisite
reforms. Not an unconditional silver
bullet that negates overarching global
uncertainty/headwinds, K-shaped
outcomes, and financial stability threats.
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1a. Trump 2.0 (US Elections): Bracing for Geo-economic Blows
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1b. Trump 2.0: Channels of “Dollar Trump”
S

tr
o

n
g
 U

S
D

FX Sentiments

Weak FX 
Elsewhere

Strong USD

Real Rate 
Spreads

Nominal Rate 
Spread

Inflation Spread

ToT (OCF)

Price Effects

Volume Effects

Investments 
(ICF)

Trade Wars

Geo-political 

Leverage

Economic 

Advantage

Risk 

Aversion

Diplomatic 

Advantage 

Fiscal-RC Lift 

in UST Yields

Energy  

Buffer



5 |   Private and confidential

2a. Competitive Pivot: US Exceptionalisms’ Policy Spills Over?
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2b. Not All Fed Pivots are Created Equal! “Competitive Pivot”/US Exceptionalism Matter
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2c. Competitive Pivot: USD Bears Banking on Spread Erosion … A  Gambit, Not a Guarantee!
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2d. EM Asia: Evolving Inflation Augments Fed “Higher for Longer” Risks
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2e. EM Asia: … With FX Amplifying Circular/Reflexive Policy-FX Risks
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2f. JPY Surge Risks Underpins “BoJ Problem with a Fed Solution” 
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3a. History is Not on the Side of “Immaculate” Soft-Landing; regardless of US Exceptionalism
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3b. And to be Sure, Taylor Rule Does Not Require This Much Restriction
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3c. Why Being Wrong About “Immaculate Dis-inflation” Matters

Rate Cuts
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• Arguably, motivation for rate cuts critical in 
determining asset market outcomes.

• Specifically, “immaculate dis-inflation” will 
trigger “risk on” response conducive for 
asset prices.

• But rate cuts on growth risks are “risk off”!

• Drop in yields – initially led by 2Y sensitivity 
to policy – is consistent across either 
iteration of rate cuts.

• But USD, equities and risk premium
consequences may be starkly different.

• USD: To ease on “risk on” but surge on 
“risk off” amid haven demand.

• Equities: “Immaculate dis-inflation” rallies 
liable to sharp corrections on hard landing.

• Risk Premium: To surge (denting EM/risk 
assets) if economic outcomes sour.  
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3d. Inversion Gauge is Also Warns of Long & Variable Lags
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(34)a: Unprecedented Distortions & Lags: Illusion of US Consumer Exceptionalism?

Chart from Bloomberg
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(34)b. Especially if the Income Constraints Bind Amid Higher Rates

Source: Federal Reserve Bank of New York
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(34)c. Especially if Policy Proves Too Tight for Lagged Labour Impact or Financial Risks
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4a. Risk Re-Pricing: Pain from  Higher Rates  Asynchronous Risk Premium Threat!
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4b. Risk Re-Pricing: Conditions for Risk & Term Premia Restoration?
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4c. Build-up of Volatility as “Carry” Buffer Declines  Harder to Keep Calm & “Carry” On
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5a. Bumpy Inflation: Irascible on Shocks (with a Lag) Underpinning “Last Mile” Worries …
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5b. Inflation: Geo-political Structural Lift … But Diminished as Cyclical Policy Lever
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Red Sea:

Conflict risks - Houthi Rebels

Could disrupt passage of Oil

~12% of global shipping (~$1trln)

CoGH detour adds 3-4 weeks to Asia routes

 approximated to be 20%

of shipping capacity impact

6. Geo-Politics: Conflict, Production & Passage

Panama Canal:

Water Crisis 

(Non Conflict 

Risk)                    

Straits of Hormuz:

Conflict risks

Most critical Oil choke point – Iran risk

20-22MBpD of Oil (~$1.2b worth)

Most of Saudi’s Oil passage

~20-25% od seaborne Oil Passage

 as Large as a Doubling in Prices!
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7. Oil: Geo-Political Cues Hijack Near-Term, Demand to Dampen Later Further Out

• OPEC’s ability to exploit/accentuate geo-political premium to boost prices is diminished; deferring to: 
1) proximate threats to production and passage of oil from conflict overtake OPEC production 

guidance as the more emphatic price trigger;

2) a surge in non-OPEC output from US ramp-up to prospects of relaxation of sanctions elsewhere 

offset OPEC curbs and; 

3) concerted US pressure to have lower pump prices heading into the Presidential elections features in 

oil market bets.
• Even with risk of geo-political flares, likely to trend/settle lower ~ $60-80, not durably surmount $100.
• Siege of the Straits of Hormuz can send crude spiking to $130-160. But a temporary “tail risk”.
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8. “Crowding Out”: Geo-Politics Heightens Uncertainty & Accentuates “Crowding Out” Risks

 Insofar that fears of US debt/unsustainble fiscal trajectory dominate, yields may ironically go higher;
 as heightened (but not acute) geo-political risks is associated with increased debt issuance on defense

(Ukraine/Gaza) to a greater degree than (yield suppressing) haven demand.
 Conspires with QT & “higher for longer rates” inflation to amplify “crowding out” risks.

