12 October 2018

Our thoughts on the latest global market sell-off
On 10 October 2018, US stocks suffered their worst fall since early February. The sell-off hit
broader equity markets in Asia – bourses in Taiwan, South Korea and China registered
deep losses. In this market note, our investment teams share their thoughts on the recent
sell-off and the implications for Asian investors. As active managers, we emphasise that this
environment would be favorable for us with the on-the-ground resources needed to pick
fundamentally-strong securities that may have been indiscriminately oversold.

Asia market summary1
The turbulence in US stock markets triggered another sell-off in Asia on Thursday (11 October) with the
MSCI Asia ex-Japan falling to a 19-month low. Tech-heavy Taiwan companies were among the region’s
worst-hit – the broader TWSE index lost more than 6%. South Korea’s KOSPI index was down 4%, while
A-shares listed in Shanghai and H-shares listed in Hong Kong dropped by over 5% and around 4%,
respectively.
Earlier this week, the US 10-year Treasury yield reached 3.2% (and then retreated) and the IMF reduced
global growth forecasts. Some believe the renewed market turbulence in the US could be a delayed
reaction to negative news.
Chart 1: Global and Asia equity market movements and US 10-year Treasury yields2
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Our thoughts on the sell-off
Mixed impact in the Asian Fixed Income space
A correction in the US equity market is driving the current episode, as the sell-off is primarily an equity
story – impact on Asia Fixed Income has been mixed. Interest rates have lowered across the region in
sympathy to the US Treasury move, except for certain risk sensitive markets like Indonesia (where longterm yields increased by 10 to 20 basis points). Currencies have been resilient due to the US dollar not
reacting too much to the US equity sell-off – the exception are currencies more closely linked to equity
flows, namely the South Korean won and Taiwanese dollar. Credit spreads are modestly wider, but we do
not see credit deterioration among names held in our portfolios.
Our Asia Total Return Strategy, with its flexible diversified portfolio, is positioned to navigate volatility
experienced by global markets. The strategy has investments in US dollars (currently overweight), Asian
currencies (currently underweight), investment grade (currently overweight), high yield, corporate bonds,
and sovereign bonds ─ all in a dynamic fashion. The average duration of the portfolio is around five years.
Asian Equities lower, but opportunities remain in China
Asian stocks were lower on the back of a sell-off in the technology sector as big tech names stocks were
sold off aggressively on Wednesday. China A-shares are down 27% year-to-date in US dollar terms.
Valuations are beginning to look attractive relative to earnings growth and US markets. Moreover, greater
foreign investor interest could be around the corner as the MSCI considers increasing the A-share weight
in their indices (going from a 5% to 20% weighting for emerging markets in the second half of 2019) and
FTSE includes A-shares into their indices. On the macro side, China’s fiscal and monetary policy also has
room to provide potential upside. We remain focused on companies that are either champions in their
industry, or companies uniquely positioned to operate in a niche industry in their own market.
For the Hong Kong Opportunities Strategy this year, the portfolio has taken profit on some of its technology
holdings and has refocused on domestic consumption and services in light of ongoing trade tension.
Overall, we expect further volatility in Asian markets led by ongoing China-US trade friction, a stronger US
dollar, and potential inflation concerns in the US. We believe this environment would be favourable for
active managers like us with the on-the-ground resources needed to pick fundamentally strong securities
that may have been indiscriminately oversold.
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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 representati on 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 educational and 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 performance 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 t o 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: 20070995 2G).
Vietnam: Manulife Asset Management (Vietnam) Company Ltd. Australia, South Korea and Hong Kong: Manulife Asset Management (Hong Kong)
Limited in Hong Kong and has not been reviewed by the HK Securities and Futures Commission (SFC). Philippines: 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 in 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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