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THE STORY BEHIND CHINA’S CAPITAL CONTROLS
China considers its foreign exchange reserves to be a vital shield against
potential economic headwinds. This is why, when reserves fell to just under
$3 trillion from a peak of $4 trillion during the 2015-2016 period, alarm bells
went off throughout the government. Soon after, it began implementing
successively tighter controls on money leaving the country.
This report discusses the implementation and the ongoing impact of these
controls on China and the global economy.
years later, and Mitsubishi Estate’s 1989 $1.4-billion
deal to acquire 80% of Rockefeller Center. Five
years later, the company was forced to sell the New
York complex at a $600-million loss to stave off
bankruptcy. China also feared that some privately
owned corporations were deliberately overpaying for
international assets as a way to move funds abroad.

Restrictions on outbound capital
investments
One of the first restrictions that China implemented
in 2017 was on offshore investments in the real
estate, sports and entertainment sectors by privatesector Chinese firms. The government feared a
repeat of the mistakes many Japanese firms made
in the 1980s. Back then, as Japan rose to economic
prominence, many of its companies splurged on U.S.
real estate and other trophy assets that ultimately
resulted in major losses. Examples include Sony’s
ill-fated 1989 purchase of Columbia Pictures for
$3.4 billion, most of which was written off a few

Not only did China severely restrict the ability of
Chinese companies to continue making these types
of purchases, it also forced companies such as HNA
Group, Wanda Group and Anbang Insurance Group
to sell off some of their existing assets. It is estimated
that Chinese companies have plans to unload some
$40 billion in overseas assets this year, up from $32
billion for all of 2018.1

Tighter capital controls also imposed on
individuals
In the past, existing rules stipulating that Chinese
citizens could convert no more than the equivalent
of US$50,000 annually in foreign currency and
that these funds could not be used to purchase real
estate abroad were usually not rigorously enforced.
Everything began to change in 2017.
1 “Chinese groups turn seller to shed $40bn in global assets,” Financial Times,
September 15, 2019

The opinions are those of the authors and do not reflect the views of CFA Society Vancouver, its Board of Directors or its members. CFA Society Vancouver does not guarantee
the originality, reliability or accuracy of any statement, information or advice, nor does it make any representation concerning the same.
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THE STORY BEHIND CHINA’S CAPITAL CONTROLS (CONT’D)
Before, converting yuan to foreign currency could
be done quite easily. Now, Chinese banks demand
official documentation specifying the reasons for
the exchange and require people to sign a pledge
that their foreign currency quotas will not be used
to purchase property offshore.2 In late 2018, the
amount of U.S. dollars that could be withdrawn
without scrutiny was lowered from $5,000 to
$3,000.3 Anyone needing more than the equivalent
of $50,000 in foreign currency must apply for a
permit from China’s State Administration of Foreign
Exchange.4 China also increased efforts to prevent
friends and family members from sidestepping
regulations by pooling their $50,000-a-year quotas
in order to get large sums of money out of the
country.

The weaker the yuan is against the dollar, the more
Chinese currency it takes to service these debts.
Despite trade tensions with the United States, this
will likely prevent the government from substantially
devaluing the yuan further in the near future.

Further, penalties have been stiffened. Anyone found
guilty of illegal foreign-currency transactions worth
more than 5 million yuan ($1.04 million) could be
jailed for five years. Should such transactions exceed
25 million yuan ($5.19 million), the prison term
could be more than five years.5

The growing risk of USD-denominated
corporate debt
Some analysts feel the biggest source of capital
outflows in the future will not be Chinese citizens
but Chinese companies making payments on USDdenominated debt. According to Bloomberg, the
stockpile of Chinese USD-denominated debt has
more than doubled to $729.8 billion since the end
of 2015.6 This prompted the government recently to
begin restricting the ability of property developers
to issue offshore bonds for anything other than
refinancing maturing USD-denominated debt.7

