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Pulling Rabbits & Slaying Dragons
Pivot Pitfalls: Of Constraints & Competition

February 2024Photo Credits: Vector Stock

“It does not do to leave a live 

dragon out of your calculations, 

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

As Year of the Rabbit gives was to the “Dragon”, we review;

i) soft-landing hopes/fantasies (rabbits), and;

ii)  simultaneously taming inflation (dragons)

Also volatile geo-politics as the threat of a "live dragon" amid 

risks of cavalier mis-calculations heading into US elections

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

Making sense of US exceptionalism & China gloom
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Equities Deflecting Rate Hike Stress Overly Reliant on “Immaculate Dis-inflation” Pivot
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But Elevated Real Rates Suggest that the Fed Pivot is Cautious, Conditional & Calibrated
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Distinction with a Difference: 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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But Warning of the Recession “Dragon”
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Equities-Banking Wedge Warns of Cracks in the Soft Landing Assumption
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The 2Y Yield  Discount to Fed Funds Rate Suggests Overdone  Pivot or Recession Risks
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The Biggest Rabbit Pulled Out of the Hat: Soft Landing
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But US Exceptionalism & Spill-over Global Cheer Neither Ubiquitous Nor Contagious
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The Key Question is Whether US Consumer Will Continue to Defy Gravity?

Chart from Bloomberg
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Especially if the Income Constraints Catch-Up in Conspiracy with Higher Rates

Source: Federal Reserve Bank of New York
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For Now … Gasoline Prices May be Fuelling Sentiments!

US Consumer Sentiments is at least partly driven by sharp drop in Gasoline Prices. 

Whereas Gasoline Cost Relief does not Guarantee Sustained Consumption Surge.
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Recession Risks Going by a 2nd Order Gauge is Hidden in Soft-Landing
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Geo-Politics: Conflict, Production & Passage

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 20% of shipping capacity impact

Panama Canal: Water Crisis

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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Geo-Politics: Oil Price Shocks … Geo-politics Complicates the Descend

Geopolitically-charged $100-120 surge neither imminent nor unavoidable. In fact, downside risks to Oil grows on
Non-OPEC supply. But equally, dangers of a geo-political flare-up in Oil is masked by illusions of controlled war.

Nuanced point on Geopolitics: It would take identifiable, proximate, threats of supply disruption of a significant
magnitude to catalyze such a large order of Oil price agitation.

Upshot: $100-120 crude is not the prevailing base case. But it is a “fat tail” risk. Meanwhile, OPEC-engineered
supply tightness and Saudi’s Budget preference/incentives for $100+ oil at least backstop Oil, if not, amplify
Crude price sensitivities alongside geo-political supply shocks.
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Geo-Politics: Heightened Uncertainty & “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
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Inflation: Irascible on Shocks (with a Lag) Underpinning “Last Mile” Worries …
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Inflation: … Compound Policy Dilemma & Hits Demand

 Stagflation-type outcomes of elevated

inflation despite soft demand  Cost shocks

hurting demand rather than softer demand

taming inflation?

 Policy dilemma inherited from pandemic-

related series of high inflation amplifies

hard-landing risks?
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US Elections: Bracing for Trump  2.0?
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China: Profits Pressured as Confidence Cracks
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China: Confidence Deficit & Geo-political Cracks Accentuate Fragilities
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China: Property Slump Reveals Worst Confidence Crisis

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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China: Cracking Deflation Details Reveal Compromised Growth Multipliers 

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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China Equities: Worse than 2015-16?
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Why RRR Cuts Alone Don’t … Cut It
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China Travails Being Addressed, Far from Absolved
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Copyright (c) Mizuho Bank, Ltd. All Rights Reserved. 

FX: USD Bears Counting on Erosion of Spreads ... A  Gambit, Not a Guarantee!
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Copyright (c) Mizuho Bank, Ltd. All Rights Reserved. 

FX: EUR - Hawkish ECB Flex May Not Persist & “Real” Challenges Remain!
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Copyright (c) Mizuho Bank, Ltd. All Rights Reserved. 

FX: JPY - A BoJ Problem with a Fed Solution … BoJ Ought to Avoid “Over-correction” Risks
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FX: CNH - Impacted by “Fundamental” Yield Support Eroded …
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Copyright (c) Mizuho Bank, Ltd. All Rights Reserved. 

FX: CNH - … & is Still Not Out of the Woods
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FX: EM Asia - Relatively Higher Real US Rates Impact alongside CNH Drag
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Copyright (c) Mizuho Bank, Ltd. All Rights Reserved. 

AXJ Outlook: A Bumpy Path Out of USD Dominance
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Copyright (c) Mizuho Bank, Ltd. All Rights Reserved. 

FX Views: A Narrative of US Exceptionalism to Fed Cold Feet amid  Recession Risks
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Copyright (c) Mizuho Bank, Ltd. All Rights Reserved. 

Growth Outlook:
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Copyright (c) Mizuho Bank, Ltd. All Rights Reserved. 

Inflation Outlook:
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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 mid-/Q3-2024
• Admittedly Presidential elections risks obscure
• But in any case, the drop in 2Y rates will speed up sharply late-Q1/early-Q2 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: Visualizing Pain from  Higher Rates
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Copyright (c) Mizuho Bank, Ltd. All Rights Reserved. 

Appendix: SEP for December FOMC



40 |   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


