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Beware (Bull) Traps & Turbulence

Nonetheless EM Asia FX are Highly Differentiated; with various
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USD Index & Global Recessions: While the Evidence is Not
Ubiquitous, USD Tends to Qut-Perform into Most Recessions_So, if
Recession Risks Mount into 2023, One-Way Bearish USD Bets May
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“Be careful not to choke on your aspirations.” - Darth Vader, Star Wars

In a Nutshell: Warnings of bull traps and turbulence, and not cavalier doubling down of bullish bets, ought
to dominate the narrative around EM Asia FX (AXJ) in coming months. Admittedly, AXJ appear
constructive on a medium- to longer-term basis but face significant turbulence near-term; as scope for
risk re-pricing, diminishing real returns and gathering global demand headwinds conspire

For one, in the broadest of strokes, EM Asia FX gains will be checked by the resistance that the USD puts
up; even as it relinquishes its crown. Simply because Fed hawks, while less aggressive, are not done as yet;
and could revive outbursts of USD rebound as Fed pivot bets are disappointed.

Crucially, EM Asia risk premium exceptionally diminished. The laws of (at least partial) reversion must apply
as overdone China cheer and post COVID relief wane; especially if global downturn risks mount. And that
suggests moderation in the rapid EM Asia FX gains since Q4 last year. More so as US disinflation outpacing
sticker inflation in EM Asia diminishes AXJ s real carry. Finally, growing US-China tensions could also take
some wind out of EM Asia assets/FX (in aggregate).

High inflation regimes with twin deficit risks will be most vulnerable to bouts of risk re-pricing that
tends to correspond to strong USD rebound. So, tourism buffer of THB and the capital inflow/quasi-haven
status of a MAS bolstered SGD are preferred to the twin deficit-high inflation risks of PHP and INR; the
latter also being buffeted by the Adani crisis. KRW and TWD may initially struggle on soft chip order books
requiring cyclical tailwinds from further out to stage a strong rebound (on a relative basis).

Pitching AXJ Allure on Peak USD

Arguably, it is tempting to exploit ‘Peak USD’ narrative as an opportunity for long EM Asia FX bets.
And admittedly, there are reasons to be fundamentally constructive on EM Asia currencies (AXJ) too;
from the cyclical tailwinds of (lagged) post-COVID recovery to the structural geological forces of
demographics and productivity gains alongside capacity enhancements from investments.
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Flawed Amid Overarching Risks

But confusing peak USD for AXJ propulsion is fatally flawed. More so if AXJ support premised on
medium- to longer-term fundamentals support. Whereas AXJ will not be absolved of overarching global
policy and geo-political upheavals; which are inclined to keep downside AXJ risks in play.

Significant Risks of AXJ Turbulence

In fact, the broader macro and geo-political backdrop is bristling with significant risks of AXJ
turbulence. In particular, given the build-up of inherent and growing AXJ vulnerabilities associated with
risk re-pricing, diminishing real returns and gathering global demand headwinds. And so, despite the strong
rebound in AXJ since Q4 last year, it would be cavalier to double down on unbridled bullish AXJ bets.
Instead, a far wiser approach would be to be respectful of the danger of bull traps and episodic
turbulence; for wide-ranging, but not exhaustive, reasons elucidated here:

Dollar to Contest: For a start, and in the broadest of strokes, EM Asia FX gains are likely to be
checked by the proclivity of the USD to contest demands to relinquish its crown. Simply
because Fed hawks, while less aggressive, are far from done; and certainly not turning doves in a
rush. Point being, the Fed may continue to disappoint bets on proximate rate cuts in H2. In turn, this
demonstration of “keeping at it” ought to squeeze overdone USD selling; with attendant
convulsions in (and against) AXJ.

Rich EM Asia Valuations: Especially given that EM Asia’s risks appear to be severely mis-priced.
Specifically, EM Asia’s risk premium appear exceptionally diminished (under-priced); which
implies precariously rich valuations that are vulnerable to sharp corrections. So apart from
episodes of broad-based USD rebound, AXJ are inherently inclined to sharp corrections;
assuming at least partial reversion to historically consistent risk premium. A process that may be
hastened by more elevated rates and mounting geo-political uncertainty.

Moderating Economic Cheer: Overdone China cheer and post COVID relief waning under the
circumspection of binding economic and geo-political realities also suggests that front-loaded AXJ
gains may be saturated. Especially if a global demand destruction risks grow, warning of diminished
hard currency flow to most EM Asia exporters. And that suggests moderation in the rapid EM
Asia FX gains since Q4 last year.