2 “China clamps down on capital flight risk as yuan weakens,” Nikkei Asian Review,
August 30, 2019
3 “Chinese banks quietly lower daily limit on foreign-currency cash withdrawals,”
South China Morning Post, May 3, 2019
4 “Fears of China capital flight hang over newly sliding yuan,” Strait Times, August 6, 2019
5 “Operators of ‘Underground Banks’ Which Move Cash Out of China to Face Jail,”
Australian Financial Review, February 15, 2019
6 “Fears of China Capital Flight Hang Over a Newly Sliding Yuan,” Bloomberg,
August 5, 2019
7 “Chinese Property Developers Face Off Against the Communist Party,” Wall Street
Journal, July 31, 2019

The opinions are those of the authors and do not reflect the views of CFA Society Vancouver, its Board of Directors or its members. CFA Society Vancouver does not guarantee
the originality, reliability or accuracy of any statement, information or advice, nor does it make any representation concerning the same.
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THE STORY BEHIND CHINA’S CAPITAL CONTROLS (CONT’D)
Finally, Chinese authorities have begun closely
monitoring the amount of yuan that financial
institutions wire offshore and the volume of foreign
currency that they sell.8 In this regard, it has been
reported that China’s exchange regulator recently
blacklisted over 40 entities suspected of illegal
foreign exchange trading.9

Shrinking current account surplus poses
capital flight risk too
As recently as 2007, China had a current account
surplus equivalent to 10% of GDP. This meant that
much more money was flowing into the country via
trade and investment than was leaving. However,
this surplus shrank to only 0.4% of GDP last year.
The factors driving this reversal include an ageing
population, outbound tourism (150 million trips
abroad last year), an increase in imports and the
ongoing transition from investment-based growth to
consumption-led growth.10
Along with pressure from other countries, the
current account deficit may ultimately help push
China to provide a more level playing field for foreign
firms. There have been a few early signs of this
potential shift in policy. These include Tesla being
allowed to build the first completely foreign-owned
car plant in China, and German chemical giant BASF
receiving permission to build and fully own a new
plant in China as well.

Another factor that has reduced outbound
investment is that China’s continued push to have
its firms invest abroad in strategic sectors such as
IT, robotics and agriculture is being met with more
and more resistance from countries not wanting to
lose control of strategic assets. The fact that foreign
companies are for the most part prevented from
purchasing similar Chinese assets has only bolstered
this resistance.
Not surprisingly, all of these factors have caused
overseas acquisitions by Chinese companies to
plummet to $24.5 billion in the first half of 2019.
According to Dealogic, this is down 42% from the
same period a year earlier and represents less than
20% of the most recent peak reached in the first half
of 2016. The decline includes a significant drop in
real estate purchases. Chinese investors acquired a
total of $15.7 billion worth of overseas real estate in
2018, down 63% from 2017.11 The decline in Chinese
foreign direct investment has been particularly
significant in the United States and Europe.

Conclusion
Substantial capital flight combined with the risk
of private companies suffering heavy losses on
overseas investments prompted Chinese authorities,
beginning in 2017, to implement strict capital
controls in order to reduce and redirect outbound
investments.

8 “ China clamps down on capital flight risk as yuan weakens,” Nikkei Asian Review,
August 30, 2019
9 “China FX regulator steps up scrutiny of cross-border flows, blacklists some firmssources,” Reuters, September 17, 2019
10 “China’s current-account surplus has vanished,” The Economist, March 14, 2019
11 “Beijing’s capital controls are weighing on Chinese investors looking to buy property
abroad,” CNBC, February 26, 2019
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THE STORY BEHIND CHINA’S CAPITAL CONTROLS (CONT’D)
The Peterson Institute for Economics has estimated
that, overall, Chinese outward investment flows
declined from a high of $216 billion in 2016 to only
$96 billion in 2018.12
Greater government control over capital outflows
and over the economy in general has also meant
greater involvement by large state-owned enterprises
in certain key sectors. Despite their receding
role in the economy as a whole over the past few
decades, they continue to dominate crucial sectors
such as banking, energy, telecommunications,
manufacturing, and defence. While China has 109
corporations listed in the Fortune Global 500,
only 15% of these are privately owned.13 Given the
increased government scrutiny of private sector
corporations, institutional investors looking for
joint-venture partners in China might find it less
risky from a political perspective to partner with
state-owned enterprises.

