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Biden presidency could trigger global reallocation to Asia
Less confrontational style likely to lower headline
risk and may drive global investors to refocus on
the fundamental strengths of Asia’s economies
and financial markets.
By Robert Gilhooly, Senior Emerging Markets Research Economist,
and Adam McCabe, Head of Fixed Income, Asia and Australia
Asian financial markets could reap the benefits if US President-Elect
Joe Biden proves to be more conventional than his predecessor in
the White House, potentially triggering a reallocation of global capital
to the region.
Consensus expectations point to a less confrontational diplomatic
style for a Biden administration – creating less geopolitical headline
risk, fewer market shocks and consequently reduced volatility.
We anticipate that the incoming Democratic-led US government will
review its relationship with China. This will form a key narrative for
the global economy in 2021.
While we don’t expect the US to reverse its policy stance on China,
we suspect Biden will place less emphasis on the bilateral trade
deficit. Instead he could use it as basis for negotiation as he resets
America’s relationship with China and recommits to the rules-based
international trade architecture.
One area of common ground could be action on climate change, with
Biden a known advocate for environmental sustainability and China
having stated its intention to become carbon neutral by 2060.
Any warming of US-China ties would relieve pressure on global
supply chains, which would be positive both for foreign direct
investment into Asia and for business investment. Similarly, the
signing of the Regional Comprehensive Economic Partnership (RCEP),
which aims to reduce tariff and non-tariff barriers across 15
countries, should help to secure trade and deepen regional
integration.
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A reduction in volatility would also be positive for Asian markets in
general, potentially encouraging investors to refocus on the
fundamental strengths of governments and companies in the region.
Asian economies are at a more advanced stage of recovery from the
Covid-19 pandemic than Western peers, having demonstrated
greater state capacity to manage the crisis.
In addition, we may see Biden roll back some US corporate tax cuts
and deregulations implemented by President Donald Trump. That
could strengthen the relative appeal of non-US companies, including
those in Asia.
For now we are forecasting a split US Congress and a return to a
relatively obstructionist Republican policy stance. Consequently we
have toned down our forecasts for US fiscal stimulus.
The likelihood of a smaller fiscal package suggests US monetary
policy will remain accommodative for longer, while we believe the
economic impact of the coronavirus pandemic will be disinflationary.
This could point to dollar weakness, while being supportive of Asian
and emerging market currencies. We are positive on hard and local
currency Asian bonds, most notably Chinese government bonds.
One unknown is how the rollout of coronavirus vaccines will impact
the global economy. Global trade has held up relatively well during
the crisis to date, benefitting Asian economies that are deeply
embedded in the global goods’ trade.
China’s economy has rebounded quickly – reflecting both global
trade and a robust domestic policy response – and appears likely to
escape with little long-term damage to its pre-Covid trend. Leading
indicators such as PMIs remain at high levels, consistent with China’s
continued catch-up, while national property sales have rebounded
almost on a par with pre-Covid levels.
Hong Kong, Singapore, Taiwan, Korea, Australia and New Zealand
also appear likely to suffer relatively less long-term structural
damage to their economies as a result of the pandemic.
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However, we suspect Asian nations will lag the US and Europe a little
in terms of inoculating their populations. Western countries have
secured more Western-made vaccines and will be first in line to
receive those. We are optimistic about the efficacy of these vaccines,
as underlined in recent trials.
The scale of infection in the US and Europe could be driving a
stronger sense of urgency. We expect a significant proportion of
their populations to have been inoculated by the end of 2021.
While China has started vaccinating its population already, having the
production capacity to achieve herd immunity in a nation of 1.4
billion people will be a big ask. For Asia as a whole, we suspect
substantial inoculation will be more of a 2022 story.
In terms of a revival in global tourism, we expect to see patchy
development next year. Progress on rapid coronavirus testing could
go a long way to driving a resumption in international travel.
We expect more travel corridors to open up between nations,
although the extent to which governments recognise vaccines from
foreign countries could dictate the strength of the resumption in
tourism globally.
Investment opportunities
We are positive on the prospects for hard currency Asian bonds,
which offer superior risk-adjusted returns to developed market
bonds. Asian issuers boast lower net gearing than US issuers, their
economies having suffered less long-term damage from the
pandemic and recovering more quickly.
Reflective of this fundamental strength, we saw more credit ratings
upgrades than downgrades for Asian investment-grade issuers in the
third quarter of this year. The default rate for Asian high-yield bonds
over the last 12 months stands at 3.8%, versus 7.2% for US
high-yield paper.1
Valuations remain more attractive, too. Asian BBB credits were
trading around 100 basis points wider than US BBB credits in terms
of credit spreads, as at the end of October 2020.2
Further, Asian dollar credit outperformed US credit in terms of price
volatility during the crisis. Average peak-to-trough drawdowns were
lower for Asian dollar credit – both investment grade and high yield
– than for US credit during the height of the crisis in March this year.3

This contradicts the perceived wisdom that Asian and emerging
market debt is riskier and tends to underperform during times of
stress.
