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Overall impact on China bonds from US trade tariff is
manageable
US-China trade tensions have intensified triggered by US President Donald Trump’s plan to
impose a 25% tariff on up to US$60 billion of Chinese imported goods. Hours after the
announcement, China prepared tariffs of US$3 billion on US imported goods.
In this investment note, Paula Chan, Senior Portfolio Manager (Fixed Income), assesses
the potential economic impact of tariffs on China and the Chinese bond market. On a PanAsian bond level, Endre Pedersen, Chief Investment Officer (Fixed Income, Asia ex-Japan),
cautions investors that the market cannot fully price in events such as escalating trade
friction – being nimble in volatile markets is the key.

Potential impact on China manageable
According to Paula Chan, Senior Portfolio Manager (Fixed Income), from an economics perspective, a
trade war is a “lose-lose” scenario for both the US and China. However, at this nascent stage of
development (based on initial US and China announcements on tariffs), the overall impact on China is
manageable.
Assuming the up to US$60 billion tariff is referring to the tariff base, the estimated impact to China’s
economy is around 0.1% of its annual GDP, 1 which Chan believes is insignificant. Morever, China’s
foreign direct investment in Asia and the “One Belt, One Road” initiative may potentially help reduce the
negative economic impact from any potential trade war. China’s robust foreign reserves (US$3.1 trillion),
high reserve-requirement-ratio (RRR at 17%) 2 and high real interest rate (2.4% after inflation) 3 also
provide China with enough ammunition to buffer any external economic shock.
Currently, it is widely believed that China will not use its renminbi currency nor sell its US Treasury
holdings as tools of retaliation. We are now entering into a timeframe for negotiation between the two
countries; most believe the US and China may come to an agreement.

Our China bond positioning
Our onshore China bond strategy is positioned for the Chinese government’s deleveraging policies and
de-risking of the financial sector, which Chan believes is more influential for the asset class than trade
policies.
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The market’s reaction to the tariff announcement has been measured. The renminbi is holding up
relatively well and slightly outperforming some Asian currencies since last Thursday, which partly reflects
China’s strong fundamentals. Onshore Chinese government bond yields are slightly lower, while, at time
of writing, credit spreads of Chinese corporate bonds have widened due to investor sentiment (and not
fundamentals). Nevertheless, the Chinese corporate bond market is well-diversified, and we believe
sectors such as financials and selective state-owned-enterprises (e.g. utilities) will not be directly
impacted by the trade policies.

Markets have not fully priced in a potential trade war
In January 2018 at the Manulife Asset Management Regional Investment Conference, Endre Pedersen,
Chief Investment Officer, Fixed Income (Asia ex-Japan), highlighted “Rising geopolitical and
protectionism risk” as one of the top five macro themes for Asian bonds this year. Thus, the rising
trade conflict between the US and China does not come as a great surprise.
Pedersen believes markets cannot fully price in complex events such as a potential trade war. Many
unknowns still exist: whether it will actually occur, which policies and retaliatory policies will be adopted
across the region (form); and how it will affect economic activity and markets (magnitude). Depending on
how the situation evolves (e.g. whether US protectionism is extended to the wider region and China’s full
response), this could possibly amplify market volatility.
For positioning, we currently favour higher-yield Asian bond markets. With both issuance and
idiosyncratic risks rising, security selection is the key consideration in Pan-Asian bond markets. For
currencies, we favour the US dollar and currencies of domestically-oriented economies, such as
Indonesia and India, as they may outperform once investor sentiment stabilises and fundamentals rise in
importance. We believe currencies of regional export-led economies, such as South Korea and Taiwan,
may suffer the most from rising trade tensions.
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Disclaimer
Manulife Asset Management is the asset management division of Manulife Financial. The information and/or analysis contained in this material
have been compiled or arrived at from sources believed to be reliable but Manulife Asset Management does not make any represe ntation as to
their accuracy, correctness, usefulness or completeness and does not accept liability for any loss arising from the use hereof or the information
and/or analysis contained herein. Neither Manulife Asset 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.
This material was prepared solely for informational purposes and does not constitute a recommendation, professional advice, an offer,
solicitation or an invitation by or on behalf of Manulife Asset Management to any person to buy or sell any security. Nothing in this material
constitutes investment, legal, accounting or tax advice, or a representation that any investment or strategy is suitable or appropriate to your
individual circumstances, or otherwise constitutes a personal recommendation to you. The economic trend analysis expressed in this material
does not indicate any future investment performance result. This material was produced by and the opinions expressed are those of Manulife
Asset Management as of the date of this publication, and are subject to change based on market and other conditions. Past per formance is not
an indication of future results. Investment involves risk, including the loss of principal. In considering any investment, if you are in doubt on the
action to be taken, you should consult professional advisers.
Proprietary Information – Please note that this material must not be wholly or partially reproduced, distributed, circulated, disseminated,
published or disclosed, in any form and for any purpose, to any third party without prior approval from Manulife Asset Management.
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.
Indonesia: PT Manulife AsetManajmenIndonesia. Malaysia: Manulife Asset Management Services Berhad. Thailand: Manulife Asset
Management (Thailand) Company Limited. Singapore: Manulife Asset Management (Singapore) Pte. Ltd. (Company Registration Number:
200709952G). Vietnam: Manulife Asset Management (Vietnam) Company Ltd. Australia, South Korea and Hong Kong: M anulife Asset
Management (Hong Kong) Limited in Hong Kong and has not been reviewed by the HK Securities and Futures Commission (SFC). Phil ippines:
Manulife Asset Management and Trust Corporation Japan: Manulife Asset Management (Japan) Limited. Taiwan: Manulife Asset Management
(Taiwan) Pte. Ltd. (Investment is not protected by deposit insurance, insurance guaranty fund or other protection mechanism i n Taiwan. For the
disputes resulted from the investment, you may file a complaint to the Securities Investment Trust & Consulting Association of the R.O.C. or
Financial Ombudsman Institution. License No. 106 Jin-Guan-Tou-Xin-Xin-008 "Independently operated by Manulife Asset Management
(Taiwan) Co., Ltd." /6F., No.89, Songren Rd., Taipei, Taiwan 11073, Tel: (02)2757-5999, Customer Service: 0800-070-998.)
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