Key factors to watch:
1. W
 ill tighter capital controls on individuals make
it more difficult for them to invest in foreign
residential real estate, or will they just exploit new
loopholes to get their money out of the country?

The answer to this question could impact the
residential real estate markets of major cities in
certain Western countries, including Canada.
2. W
 hile China has largely succeeded in avoiding a
repeat of the massive capital flight that resulted
in a trillion dollars leaving the country a few years
back, the risk of high outflows recurring persists.
This could come about through people findings
new ways to game the system, Chinese firms
paying off USD debt, and/or the current account
balance turning negative in the near future.
Indeed, despite stiff capital controls, “errors and
omissions”, the term used to refer to unexplained
discrepancies between reported capital outflows
and actual positions, increased to $85 billion in
the second quarter of the year from about $21
billion in the first quarter.14 This could be an
indication that Chinese residents are still finding
ways to get money out of the country, albeit on a
much smaller scale than in the 2015-2016 period.
12“Chinese Investments in the US and EU Are Declining—for Similar Reasons,” Peterson
Institute for Economics, September 2019
13 “Explained, the role of China’s state-owned companies,” World Economic Forum, May
2019
14 “China FX regulator steps up scrutiny of cross-border flows, blacklists some firmssources,” Reuters, September 17, 2019
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THE STORY BEHIND CHINA’S CAPITAL CONTROLS (CONT’D)
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GENERAL
This Report was prepared by National Bank Financial, Inc. (NBF), (a Canadian investment dealer, member of IIROC), an indirect wholly owned subsidiary of National
Bank of Canada. National Bank of Canada is a public company listed on the Toronto Stock Exchange.
The particulars contained herein were obtained from sources which we believe to be reliable but are not guaranteed by us and may be incomplete and may be subject
to change without notice. The information is current as of the date of this document. Neither the author nor NBF assumes any obligation to update the information
or advise on further developments relating to the topics or securities discussed. The opinions expressed are based upon the author(s) analysis and interpretation
of these particulars and are not to be construed as a solicitation or offer to buy or sell the securities mentioned herein, and nothing in this Report constitutes a
representation that any investment strategy or recommendation contained herein is suitable or appropriate to a recipient’s individual circumstances. In all cases,
investors should conduct their own investigation and analysis of such information before taking or omitting to take any action in relation to securities or markets that
are analyzed in this Report. The Report alone is not intended to form the basis for an investment decision, or to replace any due diligence or analytical work required
by you in making an investment decision.
This Report is for distribution only under such circumstances as may be permitted by applicable law. This Report is not directed at you if NBF or any affiliate
distributing this Report is prohibited or restricted by any legislation or regulation in any jurisdiction from making it available to you. You should satisfy yourself before
reading it that NBF is permitted to provide this Report to you under relevant legislation and regulations.
National Bank of Canada Financial Markets is a trade name used by National Bank Financial and National Bank of Canada Financial Inc.
Canadian Residents
NBF or its affiliates may engage in any trading strategies described herein for their own account or on a discretionary basis on behalf of certain clients and as market
conditions change, may amend or change investment strategy including full and complete divestment. The trading interests of NBF and its affiliates may also be
contrary to any opinions expressed in this Report.
NBF or its affiliates often act as financial advisor, agent or underwriter for certain issuers mentioned herein and may receive remuneration for its services. As well
NBF and its affiliates and/or their officers, directors, representatives, associates, may have a position in the securities mentioned herein and may make purchases
and/or sales of these securities from time to time in the open market or otherwise. NBF and its affiliates may make a market in securities mentioned in this Report.
This Report may not be independent of the proprietary interests of NBF and its affiliates.
This Report is not considered a research product under Canadian law and regulation, and consequently is not governed by Canadian rules applicable to the
publication and distribution of research Reports, including relevant restrictions or disclosures required to be included in research Reports.
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Tom Garretson, CFA Fixed Income Strategist

