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Fixed Income market and lends her insights into how the country’s new five-year plan is

expected to impact its economy and financial markets.

Potential implications of the US
presidential election on China
fixed income

Under the current base case, i.e. a Biden
presidency and split Congress, we believe the
outcome of the US presidential election is broadly
constructive for China fixed income.

Sino-US relations should stabilise but will
remain contentious

From a macro perspective, we believe that Sino-US
relations have the potential to improve under the
Biden administration. While it is unlikely that there
will be a dramatic breakthrough in the two countries’
contentious diplomatic relationship, more
constructive rhetoric and policy continuity bode well
for greater bilateral cooperation to promote trade
and growth. There also may be less risk of
economic decoupling between the two in the near
term. Over the longer term, however, the trend of
multinational companies relocating manufacturing
and supply chains away from China should continue
and needs to be closely monitored by investors for
its economic impact.

' On Saturday 7 November 2020, Biden captured the presidency when
The Associated Press declared him the victor in his native
Pennsylvania at 11:25 a.m. EST. That victory won him the state’s 20
electoral votes, which pushed him over the 270 electoral-vote threshold
needed to prevail; Bloomberg: “Biden declares victory, calls on
Americans to mend divisions”, 8 November 2020;
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On Tuesday 3 November 2020, US voters decided who holds the balance of
power in Washington. President-elect Joe Biden was declared the winner of the
presidential election (7 November, ET), while at the time of writing (15
November, HKT), President Trump has not formally conceded defeat®. In this
investment note, Paula Chan, Senior Portfolio Manager, Fixed Income, analyses
the potential impact of the US presidential election on China’s fixed income

The 14™ Five-Year Plan (2021-2025): a key
policy framework to watch

Regardless of the US election outcome, we believe
that China’s 14" Five-Year Plan (2021-2025) should
play a major role in the country’s near-term
development trajectory. In October, the Chinese
government released initial details of the five-year
plan, which is slated to boost domestic innovation
capacity, strengthen military defence capability, and
focus on the quality of economic growth (rather than
achieve mere GDP targets) to lift income levels and
meet stringent environmental -protection goals?.

Over the longer term, China is likely to focus on its
“dual circulation policy”® that will seek to spur
domestic demand and, simultaneously, develop
conditions to attract foreign investment and boost
export-production capacity.

The underlying message to investors is clear: China
is preparing to eventually decouple from, or at least
be less reliant on Western economies. The country
will also continue to focus on improving the
efficiency of and return on capital from its state
owned enterprise (SOE) sector through reforms.
The urbanisation theme will continue to provide an

2 Wall Street Journal, “China stresses reliance on Its Own Technologies
in Five-Year Plan”, 29 October 2020.
®In May 2020, President Xi Jinping proposed the “dual circulation
model”, which promotes “internal circulation”, or the domestic cycle of
production, distribution, and consumption — as the main driver of
growth. Reuters, 16 September 2020.


https://apnews.com/article/why-did-AP-call-election-for-Biden-fe79276cd9175fffc7cf4fb58045fcf9
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important boost to domestic consumption and
growth.

Monetary policy should support onshore
credit market

For the onshore bond market, we expect that the
People’s Bank of China will keep monetary policy
relatively benign and supportive for credit. This
should be constructive for Chinese government
bonds as the central bank aims to buffer growth
while the economy is still recovering from COVID-
19 disruptions and slower global growth.

On the credit side, we expect strong demand by
companies that could see greater issuance from
newer emerging sectors and green bonds — this is
in line with the environmental theme of the five-year
plan. We also foresee growing interest among
issuers that are already active in the US dollar
credit space to issue domestically. As a result,
Chinese issuers can tap into onshore liquidity pools
and diversify funding sources, while also potentially
lowering debt-related borrowing costs compared to
overseas issuance.

Indeed, as China’s GDP accelerates, we believe
that that the level (or number) of defaults should be
contained and restricted to weaker segments, such
as weaker private industrial companies. Reforms in
the China SOE sector will also improve the credit
fundamentals for this sector over the medium term.

Renminbi to be well-supported over the
short-term

For the currency, we believe the renminbi (RMB)
will be well-supported in the near term as the
Chinese economy emerges from COVID-19 and
shows stable (positive) growth relative to other
major economies. The positive interest-rate
differential against other major bond markets will
also continue to attract inflows into Chinese assets,
which will also help to support the RMB (see Chart
1).

Our base case is that the RMB will remain range-
bound for now but could resume its appreciation on
evidence that Biden’s economic policies are in line
with the market’s expectations. On the other hand,
the RMB could face pressure in the future if the

proposed dual-circulation policy does not achieve
the necessary economic growth targeted or if global
growth deteriorates and trade with China is
significantly impacted.