Chart from Bloomberg

Fed Starts 
Quantitative 
Tightening



26 |   Private and confidential

9a. China: Structural Impediments & Constraints
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9b. China: Chronic Confidence Deficit

Binding Structural Impediments

Confidence Deficit: By-product of uncertainty on "Common Prosperity" campaign (motivated by
complex socio-political agenda that sometimes supplant economic aims).
 Confidence overhang hampers big-ticket spend and investments, compromising growth multipliers.
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9c. China: Property Overhang Will Take a Lot to Reverse

Property Overhang
• Backstop critical but Falls Short!
• Financing cashflow is welcome 
• But Not Sustainable Without  Sales  

(Operating Cashflow) Recovery Requiring 
Confidence.

• Psyche of “sure win” property has changed. 
• POEs defaulting amid “Common 

Prosperity” leaves Confidence Shaky.
• Compromises growth multipliers & credit.
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10a. India: Tempering Economic Optimism  “Borrowed” & Uneven Growth…

1. Buffer from External Headwinds is welcome but far from Sufficient to deflect Global Risks
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10b. India: Tempering Economic Optimism  Growth Inflated by Extraordinarily Low Deflator?
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10c. India: Tempering Economic Optimism  In Fact, CPI-based Growth is Barely 4%!
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10d. India: The Consumer & the “K”

2. Unsustainable Credit Binge by “Middle Class” neither sustainable, nor pervasive enough to lift.

3. Uneven growth/drivers apparent in equities boom, showing concentrated allure and not reflected across all India 

firms/businesses.  
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FX: CNH - Impacted by “Fundamental” Yield Support Eroded …
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FX: CNH - … & is Still Not Out of the Woods
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FX: CNH – Pressures & Policy Dilemma Abound
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FX: CNH – Pressures & Policy Dilemma Abound
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FX: IDR – Pressure from “Twin Deficit” Brink & China/Policy Risks
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FX: IDR – Commodities & Global Trade Blowback Risks
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AXJ Outlook: A Bumpy Path Out of USD Dominance
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Appendix: Fed & Yield Outlook – Growth Risks Rather than Dis-inflation to Drive Deeper Cuts

Growth Impact, Not “Immaculate Dis-inflation”:
• Fed cuts more aggressively as growth shocks overtake dis-inflation
• Most of the cuts are likely to be concentrated late-2024; with ~200bp of cuts by H1 2025
• Admittedly Presidential elections risks obscure
• But in any case, the drop in 2Y rates will speed up sharply H2-2024
• This will reverse the “inversion” more durably.
• In fact, in 2025 heading into 2026, there could be a more emphatic pick-up in (10Y-2Y) term premium.
• This is likely to be based on structurally higher inflation, once growth risks are checked
• Compounded further by worries of more bloated UST issuances at the longer end from widening fiscal deficit.
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Appendix: BoJ YCC (First published on 12th March): Why YCC Abandonment is Not a Sharp Turn 

• The starting point is the BoJ has a full suite of tools to calibrate, an aversion to cavalier boat-rocking. 

• To that end, neither NIRP nor YCC abandonment are tightening. 

• Instead they are tweaks that don't preclude policy accommodation.

• To be clear, a controlled (+10bp) exit from NIRP (to ZIRP) is well-telegraphed; and par for the course.

• Crucially, it is not a tightening cycle. 

• Fact is, a one-off NIRP-to ZIRP* transition is not inconsistent with policy accommodation.

• Admittedly, YCC abandonment on paper has the potential for much more pronounced tightening impact.

• In particular, if JGB yields are lifted significantly; given over 300bp of (UST-JGB) spread.

• But in practice it is significantly dulled. Fact is, the BoJ will not allow JGB yields (and policy) to become unhinged.  

• For one, it is hasty to assume that the BoJ will abandon YCC unconditionally.

• In particular, relinquishing YCC, a price-driven policy, will be mitigated by resuming more active QQE** (a 

quantity-driven policy).

Despite the different mechanisms, both have the same aim. To anchor yields along the curve. 

In fact, QQE could afford a greater degree of flexibility in targeting yield anchor across the curve more 

flexibly; even if quantum of buying is announced before-hand.

• The upshot being, YCC abandoned, does not equate to yield anchor forsaken. Far from. 

• And insofar that the BoJ is highly unlikely to flirt with self-harm from an abrupt policy turn, USD/JPY is more 

likely to be on a glide-path lower, not a free-fall on assumptions of sharp drops in UST-JGB spreads.

• At least not on account of the BoJ. Whereas unexpected dovish turn by the Fed is a different proposition altogether. 

• Point being, the JPY is a “BoJ problem with a Fed solution”.
^ The BoJ has;

i)  dismantled the three-tier rate system and negative interest rates to restore policy rate at 0.0-0.10%;

ii) abolished YCC 0% target with an upper bound of 1%;

iii) but will continue to buy JGBs broadly in line with pre-existing purchases

*A one-off 10bp adjustment to zero policy rate will have less of an impact than earlier YCC range tweaks that have added some 50-80bp of upside.

** qualitative and quantitative easing. In this case quantitative JGB purchases substitute for purchases enacted under YCC
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Appendix: BoJ ETF



43 |   Private and confidential

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”). MHI is 

authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation 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 publications distributed directly to US customers by Mizuho is the responsibility of Mizuho. US investors must effect any order for a security that is the subject 

of this report through MSUSA. 

© 2014 Mizuho Bank Ltd. 

Disclaimer