FUNNY MONEY: IS THE FUTURE OF FIXED INCOME
FIXED EXPENSES?
The sub-zero interest rate experiment has changed the way central banks
fight recessions. And with central banks going deeper down the rabbit hole of
negative rates, we look at how investors can navigate the upside down world
of negative-yielding debt.
Negative-yielding debt … it’s strange, right? There
STRANGER THINGS
are few hard and fast rules when it comes to investing,
But before we dive into that, it probably pays to
but if anything has ever come close it would be that
take a look at how this stuff even works. The table
those willing to save in order to lend to those wanting
on the following page shows the lay of the land,
to borrow should earn a positive rate of return.
beginning with central bank policy rates, followed by
But after years of negative-yielding debt appearing
government yield curves, and then the total amount
across the global landscape, and following the
of debt for each region that is currently trading to
European Central Bank’s (ECB) decision in
negative yields. For our purposes, we’ll focus on
September to push policy rates even further into
the central bank policy rates and 10-year sovereign
negative territory, and on the back of recent reports
bonds.
that the Bank of Japan (BoJ) may be looking to do
At a high level, central banks set short-term rates,
the same, and on top of a Danish bank offering the
and market forces largely determine the yields on
first mortgage with a negative rate, it’s becoming
government debt, though the market’s expectations
increasingly clear that the negative interest rate
for the future path of policy rates certainly play a role
experiments of recent years were more than just a
in those yields. So there can be negative short-term
bug in the system. They’re now likely to feature in
rates and negative-yielding longer-term debt, with
central bank policy toolkits, and in markets, for years
both having different implications for savers and
to come.
investors.
And while the global stock of debt trading to negative
Negative policy rates: We’ll use the ECB as an
yields pulled back modestly in September after
example. The ECB cut its overnight deposit rate to
ballooning to nearly $17 trillion over the course of
-0.5 percent from -0.4 percent in September. In a
August as global recession fears came to a head, the
negative rate environment this is the rate that the
questions that everyone is trying to answer are: What
ECB charges banks on their excess reserves—or the
will the fixed income landscape look like generally if
amount of money beyond regulatory requirements—
negative yields are now a way of life? And what will it
parked in accounts at the ECB. Thus far, the cost
look like if and when a recession actually does occur,
of this charge has been mostly borne by the banks
particularly for the largest issuer of debt in the world,
themselves, which eats into profits. To this point
the U.S.?
The opinions are those of the authors and do not reflect the views of CFA Society Vancouver, its Board of Directors or its members. CFA Society Vancouver does not guarantee
the originality, reliability or accuracy of any statement, information or advice, nor does it make any representation concerning the same.
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FUNNY MONEY: IS THE FUTURE OF FIXED INCOME
FIXED EXPENSES? (CONT’D)
they have largely avoided passing on negative rates
to retail customers, only charging fees for private
clients and companies with large deposits beyond
roughly €250,000, though German banks haven’t
been shy about their desire to charge all accounts,
regardless of size, in order to offset the cost.

To be sure, investors are not making payments to
governments in a negative-yield world, they are
simply paying premium prices for no future coupons.
For example, in July, Germany issued its second 10year note with a zero percent coupon; investors paid
€102.64 at issuance and will receive par of €100 in
2029, delivering the investor a negative yield.

THE BANKS DON’T REALLY WANT YOUR MONEY
Central banks cut rates to boost borrowing and
investment in order to fuel growth, full employment,
and inflation. But all of the global factors that have
pushed interest rates well below historical levels
in recent decades—the global savings glut, aging
demographics, slowing global trend GDP growth,
etc.—has meant that zero percent simply isn’t low
enough to achieve central bank objectives.