Chart 1: Yield spread between German, US, and
China 10-year government bonds*
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Conclusion

We believe that if the US election base case holds
true, that the election of Joe Biden as US president
should inject stability into the Sino-US diplomatic
relationship, which is constructive for China fixed
income. Having said that, China is looking at the
long term with the country’s new five-year plan that
should boost its overall competitiveness and
domestic demand, while reducing its current
reliance on Western economies for growth.

4 Bloomberg, as of 7 November 2020.
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Disclaimers

A widespread health crisis such as a global pandemic could cause
substantial market volatility, exchange trading suspensions and
closures, and affect portfolio performance. For example, the novel
coronavirus disease (COVID-19) has resulted in significant disruptions
to global business activity. The impact of a health crisis and other
epidemics and pandemics that may arise in the future, could affect the
global economy in ways that cannot necessarily be foreseen at the
present time. A health crisis may exacerbate other pre-existing political,
social and economic risks. Any such impact could adversely affect the
portfolio’s performance, resulting in losses to your investment

Investing involves risks, including the potential loss of principal.
Financial markets are volatile and can fluctuate significantly in response
to company, industry, political, regulatory, market, or economic
developments. These risks are magnified for investments made in
emerging markets. Currency risk is the risk that fluctuations in
exchange rates may adversely affect the value of a portfolio’s
investments.

The information provided does not take into account the suitability,
investment objectives, financial situation, or particular needs of any
specific person. You should consider the suitability of any type of
investment for your circumstances and, if necessary, seek professional
advice.

This material, intended for the exclusive use by the recipients who are
allowable to receive this document under the applicable laws and
regulations of the relevant jurisdictions, was produced by, and the
opinions expressed are those of, Manulife Investment Management as
of the date of this publication, and are subject to change based on
market and other conditions. The information and/or analysis contained
in this material have been compiled or arrived at from sources believed
to be reliable, but Manulife Investment Management does not make any
representation as to their accuracy, correctness, usefulness, or
completeness and does not accept liability for any loss arising from the
use of the information and/or analysis contained. The information in this
material may contain projections or other forward-looking statements
regarding future events, targets, management discipline, or other
expectations, and is only as current as of the date indicated. The
information in this document, including statements concerning financial
market trends, are based on current market conditions, which will
fluctuate and may be superseded by subsequent market events or for
other reasons. Manulife Investment Management disclaims any
responsibility to update such information.

Neither Manulife Investment Management or its affiliates, nor any of
their directors, officers or employees shall assume any liability or
responsibility for any direct or indirect loss or damage or any other
consequence of any person acting or not acting in reliance on the
information contained herein. All overviews and commentary are
intended to be general in nature and for current interest. While helpful,
these overviews are no substitute for professional tax, investment or
legal advice. Clients should seek professional advice for their particular
situation. Neither Manulife, Manulife Investment Management, nor any
of their affiliates or representatives is providing tax, investment or legal
advice. Past performance does not guarantee future results. This
material was prepared solely for informational purposes, does not
constitute a recommendation, professional advice, an offer or an
invitation by or on behalf of Manulife Investment Management to any
person to buy or sell any security or adopt any investment strategy, and
is no indication of trading intent in any fund or account managed by
Manulife Investment Management. No investment strategy or risk
management technique can guarantee returns or eliminate risk in any
market environment. Diversification or asset allocation does not
guarantee a profit nor protect against loss in any market. Unless
otherwise specified, all data is sourced from Manulife Investment
Management.

Manulife Investment Management

Manulife Investment Management is the global wealth and asset
management segment of Manulife Financial Corporation. We draw on
more than 150 years of financial stewardship to partner with clients
across our institutional, retail, and retirement businesses globally. Our
specialist approach to money management includes the highly

differentiated strategies of our fixed-income, specialized equity, multi-
asset solutions, and private markets teams—along with access to
specialized, unaffiliated asset managers from around the world through
our multimanager model.

These materials have not been reviewed by, are not registered with any
securities or other regulatory authority, and may, where appropriate, be
distributed by the following Manulife entities in their respective
jurisdictions.

Additional information about Manulife Investment Management may be
found at www.manulifeim.com/institutional.

Australia: Hancock Natural Resource Group Australasia Pty Limited.,
Manulife Investment Management (Hong Kong) Limited. Brazil:
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Investment Management (Taiwan) Co. Ltd. United States: John
Hancock Investment Management LLC, Manulife Investment
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Markets (US) LLC and Hancock Natural Resource Group, Inc.
Vietnam: Manulife Investment Fund Management (Vietham) Company
Limited.
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