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Phase One Trade Deal: Potential
Impacts on Exports of Forest Products
from the U.S. to China

On January 15, 2020, the U.S. and China signed a “Phase One”
trade deal that includes structural reforms in intellectual property,
technology transfer, agriculture, financial services, currency and
dispute resolution. The trade deal also sets commitments by China to
greater agricultural purchases in 2020 and 2021. As part of the
agreement, the U.S. will significantly modify its Section 301 tariffs on
Chinese goods, canceling tariff increases originally scheduled for
December 2019 and lowering tariffs established in September 2019.
This Phase One trade agreement does not, however, remove the
majority of the tariffs in place between China and the U.S.

Specifically pertinent to the U.S. forest industry, the exports of U.S.
forest products and related items fall under the “Manufactured Goods
— Other Manufactured Goods” category, not the Agriculture category.
The Manufactured Goods category (Harmonized System (HS) Code
4 level) includes 321 items, which in 2017 amounted $50.2 billion in
exports to China'. The trade deal specified that China would increase
purchase of Manufactured Goods by 65% ($32.9 billion) in 2020 and
89% ($44.8 billion) in 2021 from the 2017 level®.

1dataweb.usitc.gov, as of December 2019, United States International Trade Commission.

2Economic and Trade Agreement between the Government of the United States and the Government of the
People’s Republic of China, January 15, 2020. Office of the United States Trade Representative.
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Phase One Deal Represents Significant Upside Potential for U.S. Manufactured Goods Exports

Table 1: Value of exports to mainland China under the Manufactured Goods category and Forests Product subcategory
(HS Chapter 44) (USS$ billion)

Manufactured Goods  HS Chapter 44 Items Targeted Increase from 20173

2017 Value* $50.2 $3.2
2020 Additional Purchase® $32.9 66%
2021 Additional Purchase $44.8 89%

Out of the total 321 items in the Manufactured Goods category, just 21 are Wood and Articles of Wood (HS
Chapter 44). This subcategory of wood products had a total 2017 export value of $3.2 billion, with logs (HS
4403) and lumber (HS 4407) exports the major components with a combined value of $3.1 billion. The Phase
One deal would suggest tremendous upside potential for U.S. log and lumber exports. if exports of logs and
lumber to China were to increase anywhere near the targeted increase percentage for the overall
Manufactured Goods category (65% and 89% in 2020 and 2021 respectively). Increases in exports at the
targeted rates would create an additional $2.1 billion and $2.9 billion in log and lumber exports to China in
2020 and 2021.

However, the Phase One trade deal does not specifically address subcategory purchases, and forest
products could be overlooked in the overall broader trade deal enforcement process, unintentionally leading
to the forest sector losing out to other higher-value manufactured goods. Forest products account for just
6.2% of the overall Manufactured Goods category by value in 2017, while many other items in this category
come with higher value-added potential, such as machinery, aircraft and medical devices. The value-adding
potential of these items is expected to play a critical role for China in attempting to increase exports and meet
the ambitious targets set in the phase-one deal.

The Phase One deal between the U.S. and China should build confidence in an improving trade relationship
between the world’s two largest economies in the future. Details about the processes and procedures that will
be used to determine the allocation of the additional purchases across various product classes will remain a
focal point of further trade talks.

3The potential percentage increases are derived from the increased purchase and 2017 level of the overall Manufactured Goods exports value within the trade agreement.
“Source for 2017 Value: dataweb.usitc.gov, as of December 2019, United States International Trade Commission.

Source for 2020 and 2021 Values: Economic and Trade Agreement between the Government of the United States and the Government of the People’s Republic of China,
January 15, 2020. Office of the United States Trade Representative.
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About Hancock Natural Resource Group

Hancock Natural Resource Group, Inc. is a registered investment adviser and part of Manulife Investment Management’s Private
Markets platform. We specialize in global farmland and timberland portfolio development and management on behalf of our investors
worldwide. Our timber division manages approximately 6 million acres of timberland across the United States and in Canada, New
Zealand, Australia, and Chile. Our agricultural investment group oversees approximately 300,000 acres of prime farmland in major

agricultural regions of the United States and in Canada and Australia.

About Manulife Investment Management

Manulife Investment Management is the global wealth and asset management segment of Manulife Financial Corporation. We draw
on more than 150 years 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.

Important Information

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, intended for the exclusive use by the recipients who are
allowable to receive this document under the applicable laws and regulations
of the relevant jurisdictions, was produced by, and the opinions expressed are
those of, Manulife Investment Management as of the date of this publication,
and are subject to change based on market and other conditions. The
information and/or analysis contained in this material have 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 as 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 herein. 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. Past performance does not guarantee future
results. 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
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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 nor protect against loss in any market. Unless
otherwise specified, all data is sourced from Manulife Investment
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.
Additional information about Manulife Investment Management may be found
at www.manulifeam.com.

Australia: Hancock Natural Resource Group Australasia Pty Limited, Manulife
Investment Management (Hong Kong) Limited. Brazil: Hancock Asset
Management Brasil Ltda.

Canada: Manulife Investment Management Limited, Manulife Investment
Management Distributors Inc., Manulife Investment Management (North
America) Limited, Manulife Investment Management Private Markets (Canada)
Corp. China: Manulife Overseas Investment Fund Management (Shanghai)
Limited Company. European Economic Area and United Kingdom:
Manulife Investment Management (Europe) Ltd. which is authorised and
regulated by the Financial Conduct Authority, 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
Asset Management (Japan) Limited. Malaysia: Manulife Investment
Management (M) Berhad (formerly known as Manulife Asset Management
Services Berhad) 200801033087 (834424-U) Philippines: Manulife Asset
Management and Trust Corporation. Singapore: Manulife Investment
Management (Singapore) Pte. Ltd. (Company Registration No. 200709952G)
Switzerland: Manulife IM (Switzerland) LLC. Taiwan: Manulife Investment
Management (Taiwan) Co. Ltd. Thailand: Manulife Asset Management
(Thailand) Company Limited. United States: John Hancock Investment
Management LLC, Manulife Investment Management (US) LLC, Hancock
Capital Investment Management, LLC and Hancock Natural Resource Group,
Inc. Vietnam: Manulife Investment Fund Management (Vietham) Company
Limited.

Manulife Investment Management, the 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.

HNRG Timberland Flash Report, January 2020 3