Negative-yielding 10-year bonds: It’s here
where we find one of the quirks brought on by the
large increase in the amount of outstanding negativeyielding debt: most bond investors have actually
done quite well for themselves in recent years.
Investors who bought Germany’s 10-year note in
July 2017, which carried what appeared then to be
an unacceptably low coupon of 0.50 percent, are
sitting on a total return of 12 percent as the note they
bought for €99.10 now trades at €109.90, for a yield
of -0.71 percent (bond prices move inversely with
yields). Not bad for a world of negative rates.
But we’ve started to see some pushback as Germany
has begun to issue debt with zero percent coupons.

The very basic function of a bank is to attract shortterm deposits at a certain rate of interest and to then
make a longer-term loan at a higher rate of interest.
But the money that banks pay you for your deposits
has to come from somewhere, and flat yield curves,
and a relative lack of demand for new borrowings,
have made for a more challenging environment.
The chart shows how this basic relationship has
broken down in the U.S. after the financial crisis.
Deposits, loans, and the debt-to-disposable income
ratio all rose in tandem to 2008. But as consumers
shied away from taking on new debt since then, bank
lending has struggled to keep pace with the rise in
deposits.

The opinions are those of the authors and do not reflect the views of CFA Society Vancouver, its Board of Directors or its members. CFA Society Vancouver does not guarantee
the originality, reliability or accuracy of any statement, information or advice, nor does it make any representation concerning the same.
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FUNNY MONEY: IS THE FUTURE OF FIXED INCOME
FIXED EXPENSES? (CONT’D)
whether the same fate awaits the U.S. market, where
the Treasury and investment-grade corporate debt
markets total roughly $25 trillion.

Banks are still paying for deposits, but it’s lower than
it has been in the past—only about half of the fed
funds rate this cycle when deposits have equaled fed
funds in previous rate hike cycles. In Europe, savers
aren’t paid anything, and could soon be charged for
that privilege. But as foreign as that may feel, if we
take a step back, perhaps it’s not all that absurd.
There are storage costs for lots of things. You could
buy gold, but then you would have to find space to
put it, maybe in a safe deposit box, but banks already
charge for those. You could simply take your money
out of the bank and put it under the proverbial
mattress, but that isn’t terribly safe, and therefore
you would probably want to buy a safe.
In a world with plenty of cash, and little demand
for it, the banks will still take your money and store
it, but it shouldn’t be all that surprising if they start
charging you for it.

A common refrain in recent years is that low/
negative global yields have dragged U.S. Treasury
yields lower. But as the chart on the following page
shows, that hasn’t exactly been the case as the 10year Treasury has opened up a sizeable gap over
the comparable German 10-year Bund compared
to historical norms. While the divergence is easy
to explain—the U.S. economy has been expanding
with the Fed raising rates when Europe has been
slowing with the ECB cutting rates—we wonder what
happens if/when the U.S. economy hits a downturn.
Prior to reaching escape velocity, the U.S. 10-year
Treasury yield averaged about 0.20 percent over the
German 10-year Bund yield. With a German 10-year
yield of about -0.60 percent, that would put the U.S.
yield in negative territory based on current levels.
This is not our expectation, however. We believe
the gap will close from here as we’ve likely seen
peak U.S. growth, and with some chance that the
European picture starts to improve with further ECB
policy easing. In our view, the risk of negative yields
in the U.S. remains minute for the foreseeable future.
However, even if that gap closes modestly, we believe
the U.S. 10-year yield could slip below 1.0 percent
without much trouble, as it already traded as low as
1.46 percent in September. Our view remains that
U.S. yields are likely to continue to trend lower.