Among local currency fixed income, Chinese government bonds
stand out. China remains the only A+ rated sovereign debt market
yielding above 3% over 10 years currently. That provides a greater
yield cushion in the event of a further risk-off environment.
By contrast, 10-year developed market government bond yields were
hovering between 0% and 0.9%, with Bunds firmly in negative
territory. From a traditional asset-allocation perspective, this leaves
investors nowhere to turn for defensive assets.4
We see near-term catalysts to support China’s onshore bond market,
namely inclusion in the Bloomberg Barclays Global Aggregate Total
Return Index and JP Morgan Emerging Market Bond Index and
pending inclusion in the FTSE World Government Bond Index in
October 2021.
This is driving record monthly inflows into Chinese onshore bonds.
The strength of China’s economic recovery from the pandemic
combined with the prospects of a weaker dollar suggest the yuan will
remain well supported. It has been the best-performing currency
worldwide year-to-date.
But beyond government bonds and policy-bank bonds, foreign
investors own just 2% of China’s total onshore bond market, versus
20% for Japan5 – a market of comparative size. It underscores how
global investors may need to look at China’s market differently.
From a corporate perspective, we are constructive on China’s
high-yield property sector, where we have seen a strong recovery in
sales, and some high-yield sectors in the Middle East, in line with our
sovereign macro-economic forecasts.
There has been a lot of headline noise about regulators looking to
deleverage China’s property market. This led to a sell-off among
developer names and they are yet to recover fully.
We think this tightening of financial conditions was designed to guide
developers on what they will be allowed to borrow in future to better
manage their balance sheets, not to squeeze them dry of liquidity. As
a consequence, we see value opportunities in this sector.

In determining average credit rating, ratings from Moody’s, Standard & Poors, or Fitch will apply. Every security in the representative account is
assigned a average credit rating. The higher rating will apply for split rated securities. The average credit quality is a market-weighted average of all
the securities in the representative account.
1
Bank of America Global Research, October 2020.
2
JACI Diversified BBB Index v Bloomberg Barclays US Aggregate Corporate BBB index, Bloomberg, 31 October 2020.
3
ICE Bond Indices, March 2020.
4
Bloomberg, 19 November 2020.
5
Q Series, UBS Research, 7 September 2020.
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IMPORTANT INFORMATION
Closed-end funds are traded on the secondary market through one of the stock exchanges. The Fund’s investment return and principal value
will fluctuate so that an investor’s shares may be worth more or less than the original cost. Shares of closed-end funds may trade above (a
premium) or below (a discount) the net asset value (NAV) of the fund’s portfolio. There is no assurance that the Fund will achieve its
investment objective. Past performance does not guarantee future results.
International investing entails special risk considerations, including currency fluctuations, lower liquidity, economic and political risks, and
differences in accounting methods; these risks are generally heightened for emerging market investments.
Equity stocks of small and mid-cap companies carry greater risk, and more volatility than equity stocks of larger, more
established companies.
The above is for informational purposes only and should not be considered as an offer, or solicitation, to deal in any of the investments
mentioned herein. Aberdeen Standard Investments (ASI) does not warrant the accuracy, adequacy or completeness of the information and
materials contained in this document and expressly disclaims liability for errors or omissions in such information and materials.
Some of this information may contain projections or other forward looking statements regarding future events or future financial
performance of countries, markets or companies. These statements are only predictions and actual events or results may differ materially.
The reader must make his/her own assessment of the relevance, accuracy and adequacy of the information contained in this document, and
make such independent investigations, as he/she may consider necessary or appropriate for the purpose of such assessment.
Any opinion or estimate contained above is made on a general basis and is not to be relied on by the reader as advice. Neither ASI nor any of
its agents have given any consideration to nor have they made any investigation of the investment objectives, financial situation or particular
need of the reader, any specific person or for any loss arising whether directly or indirectly as a result of the reader, any person or group of
persons acting on any information, opinion or estimate contained in this document.
Aberdeen Standard Investments is the marketing name in Canada for the following affiliated entities: Standard Life Investments (USA) Ltd,
Aberdeen Asset Management Inc., Aberdeen Fund Distributors, LLC, and Aberdeen Asset Management Canada Limited. Standard Life
Investments (USA) Ltd. is registered as an Exempt Market Dealer and Portfolio Manager in each of the Canadian provinces and territories and
an Investment Fund Manager in the Canadian provinces of Ontario, Quebec and Newfoundland and Labrador. Aberdeen Asset Management
Inc. is registered as a Portfolio Manager in the Canadian provinces of Ontario, New Brunswick, and Nova Scotia and as an Investment Fund
Manager in the provinces of Ontario, Quebec, and Newfoundland and Labrador. Aberdeen Asset Management Canada Limited is registered
as a Portfolio Manager in the province of Ontario. Aberdeen Fund Distributors, LLC, operates as an Exempt Market Dealer in all provinces and
territories of Canada. Aberdeen Fund Distributors, LLC, and Aberdeen Asset Management Canada Limited, are wholly owned subsidiaries of
Aberdeen Asset Management Inc. Aberdeen Asset B1Management Inc. is a wholly-owned subsidiary of Standard Life Aberdeen Plc.
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