6 February 2018

Implications of recent market volatility
After an extended period of low volatility, markets corrected from their highs in early February, as
Treasury yields notably spiked higher (see figure 1 and 2). Bullish economic data releases in the US
auguring inflation expectation, coupled with market expectations of higher interest rates, were key
factors reassessed by investors. Markets have responded accordingly: the Dow Jones Industrial
Average Index (DJIA) suffered its worst decline in more than six years as 10-year Treasury yields
reached 2.84%1.
In this Investment Note, Geoff Lewis, Senior Asia Strategist, Endre Pedersen, Chief Investment
Officer, Fixed Income, Asia (ex-Japan), and Ronald CC Chan, Chief Investment Officer, Equities,
Asia (ex-Japan) offer our views regarding the implications for investors from recent market
movements.

Comments from Geoff Lewis, Senior Asia Strategist
Investors should not act as if the stock market correction in early February means that we are facing the end of the
market cycle, as some in the financial media have been so quick to suggest. It seems reasonable to argue, as
some US equity strategists do, that in 2018 the real economy will be competing more strongly with financial
markets for the available marginal quantum of liquidity. That could still mean mid to high single digit returns from
the S&P500 in 2018, accompanied by a modest price-to-earnings ratio (PER) contraction if earnings grow by 11 to
12 per cent as consensus expects.
To argue that the US market is currently facing a deep and lasting correction in what looks likely to be one of the
best years for the US economy and corporate earnings since the upturn began is both unjustified and too bearish.
It has not happened before. Not until wage inflation exceeds 4.0% year-on-year can we expect to see any
significant pressure on corporate profit margins.

Comments from Endre Pedersen, Chief Investment Officer, Fixed Income (Asia ex-Japan)
US Treasury yields have moved sharply higher since the beginning of the year: from an initial starting point of
2.41% to recent moves up to 2.84%, a level previously seen in 2014. Yields came back down to 2.68% on 6
February highlighting jittery markets, uncertainty and heightened volatility.
We believe two factors explain this recent volatility. First, the market’s reaction to the release of better-thanexpected economic data. The January payroll report showed continued solid jobs growth along with tentative signs
of increasing wages. Second, investor expectations’ that interest rate hikes may come faster than current market
expectations. The January Federal Open Market Committee (FOMC) statement was perceived to be modestly
hawkish, which further contributed to the sell-off in US Treasuries.
In the current market environment, we believe Asian bonds remain well supported due to the impact of robust
global growth on regional economies and strong regional demand for the asset class. To date, Asian local currency
bonds have posted modestly positive gains while Asian dollar bonds are down around 1%, driven mainly by the rise
in US Treasury yields. Our view is that the Fed will increase interest rates three times in 2018. As we actively
manage the duration of our funds to protect against rising rates, we believe our funds are well-placed should we
see more rate hikes ahead.
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Bloomberg, as of 6 February 2018. Treasury yields are represented by closing price.
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Comments from Ronald CC Chan, Chief Investment Officer, Equities (Asia ex-Japan)
We believe that a correction in the markets is healthy given the strong performance in 2017 and year-todate. Fundamentals in Asia have not changed as earnings continue to be strong, as seen through earnings
2
revisions (see chart below) and valuations are undemanding relative to developed market equities . We expect
that economic growth in the region will be supported by a relatively benign interest rate environment as inflation
stays at reasonable levels.
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Chart 1: Asia ex-Japan earnings revision ratio
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Figure 1: Market movement since 1 February 2018
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FactSet, as of 31 January 2018.
BofA Merrill Lynch Asia Pacific Quantitative Strategy, MSCI, IBES, as of 31 December 2017.
Bloomberg, data as of 5 February 2018, price returns in US dollar. Past performance is not indicative of future results.
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Figure 2: US 10-year Treasury movement since January 2018

US Treasury yields once reached over 2.84% on 2 February
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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: Manulife 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: M anulife 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 Invest ment 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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