WILL THE NEGATIVE YIELD PLAGUE SPREAD?
As the global stock of negative-yielding debt has
again neared $16 trillion, the next question is
The opinions are those of the authors and do not reflect the views of CFA Society Vancouver, its Board of Directors or its members. CFA Society Vancouver does not guarantee
the originality, reliability or accuracy of any statement, information or advice, nor does it make any representation concerning the same.
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FUNNY MONEY: IS THE FUTURE OF FIXED INCOME
FIXED EXPENSES? (CONT’D)
While low rates offer little in the way of income,
bonds still offer ballast for portfolios in a world of
rising uncertainty. As we have seen over the last 10
years, low yields can become no yields, and no yields
can become negative yields. Who would lock in a
German 10-year Bund yield of -0.60 percent or a 10year Treasury yield of 1.60 percent? Stock markets
can face much larger negative returns than that, and
in such an event, a well-diversified portfolio between
the two asset classes is likely to continue to offer the
offsetting ballasts that it has historically.
With respect to the Fed and the potential for negative
policy rates as a tool to fight the next downturn,
officials have shown little interest in the past, having
studied the issue in 2010. But, now that the ECB and
the BoJ have both set the precedent, we wouldn’t
rule it out in the future. However, our base case in
the event of a recession is that the Fed returns rates
to zero percent and employs forward guidance and
quantitative easing as it did previously.

FIXED INCOME INVESTING OUTLOOK
Or maybe that should read “divesting” outlook,
as it were, in a negative-rate world. But what’s the
average investor to do? We believe the key things to
remember are that fixed income investing is largely
about capital preservation, and that investing in
general is a relative process—balancing the risks and
rewards within the available universe of investment
options and potential outcomes.

Our mantra for some time now regarding U.S. fixed
income has been to lock in coupons and yields
where possible, and for as long as possible. Though
volatility is likely to remain high, we believe the
downside risks for yields remain greater than the
upside risks at this stage of the cycle. In Europe, the
average yield on investment-grade corporate debt
is 0.41 percent, hardly a yield to retire on, but it’s
still about 1.12 percent over comparable European
government debt and equal to the five-year average.
Questions remain about whether negative yields are
sustainable on a long-term basis, but for now they’re
likely to remain a feature of markets and investors
will have to adjust, as they always have to changing
markets.

The opinions are those of the authors and do not reflect the views of CFA Society Vancouver, its Board of Directors or its members. CFA Society Vancouver does not guarantee
the originality, reliability or accuracy of any statement, information or advice, nor does it make any representation concerning the same.
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FUNNY MONEY: IS THE FUTURE OF FIXED INCOME
FIXED EXPENSES? (CONT’D)
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the world have their own laws regulating the types of securities and other investment products which may be offered to their residents, as well as the process for
doing so. As a result, the securities discussed in this report may not be eligible for sale in some jurisdictions. This article is not, and under no circumstances should
be construed as, a solicitation to act as securities broker or dealer in any jurisdiction by any person or company that is not legally permitted to carry on the business
of a securities broker or dealer in that jurisdiction. Nothing in this article constitutes legal, accounting or tax advice or individually tailored investment advice. This
material is prepared for general circulation and has been prepared without regard to the individual financial circumstances and objectives of persons who receive it.
The investments or services contained in this article may not be suitable for you and it is recommended that you consult an independent investment advisor if you
are in doubt about the suitability of such investments or services. To the full extent permitted by law neither RBC Wealth Management nor any of its affiliates, nor any
other person, accepts any liability whatsoever for any direct, indirect or consequential loss arising from, or in connection with, any use of this report or the information
contained herein. No matter contained in this document may be reproduced or copied by any means without the prior written consent of RBC Wealth Management
in each instance. RBC Wealth Management is a division of RBC Capital Markets, LLC, member NYSE/FINRA/SIPC, which is an indirect wholly-owned subsidiary of
the Royal Bank of Canada and, as such, is a related issuer of Royal Bank of Canada and part of the RBC Financial Group. Additional information is available upon
request. Copyright © RBC Capital Markets, LLC, 2019 - Member NYSE/FINRA/SIPC. All rights reserved.
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Rita Ager CFP, CLU, CHS, CPCA, FEA Insurance Specialist

