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EM Asia FX: Remembering Renminbi Correlations

Sharp Surge in AXJC vs. CNH Corresponds to Temporary & Partial
Dampener, Not Durable Departure, From CNY Correlations.
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“Don’t underestimate the Force.” - Darth Vader, Star Wars (Ep. IV): A New Hope
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e Recent CNH under-performance is remarkable. Obviously, for its depth; being 4-5% down vs.
USD since mid-May. But arguably, more for its dampened effect on EM Asia FX as a whole;
which is fairly visible in the sharp upswing in AXJ/CNH (consistent with AXJ out-performing CNH).

e Put another way, the sway of CNH sell-off on other Asia FX (as well as AUD) have been far more
muted than historically high (positive) correlations would have otherwise suggested.

e Why is this poignant? For three reasons. First, the positive correlation between CNH moves and Asia
FX (including AUD) has been to the order of some 68% since 2018. That’s to say, even accounting
for the 2018-19 US-China “trade war”” AXJ correlations with CNH have been significant.

e Second, and even more importantly, this elevated correlation has been consistent. Fact is, periods
of diminished correlation have been brief, usually entailing CNH out-performance amid
volatility, and, above all, promptly restored o the “usual” patterns of heightened co-movement.

e Finally, with over 70% sensitivity of proportional AXJ shifts vis-a-vis CNH (even on an aggregated
basis), what this means is that CNH shifts have material, identifiable impact on AXJ.

e And so, it is hard not to flag caution that markets will do well remembering CNH correlations,
and attendant drag forces from episodes CNH forces, when assessing risks for other AXJ.

e Admittedly, one-off/cyclical China-specific triggers (e.g. counter-intuitively, but compelling drag
from re-opening), structural/geo-political pressures and policy divergence undermining CNH
may account for relative AXJ out-performance vis-a-vis CNH.

e Nonetheless, inextricable and enlarged supply-chain and investment linkages between China and
the rest of Asia, dwarfing almost all other bi-lateral commercial linkages Asia has with other regions,
underpin the intertwined fates of the CNH and other EM Asia currencies.

e Broader point being, the buffer that EM Asia FX have against drag from CNY pressures is likely
temporary and partial dampener, not a durable departure from entrenched positive correlation.

e What’s more, any weakening in correlations between CNH and other AXJ currencies have been
brief, and crucially, the reasserted CNH impact on other AXJ has been significant.

e Simply put, itis reckless to assume the same degree of buffer on further bouts of CNH pressures.
In fact, it is too presumptuous to even have confidence that current AXJ out-performance against
CNH will be retained if risks sentiments sour. AXJ catch-down risks as such remain a clear and
present danger in the absence of offsetting “risk on” and/or USD slump.

e The upshot? If CNH soft spots show further signs of stress, accentuated by greater pressures for
capital outflows, it will lay bare dangers of more generalized and sympathetic AXJ sell-off.

e Darth Vader’s counsel to “not underestimate the force” resonates with not allowing measured AXJ
cushion to breed complacency about immunity. After all, the “force” is strong with the CNH.

FX Shifts (% Chg vs. USD as at 30th June 2023): Apart from JPY (harshly
impacted by surging UST yields amid policy divergence), CNH has slumped

a the most; in an uncharacteristic under-performance amongst AXJ.
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Note: The AXJ notation as used here expressly excludes CNH, for ease (and accuracy) of comparison with Asia ex-Japan
currencies; (such as INR, KRW, TWD, HKD, SGD, MYR, IDR, THB, PHP, VND and AUD).
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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”).
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.
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