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takeaways in this market note.

Chief Economist

Looking past the debt ceiling:
crisis averted, now what?

Theoretically, the agreement means that we don’t have
to worry about the issue until late 2024. That's a positive
and a relief in many ways; however, that throws the
focus squarely on how the agreement could affect the
economy.

On that front, we have three main takeaways.

1. The overall trajectory for the U.S. economy
hasn’t changed

The legislation imposes restraints on government
spending in the next two fiscal years, with the bulk of the
cuts coming from nondefense discretionary spending.
Working off estimates, this likely represents a 0.2%
reduction in government spending—roughly US$185
billion—over the two-year period. The reduction in
spending may sound significant, but in terms of its
impact, it's likely to be negligible.

There are still plenty of dark clouds on the horizon.
Fiscal spending has fallen off a cliff since 2021 as
pandemic-related measures were wound down.
Meanwhile, the U.S. Federal Reserve (Fed) has yet to
pause monetary tightening even as the economy
continues to absorb the effect of the rate hikes that has
taken place since March 2022. With both levers of
policy support continuing to weigh on growth, we expect
the U.S. economy to slip into a recession in the second
half of the year.
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It finally happened. After weeks of negotiating, Congress approved legislation that
lifted the U.S. debt ceiling until 1 January 2025, averting a historic U.S. default that
would’'ve sent shockwaves across the globe. Frances Donald, Global Chief

Economist and Strategist, Multi-Asset Solutions Team, discusses three main

2. T-Bill deluge: the U.S. Treasury is about to
issue a lot of debt

In her letter to Congress, U.S. Treasury Secretary Janet
Yellen made it clear that cash levels are running low and
the government could default on its obligations if the
debt ceiling isn’t raised or suspended by June 5. Now
that the ceiling has been temporarily suspended, the
race to replenish the Treasury’s coffers is on.

Estimates vary but market chatter suggests that the
Treasury could sell as much as US$1 ftrillion of U.S.
debt to fund its operations by the end of September.

Here’s the issue: The sale of U.S. Treasuries tends to
hoover cash out of the financial system. When the sums
involved are significant, it could have a negative effect
on liquidity. Bear in mind that this is taking place amid
Fed tightening and quantitative tightening. We’ve been
through various spurts of liquidity shocks in the past few
years and know that it's anything but pleasant. It's
certainly an issue that ranks high on my list of things to
monitor, more so than the expected reduction in
government spending.


https://home.treasury.gov/news/press-releases/jy1506
https://www.reuters.com/markets/us/markets-brace-deluge-treasury-bill-supply-after-us-debt-deal-2023-06-05/
https://www.reuters.com/markets/us/markets-brace-deluge-treasury-bill-supply-after-us-debt-deal-2023-06-05/
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One to monitor: U.S. bond market volatility
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Source: Intercontinental Exchange (ICE) Bank of America (BofA), Macrobond, Manulife Investment Management, as of 5 June 2023. The gray areas represent
recessions. The Intercontinental Exchange (ICE) Bank of America (BofA) U.S. Bond Market Option Volatility Estimate (MOVE) Index is a yield curve-weighted
index of the normalized implied volatility on one-month U.S. Treasury options. It is not possible to invest directly in an index.

3. Anincreasingly politicized macro backdrop

One of the most challenging elements of economic
forecasting at the moment is that the economy’s outlook
is increasingly dependent on how policymakers choose
to respond to events. It's an environment that requires
economists to take on the role of psychologists and
mind readers. Frankly speaking, we’re not very good at
that and shouldn’t need to be.

Investor focus shouldn’t be on whether we slip
into a recession

We can expect the coming months to be filled with
chatter about whether the U.S. economy will slip into a
recession and when that could happen. It's natural for
us to do that—we’ve been conditioned to ask these
questions. But in our view, to focus solely on these two
questions would be to miss the bigger, more pertinent
issues.

When we speak to recession risks, we’re pointing to the
likelihood of a material economic slowdown and an
ongoing rise in the unemployment rate. As things stand,
it's entirely possible that we could experience a

significant downturn that doesn’'t meet the technical
definition of a recession. It's also possible that we could
encounter a different sort of recession—one in which
firms choose to hang on to their workforce (therefore
remaining in full employment) while other pockets of the
economy such as manufacturing weakens.

| believe the way we think about recession risk needs to
be more nuanced, with an understanding that:

o Inflation is likely to remain uncomfortably high
in the next six months

e Job losses are unlikely to rise to the extent that
they did in past recessions

e The Fed—and possibly the Biden
administration—could be constrained in some
way and may not be able to respond as quickly
as they would like to

Understandably, this means we can expect risk markets
to experience some headwinds in the months ahead. In
other words, buckle up, the macro environment is about
to get more complicated.
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Disclaimer

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 is intended for the exclusive use of recipients in jurisdictions
who are allowed to receive the material under their applicable law. The
opinions expressed are those of the author(s) and are subject to change
without notice. Our investment teams may hold different views and make
different investment decisions. These opinions may not necessarily
reflect the views of Manulife Investment Management or its affiliates. The
information and/or analysis contained in this material has 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 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 here. 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. 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 or protect against the risk of loss in any market. Unless
otherwise specified, all data is sourced from Manulife Investment
Management. Past performance does not guarantee future results.

Manulife Investment Management

Manulife Investment Management is the global wealth and asset
management segment of Manulife Financial Corporation. We draw on
more than a century 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.

This material has not been reviewed by, is 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 manulifeim.com/institutional

Australia: Manulife Investment Management Timberland and
Agriculture (Australasia) Pty Ltd, Manulife Investment Management
(Hong Kong) Limited. Canada: Manulife Investment Management
Limited, Manulife Investment Management Distributors Inc., Manulife
Investment Management (North America) Limited, Manulife Investment
Management Private Markets (Canada) Corp. Mainland China: Manulife
Overseas Investment Fund Management (Shanghai) Limited Company.
European Economic Area Manulife Investment Management (Ireland)
Ltd. which is authorised and regulated by the Central Bank of Ireland
Hong Kong: Manulife Investment Management (Hong Kong) Limited.
Indonesia: PT Manulife Aset Manajemen Indonesia. Japan: Manulife
Investment Management (Japan) Limited. Malaysia: Manulife
Investment Management (M) Berhad 200801033087 (834424-U)
Philippines: Manulife Investment Management and Trust Corporation.
Singapore: Manulife Investment Management (Singapore) Pte. Ltd.
(Company Registration No. 200709952G) South Korea: Manulife
Investment Management (Hong Kong) Limited. Switzerland: Manulife
IM (Switzerland) LLC. Taiwan: Manulife Investment Management
(Taiwan) Co. Ltd. United Kingdom: Manulife Investment Management
(Europe) Ltd. which is authorised and regulated by the Financial Conduct
Authority United States: John Hancock Investment Management LLC,
Manulife Investment Management (US) LLC, Manulife Investment
Management Private Markets (US) LLC and Manulife Investment
Management Timberland and Agriculture Inc. Vietnam: Manulife
Investment Fund Management (Viethnam) Company Limited.

Manulife, Manulife Investment Management, Stylized M Design, and
Manulife Investment Management & Stylized M Design are trademarks
of The Manufacturers Life Insurance Company and are used by it, and
by its affiliates under license.




	One to monitor: U.S. bond market volatility

