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China Risks & AXJ Spill-overs

In a Nutshell: China macro, and related currency (CNY and CNH) risks have been understated in
this episode of global “risk off” and attendant asset market meltdown. But this is a quirk of global
sell-off/catch-down with long beaten down CNY assets and not standalone China buffer. Certainly
not China optimism despite glimmer of Politburo backstop. Point being, China macro risks remain
significant. and it follows that CNH is not quite out of the woods as structural drag forces amid
chronic confidence deficit conspire with unremitting geo-political threats. In this context, spill-over
AXJ downside risks are prominent. And further accentuated by on-going risks of JPY-funded “carry
unwind” as the BoJ remains susceptible to JPY over-steer. Finally, US recession risks that have dragged
USD this time, could arguably flip into AXJ pressures if that results in adverse demand shocks being
priced in. As such, despite Fed rate cuts bets coming into view, we assess a bumpy path to Fed pivot
with distinct downside CNH and AXJ fumbles.

China Risks: Distraction, Not Deliverance

e The threat of a meltdown in global markets yesterday merely provided distraction, not
deliverance, from China’s on-going structural and geo-economic pressures.

e This is critical context for appreciating (pun intended) CNH surge yesterday (at one point
below 7.10), which has now partly retraced (to mid-7.14 as at the point of writing).

e What’s more, ~1.5% gains in CNY since late last week broadly corresponds to the wider USD
sell-off (in DXY terms). So, a benign beta play, not an astounding alpha coup.

e Accordingly, Chinese equities down “just” 1-2% on a day that Nikkei plunged >12% and
Nasdaq was down 3.4% (following Friday’s 2.4% drop) is not exceptionalism in its own right.

o But instead speaks to relative buffer in an external storm given already beaten down
valuations but far from a resolution of fundamental structural woes.

e Admittedly, there were more concrete and tangible support measures from the Politburo
for consumers, tech, real estate and new industries.

e And to be sure, these are undeniably welcome pain relief, that merely assuage threats of
unabated pro-cyclical demand-side pressures.

o Nonetheless, in totality, the measures fall far short of being a panacea.

e Crucially, not a (longer) game-changer given the scale and breadth of geo-economic threats
colliding with generational socio-political shifts.

e A particular sticking point being, that demand-side confidence shortfall remains chronic and
is only superficially acknowledged, not quite addressed.

o Notably, unresolved income hurdles (imposed by elevated youth unemployment and dimming
income prospects) and wealth impediments (property, inequality, etc.) continue to hobble the
ability to durably lift demand/confidence.
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o Quantitatively, this may potentially even open the door for incrementally lifting growth
momentum by 0.2-0.4%-pt (per annum) over 6-18 months, albeit depending on execution and
follow-through.

e But the ability to extricate China from a structural downward drift in growth potential to
4.0-4.5% range (if that) remains fraught.

e More worryingly, China’s chronic confidence deficit remains an economic overhang that
suppresses demand-led growth multipliers, compromises stimulus efforts and stifles CNH/CNY
assets amid capital outflow pressures.

BoJ-US Jobs Trigger (End July to 5th Aug): EM Asia FX YTD (End-2023 to 5th Aug): But EM Asia FX Remain
moves Mostly Playing off Weaker USD and CNH Compromised More Broadly. And AXJ Pressures
Buoyancy. But JPY Carry Unwind a Latent Risk. Can Re-emergeif JPY Squeeze, which has Reclaimed
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FX Risks: AXJ Spillovers

e CNH Opportunistic Bounce ...: What this means is that any opportunistic CNH bounce
is best not to be mistaken for lasting relief; much less a sustained, unfettered rally.

e ... Not Out of the Woods: Simply put, CNH is not out of the proverbial woods,
remaining vulnerable to continued pressures from pre-existing confidence issues as
well as vulnerabilities to fresh geopolitical shocks.

o Attendant AXJ Vulnerabilities: In turn, adverse CNH ripples could make of a bumpy path for
EM Asia FX given entrenched trade and financial linkages.

o USD Pivot Not a Given: Notably, “USD pivot” on Fed pivot bets to drive AXJ rebound are
overly simplistic, masking latent vulnerabilities. In fact, if US pivot invokes demand shock “risk
off”, AXJ could initially pullback.
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e JPY Carry Unwind Drag Potential: What’s more, with accentuated JPY volatility likely to be
feature of the path to Fed pivot, elevated risks of JPY-funded carry unwind also pose potential
drag to AXJ.