Diminished Real Carry: What’s more, as US disinflation outpaces stickier inflation in EM Asia, the
real carry in EM Asia (and AXJ) is materially diminished. And as this inflation dynamic,
disadvantageous to AXJ plays out further, accentuated by a relatively more hawkish Fed (in terms
of combined hikes and QT) the allure of AXJ is liable to erode.

US-China Risks: Finally, growing US-China tension could also take some wind out of EM Asia
assets/FX as spillover economic/financial risks mount. Specifically, prospects of devastation of both
real economic damage inflicted indirectly via trade channels as well as adverse financial risks.

Dampened & Differentiated

Despite broad-based drag forces, any AXJ shake-down is more likely than not to entail a greater degree
of differentiation; as uneven exposures to; i) sectors (e.g. manufacturing, hospitality), which are themselves
to hospitality) prospects; ii), twin deficit risks; iii) commodity/shipping reliance and; iv) geopolitical-headline
exposures discriminate. While far from comprehensive, some broad thoughts are as follow:
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e Assuch high inflation regimes with twin deficit risks will be most vulnerable to bouts of risk re-
pricing that tends to correspond to strong USD rebound; which raise red flags for PHP and INR
vulnerabilities most noticeably. Adani headline risks amplifying rupee risks.

e While sweeping insulation is not a luxury any EM Asia FX may declare, the tourism buffer of THB
and the capital inflow/quasi-haven status of a MAS bolstered SGD render these as relative
outperformers in the region.

e KRW and TWD may initially struggle on soft chip order books requiring cyclical tailwinds from
further out to stage a strong rebound (on a relative basis). So a case of front-loaded pro-cyclical risks
linked to global downturn risks. KRW may have a greater degree of weakness given Current Account-
driven positive correlation to shipping cycle as well.

e Despite the commonality of commodity theme for AUD, IDR and MYR, the performance between
these currencies could also materially diverge. MYR has near-term pick-up from faded political risks
premium, but IDR faces continued policy divergence risks. RBA-debt tensions hold back AUD.

FX Forecasts Mar23 Jun 23 Sep 23 Dec 23 Mar 24 Jun 24
6.50- 6.96 6.49 - 5.94 6.63 - 7.32 6.63-7.12 6.57-7.06 6.56- 6.96
UsDfcmy
(6.78) (6.68) (7.02) (6.85) (6.79) (6.78)
USD/INR 79.5-84.6 79.6-84.4 80.7-37.1 77.8-86.3 76.3-83.0 75.5-82.3
(83.2) (81.6) (34.8) (82.0) (80.4) (79.5)
USD/KRW 1170- 1320 1130- 1320 1210-13%0 | 1180- 13530 1220 - 1340 1210- 1370
(1250) (1230) (1320) (1280) (1270) (1265)
USD/SGD 1.279-1.351 | 1.253-1.347 | 1.282- 1.436 | 1.284 - 1.410 | 1.306- 1.388 | 1.289-1.365
(1.323) (1.298) (1.370) (1.358) (1.342) (1.325)
28.9-30.8 27.8-31.2 29.1-33.2 28.5-32.2 29.1-31.6 28.5- 30.6
UsD/TwD
(30.2) (29.3) (31.6) (30.3) (30.0) (29.4)
USD/IDR 14420 - 15910 | 14470 - 15800 | 14710 - 16640 | 15120 - 16540 | 15000 - 16300 | 14570 - 15810
(15350) {15120) (15960) (15780) (15500) {15050)
4.05-4.43 2.98-4.40 4.13- 4.63 4.23-4.58 4.18-4.51 4.14 - 4.50
UsD/MYR
(4.35) (4.20) (4.48) (4.43) (4.36) (4.32)
USD/PHP 33.5-57.7 51.0-61.5 53.7-61.8 53.7-57.9 51.7-57.0 52.4-57.2
(56.3) (54.2) (57.2) (56.2) (54.3) (54.0)
9-34. 7-33. .3-35. 6-35. .7-35. 4-34,
USD/THB 31.9-346 30.7-33.8 32.3-35.2 31.6- 351 32.7-353 32.4-34.6
(33.3) (32.6) (34.2) (33.9) (33.6) (33.3)
USD/VND 22900 - 23900 | 22500 - 24100 | 23500 - 25200 | 23700 - 24800 | 23600 - 24500 | 23400 - 24000
(23550) (23600) (24500) (23800) (23700) (23600)
AUD/USD 0.666 - 0.755 | 0.700- 0.800 | 0.621-0.762 | 0.650-0.781 | 0.641-0.728 | 0.682 - 0.746
(0.708) (0.7456) (0.670) (D.685) (0.695) (0.710)
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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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