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CHINESE TUG-OF-WAR

Chinese economic news has been disappointing of late. 
Unsurprisingly, Western media outlets have laid it on thick, 
with some 400,000 articles published in the past 3 weeks; 
33,000 of which were explicitly negative — the highest 
ratio since 2015. While the data out of China has certainly 
not been encouraging of late, journalists have taken the 
opportunity to blend current issues in with yesteryear’s 
favourite fear mongering points. Debt bubble! Fabricated 
data! GHOST CITIES!!! 

Some of the hyperbole is attributable to a 
misunderstanding of China’s economic and political 
systems. However, with bipartisan support in the US for 
“tough on China” policies and rhetoric, it is no shock that 
the media would be quick to jump on the bandwagon. But 
what is really happening?

When the Chinese government abruptly lifted lockdown 
restrictions late last year, we expected an epic release 
of pent-up consumer demand. This was based on the 
observed outcomes of other nations’ re-openings and the 
fact that Chinese citizens spent a much longer period in 
confinement with rapidly accumulating excess savings. 

To date, this view has not yet materialized. Despite a brief 
spike, shell-shocked Chinese consumers have collectively 
padlocked their wallets and continued to accumulate 
deposits; with savings rates now well above already high 
(relative to global peers) historical levels. Per the chart 
below, retail sales have fallen below their pre-pandemic 
growth trend. 

The reasons for this conservatism generally stem from 
concerns about the economic outlook and household 
wealth. With weak industrial production and tight credit 
conditions, businesses have hunkered down and been 
reluctant to hire and boost compensation. The trend 
toward supply chain diversification out of China has 
further encouraged belt tightening in export-oriented 
sectors. Viewed in this context, it is understandable that 

Chinese employees concerned about their earnings 
prospects would decide to hoard cash. 

Like many other countries (and perhaps more so 
given cultural emphasis), Chinese households have a 
disproportionate amount of their net worth tied to real 
estate. Troubles in the property sector are nothing new. 
The credit tightening and housing speculation deterrent 
campaigns initiated prior to the pandemic brought 
developers to the brink of default. While policymakers 
have managed the fallout, the property sector has 
not been “bailed out” and real estate market woes 
continue. Accordingly, the negative wealth effect on 
Chinese household balance sheets has further eroded 
consumption appetites. 

What can be done to repair damaged consumer sentiment 
and avoid a deflationary spiral? More forceful monetary 
and fiscal stimulus is crucial. Policymaker timidity thus far 
can be attributed to a reluctance to undo the hard work 
in recent years to alleviate systemic imbalances. China is 
also attempting to maintain a “cross-cyclical” economic 
management strategy; avoiding wide swings in activity 
which characterized recent decades. But in a tug-of-war 
between policy imperatives and the economy, something 
has to give; and we have a very strong conviction that a 
deep economic contraction simply would not be tolerated. 
With expectations so low towards the Chinese economy, 
we are again at a point where “upside surprises” are highly 
likely in the coming months. This should benefit not only 
domestic assets but the wider emerging markets complex.
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INCEPTION 
DATE 1 MONTH YTD 1 YEAR 3 YEAR 5 YEAR 10 YEARS SINCE 

INCEPTION

BALANCED
Global Income 30/06/08 -0.28% 3.79% 7.80% 2.08% 3.04% 5.97% 6.94%

Global Balanced 30/06/03 -1.88% 4.89% 9.24% 3.84% 4.50% 7.13% 6.76%

Global Growth 30/06/03 -2.74% 6.13% 10.34% 6.15% 5.75% 8.51% 7.88%

Core Income 30/06/08 -0.43% 3.42% 5.84% 2.27% 3.24% 5.08% 5.90%

Core Balanced 30/06/03 -1.85% 4.41% 7.70% 4.72% 5.00% 6.59% 6.83%

Core Growth 30/06/03 -2.57% 5.10% 7.64% 6.93% 5.94% 7.66% 7.73%

GLOBAL EQUITY
Emerging Markets Equity Focus 31/01/19 -4.63% 2.07% 4.71% 1.98% - - 1.85%

Global Ex-North America Equity Focus 31/12/19 -2.64% 6.80% 15.81% 5.41% - - 3.36%

ALTERNATIVE INCOME
High Income Opportunities 30/06/22 -1.96% 6.16% 12.14% - - - 13.70%

Performance statistics for ETF Managed Portfolios are calculated from documented actual investment strategies as set by Forstrong’s Investment Committee and applied to its portfolios mandates, and are intended to 
provide an approximation of composite results for separately managed accounts. Actual performance of individual separate accounts may vary with average gross “composite” performance statistics presented here due to 
client-specific portfolio differences with respect to size, inflow/outflow history, and inception dates, as well as intra-day market volatilities versus daily closing prices. Performance numbers are net of total ETF expense ratios 
and custody fees, but before withholding taxes, transaction costs and other investment management and advisor fees. Past investment results provide no indication of future performance. Future returns are dependent on 
the general investment environment, the nature of the investment mandate and specific portfolio risks. A rate of return for one year or less is not annualized.
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* Performance as of August  31st, 2023

GLOBAL STRATEGY OVERVIEW

CASH
With the exception of a brief crash in October 2022, the 
Japanese yen is now at the lowest level it’s been in over 
20 years vs. the Canadian and US dollar. As the Bank of 
Japan evaluates the appropriateness of the collection 
of accommodative policies in place and Japanese 
institutional investors grapple with high foreign currency 
hedging costs, the yen has considerable upside potential. 
Japanese yen exposure is predominantly unhedged in 
client portfolios.

BONDS
Long-term bond yields have backed up sharply in recent 
weeks as investors re-assess recession risk and inflation 
projections. With the US 10-year treasury yield now 
at the highest level since the Global Financial Crisis, 
some investors are being lured into extending duration. 
However, we expect US yields to remain elevated amidst 
sticky inflationary pressure, rising issuance, fading 
foreign demand and quantitative tightening. We remain 
underweight duration this quarter. 

EQUITIES
Investor surveys have shown the extreme pessimism 
towards equities has begun to abate. However, the 
unwinding of defensive positioning is only in the early 
innings, and the risk/reward trade-off on equities still looks 
attractive. Equity exposure remains overweight in client 
portfolios

OPPORTUNITIES
European financial sector equities have faced a 
challenging environment since 2008 with a debt crisis 
on the continent, a string of punitive high profile 
fines, more stringent capital requirements and, most 
recently, the failure of Credit Suisse. Cost control has 
been prioritized over growth, causing European banks 
to lose global market share to US peers. However, with 
relatively lean businesses, widening net interest margins, 
anemic valuations and high dividend yields, the sector’s 
prospects are notably brighter. European financial sector 
equity exposure was initiated
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