e BolJ Susceptibility for JPY Over-steer: Especially given the susceptibility of the Bol to
inadvertently over-steer on JPY guidance amid tightening signals misconstrued and dynamic Fed
pivot expectations amplifying inherent JPY volatility.

o Negligent to Ig Near-Term Volatility: All said, despite potential for AXJ pick-up 12-18 months
out, it is negligent dismiss near-term volatility that frustrates an unfettered ascend for AXJ

simply on account of Fed pivot.
e A Conspiracy of Risks: Point being, a conspiracy of lingering China risks, JPY carry unwind that
remains “live” even if checked, and potential for initial demand shocks from US downturn risks

all suggest bracing for two-way volatility.
o And Consequent Patches of AXJ Downside: And this entails distinct pockets of AXJ slippage
in the run-up to, and through the initial phases of intersecting Fed pivot and US elections.

One-Way JPY Slump, since Fed Tightening Signals
(Sep 2021), to Multi-Decade (30Y-40Y) Lows Sets the
Stage for Acute JPY Squeeze Unravelling Carrry
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FX Forecasts  Sep 24 Dec24 Mar 25 Jun 25 Sep 25
7.00-743 | 698-758 | 6.94-745 | 691-730 | 6.86-7.25
USD/CNY
(7.18) (7.26) (7.16) (7.08) (7.07)
81.3-86.4 80.2-87.5 78.4-849 18.0-83.7 78.1-83.3
USD/INR
(83.6) (84.5) (82.2) (80.9) (80.5)
USD/KRW 1210-1430 | 1230-1400 | 1220-1350 | 1200-1350 | 1190-1290
(1320) (1330) (1280) (1250) (1240)
USD/SGD 1.286-1.367 | 1.322-1.407 | 1.299-1373 | 1.294-1.353 | 1.302-1.368
(1.336) (1.365) (1.335) (1.330) (1.328)
31.1-337 | 30.6-335 | 303-329 | 29.7-319 | 293-315
USD/TWD
(32.1) (32.5) (31.3) (30.6) (30.2)
USD/IDR 15550- 16520 | 15780 - 16970 | 15840 - 16960 | 15800 - 16640 | 15290 - 16600
(16200 (16300) (16200) (16000 (15800
USD/MYR 432-472 | 440-472 | 433-475 | 426-470 | 4.20-4.55
(4.50) (4.63) (4.52) (4.45) (4.40)
USD/PHP 55.7-60.6 | 55.8-59.3 | 55.0-59.5 | 55.0-59.4 | 54.1-59.0
(58.0) (58.4) (57.8) (57.2) (56.8)
34.3-317.2 34.2-37.6 34.5-37.8 34.2-36.6 34.0-36.4
USD/THB
(35.4) (36.2) (35.5) (35.2) (35.0)
USD/VND 24700 - 25600 | 25200 - 25800 | 24800 - 25300 | 24600 - 25200 | 24500 - 25100
(25200) (25300) (24900) (24800 (24700)
AUD/USD 0.625-0.690 | 0.625-0.689 | 0.643-0.698 | 0.639-0.720 | 0.679-0.737
(0.662) (0.652) (0.673) (0.686) (0.705)
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performance stated therein.

This material is confidential.
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jurisdiction where such distribution, publication, availability or use would be contrary to or restricted by law or regulation. Persons or entities into whose possession this document comes
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COUNTRY SPECIFIC DISTRIBUTION INFORMATION

Australia: This document is intended only for persons who are sophisticated or professional investors for the purposes of section 708 of the Corporation Act 2001 (Cth) of Australia

(“Corporations Act”), or “wholesale clients” for the purpose of section 761G of the Corporations Act. It is not intended for and should not be passed on, directly or indirectly, to other
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603425912) and Mizuho Securities (Singapore) Pte. Ltd. (ARBN 132105545) are registered foreign companies in Australia and are each exempt from the requirement to hold an AFSL
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Costa Rica: Nothing in this document constitutes a representation that any investment strategy or recommendation contained herein is suitable or appropriate to a recipient’s individual
circumstances or otherwise constitutes a personal recommendation. This document is published solely for information purposes, it does not constitute an advertisement and is not to be
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