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China Bulls & CNH Bears: The Re-opening Paradox

China's Re-opening Reversal of; i): Goods Surplus Surge from Pandemic
Demand, and; ii) Diminished Net Tourism Outflows; Accentuated by
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— Sherlock Holmes

“There is nothing more deceptive than an obvious fact”
In a Nutshell: From the outset, the paradox of China’s re-opening has been that what is deemed beneficial
for the wider economy, is not for the renminbi (CNY & CNH). And so, CNH wobbles on weak China
data/economic disappointments is not inciting, but merely revealing (perhaps accentuating), pre-existing
Current Account pressures alongside propensity for capital leakages. In other words, diminished CNH
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buoyancy is not a bug, but a feature of China’s re-opening; accentuated by a conspiracy of post-COVID
consumption shifts, softening global demand, US-China geo-politics and ‘Common Prosperity” overhang.
There is “nothing more deceptive” than the “obvious” bullish CNY view on China’s re-opening optimism.

CNH wobbles: To be sure, sharp bouts of CNH weakness resulting in a breach of the psychological 7-
figure for the USD/CNH might feed into, and off, itself to instigate latent instability fears. More so as
CNH tumble was not merely a reflection of sweeping USD dominance hopes, but crucially also as by-
product of CNH specific concerns stemming from underwhelming run of China data (from imports to
credit to industrial production); consistent with overdone re-opening cheer.

Unintended, But Undeniable Re-opening Drag: We are however not surprised by the bout of CNH
weakness. Instead, we are cleared eyed that the weak data merely unleashed sentiment-driven CNH
retrenchment. Fact is, as counter-intuitive as it might initially appear, underlying CNH drag was not set off
despite, but precisely because, of the re-opening boost. Particularly as unintended effects of re-opening
conspire to significantly diminish China’s Current Account (C/A) surplus, amid Financial Account drag;
both undermining cash-flow support for CNH.

Goods Drag amid Post-COVID Demand Rebalancing & Demand Risks: Specifically, China’s record
good surplus run during COVID (when consumption was predominantly all directed at goods) that has
boosted the C/A to records, is in fact set to be significantly reduced. Notably as China s re-opening further
accentuates on-going, post-COVID goods-to-services re-balancing of consumption patterns. Moreover,
gathering global headwinds suggest flagging goods demand may be worsened (over and above substitution
away from goods to services).

Tourism Drag on Services: What’s more the concurrent, sharp reduction in China’s services deficit,
most of which was owed to closed borders stopping the outflow of tourist spending offshore, is also set to
be reversed (possibly quite rapidly) as Chinese tourists head back out with the re-opened borders.
Depending on the “vengeance” factor of Chinese tourists, the services deficit can substantially jump
(in 2019 net Chinese tourists spending was 1.7% of China’s GDP), accentuating C/A drag.

Capital “Leakage” on ‘Common Prosperity” & Conflict: Finally, overhang from the uncertainties and
wealth preservation anxieties incited by ‘Common Prosperity’ could keep financial/capital outflows
elevated. This propensity to hedge wealth away from (and out) china may be further facilitated by re-opened
borders. What’s more, intensifying US-China tensions could worsen this impetus for capital outflows.
In particular, as geo-economic threats warn of pressures on returns and risks of adverse balance sheet shocks.

Re-opening Bulls & Renminbi Bears: The upshot is that despite the positive macro sentiment impact
of re-opening for China, the irony is that CNH prospects may be compromised, if not undermined. And
so bouts of USD strength, and worse, episodes of US-China geo-political friction could see CNH pushed
further on the back foot despite “peak USD” bets.
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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.
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