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Global risk-off market sentiment
prevails

The recent decline in US Treasury yields confirms
the team’s view that US Treasury yields would likely
remain range-bound. This scenario gives investors
the opportunity to trade the range tactically. The US
Federal Reserve (Fed) continues to monitor the
potential risks to both the US and global economy;
however, we believe that the current impact of the
coronavirus outbreak should not impact the
previously communicated Fed policy on interest
rates.

Gaming sector and tourism-related credits
most affected, so far

In Asian credits, we have seen some spread
widening offset the gains in Treasuries, with high-
yield (HY) credits underperforming investment-
grade (IG) issues in the US-dollar market. Certain
at-risk sectors (see below) have driven the
underperformance of HY relative to IG. We are not
surprised by this trend in the current uncertain
market environment, given the very strong start in
Asian credits year-to-date.

Local-currency regional government bond vyields
have trended Ilower, which also reflects the
uncertain economic backdrop. Chinese government
bonds are the most likely to maintain these gains,
as the People’s Bank of China is expected to
provide additional policy support in the coming
months.
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Investors have reacted in a risk-off manner to the uncertainty surrounding the
economic impact of the coronavirus outbreak. Endre Pedersen, Chief
Investment Officer, Fixed Income (Asia-Pacific), believes that Asian fixed
income markets are awaiting further information to assess the economic impact

on China and the rest of the region.

With the majority of its bonds in the HY space,
Macau gaming has been the most impacted of the
meaningfully sized sectors so far'. Tourism and
retail-related areas of the market (including car
rental and shopping-mall operators in China) are
also likely to be directly affected®>. We are closely
monitoring the situation and developments.

Asian currencies are generally weaker
against the greenback

Asian currencies have broadly weakened against
the US dollar due to the economic implications of
the spreading virus. The Thai baht has been the
worst performer so far, reflecting Thailand’s
dependence on tourism. We expect that the
Chinese renminbi will set the direction for other
regional currencies, with the potential for lower
near-term growth in China impacting the Korean
won and Singapore dollar. The high-yielding South
Asian currencies, such as the Indonesia rupiah,
India rupee, and Philippine peso, have remained
resilient and are showing relatively little impact at
this point. They are likely to perform well in a low
global interest rate environment.

'The Macau gaming sector accounts for roughly 1.2% of market
capitalisation of the J.P. Morgan Asia Credit Index (JACI), as of
January 2020..

2 Gaming, retail and tourism collectively contribute 1.4% of market
capitalisation of the JACI, as of January 2020.
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The trajectory of the virus will drive the
market’s reaction

Overall, the spread of the coronavirus has
introduced significant uncertainty and volatility in the
Asian bond market. While the SARS outbreak in
2003 provides a convenient analytical comparison,
we believe that the current situation is very
different. In addition to the different characteristics
of the coronavirus, the Chinese economy has
changed (both in size and composition), and the
response of government authorities to contain the
spread has been relatively swift. That said, it is
difficult to assess the impact relative to SARS
without further information.

Beyond the immediate reaction, we believe that
regional fixed-income markets are awaiting further
information to fully assess the economic effects on
China and the rest of the region. At this point, it is
difficult to know how long the uncertainty will
persist. We will also continue to monitor the events
closely, and if markets experience meaningful
spread widening, this may be a buying opportunity
for Asian credits.
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Disclaimers

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.manulifeam.com.

Australia: Hancock Natural Resource Group Australasia Pty Limited,
Manulife Investment Management (Hong Kong) Limited. Brazil:
Hancock Asset Management Brasil Ltda. Canada: Manulife Investment
Management Limited, Manulife Investment Management Distributors
Inc., Manulife Investment Management (North America) Limited,
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Limited. Malaysia: Manulife Investment Management (M) Berhad
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200801033087 (834424-U). Philippines: Manulife Asset Management
and Trust Corporation. Singapore: Manulife Investment Management
(Singapore) Pte. Ltd. (Company Registration No. 200709952G).
Switzerland: Manulife IM (Switzerland) LLC. Taiwan: Manulife
Investment Management (Taiwan) Co. Ltd. Thailand: Manulife Asset
Management (Thailand) Company Limited. United States: John
Hancock Investment Management LLC, Manulife Investment
Management (US) LLC, Hancock Capital Investment Management,
LLC and Hancock Natural Resource Group, Inc. Vietnam: Manulife
Investment Fund Management (Vietham) Company Limited.
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