MANAGING LONGEVITY RISK
With many senior Canadians fearing that they may outlive
their retirement funds, a recent focus has shifted towards
managing longevity risk. Annuities have a long history
of providing guaranteed lifetime income that you cannot
outlive and are often used to manage the concerns
regarding guaranteed income and longevity risk. With this
in mind, two new annuity options have been proposed
in the March 2019 Federal Budget to help consumers. If approved, the annuity
options would be available for consumers starting in 2020.
PROPOSED NEW ANNUITY OPTIONS IN THE
2019 FEDERAL BUDGET
Advanced Life Deferred Annuity (ALDA)
The option for an Advanced Life Deferred Annuity, if
approved, would apply to:
• Registered Retirement Savings Plans (RRSPs)
• Registered Retirement Income Funds (RRIFs)
• Defined Contribution
Registered Pension Plans (RPPs)
• Deferred Profit Sharing Plans (DPSPs)
• Pooled Registered Pension Plans (PRPPs)
Currently, tax rules for these types of registered
funds require they be converted into an income
vehicle starting no later than the end of the year
in which the owner/member turns age 71. The
proposed option for an Advanced Life Deferred
Annuity (ALDA) would allow for a further deferral
of income, as the commencement of the “annuity”
could be deferred up to the end of the year in which
the annuitant reaches age 85.
Another benefit would be that the value of the
funds used to purchase an ALDA would not be

included in the calculation of the required minimum
withdrawals, based on the amount held in individual
RRIFs and or a member’s pension funds.
The value or amount available to transfer to an
ALDA will be limited to 25% of the registered
account value (at the end of the previous year,
plus any amounts already used to buy an ALDA in
the previous year) and a comprehensive or overall
lifetime limit will initially be set at $150,000 from
all qualifying plans. The lifetime ALDA dollar limit
will be indexed to inflation after 2020 and rounded
to the nearest $10,000. Excess contributions would
be subject to a 1% per month penalty tax and the
annuity cannot provide other benefits such as
commutation, cash surrender payments or payments
under a guarantee period.
Variable Payment Life Annuity (VPLA)
This option will only be available to members of
defined contribution Registered Pension Plans (RPP)
and Pooled Registered Pension Plans (PRPP). The
current options for members of these plans are to:
• take variable benefits from the plan;
• transfer the balance to a locked-in RRSP or RRIF; or

The opinions are those of the authors and do not reflect the views of CFA Society Vancouver, its Board of Directors or its members. CFA Society Vancouver does not guarantee
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• purchase a life annuity from a licensed annuity
provider, usually an insurance company.
The proposed changes will allow members of the
pension plan (RPP or PRPP) to obtain a Variable
Payment Life Annuity (VPLA) directly from the
plan. As the name would suggest, income payments
of the VPLA will vary depending on the investment
performance of the underlying fund assets and the
mortality experience of the VPLA annuitants in the
plan. Plan members will only be able to acquire a

VPLA by transferring money from their existing
PRPP or defined contribution RPP. VPLA’s are not
available for purchase directly by consumers and a
number of rules will apply to this type of plan.

RITA AGER CFP, CLU, CHS, CPCA, FEA
Insurance Specialist

Rita Ager joined Odlum Brown Financial Services Limited in 2005. With over
40 years in the insurance industry, Mrs. Ager’s experience and background is
in the sales and management of all product lines dealing with life insurance,
living benefits, employee benefits and claims management. As an Insurance
Specialist, Mrs. Ager is dedicated to providing insurance and estate planning
services to Odlum Brown clients. She works closely with Odlum Brown
Investment Advisors and Portfolio Managers to identify and recommend
specific insurance solutions to meet client needs.
Mrs. Ager’s designations include Certified Financial Planner (CFP), Chartered Life Underwriter (CLU), Certified
Health Insurance Specialist (CHS), and Certified Professional Consultant on Aging (CPCA), and Family
Enterprise Advisor (FEA).
In 2003, she received the John A. Tory Medal for the Canadian student with the highest marks obtaining the
CLU designation. Mrs. Ager was appointed to the Insurance Council of British Columbia for many years and
was elected by council to serve as its Chair for the 2013-2014 fiscal year.

Odlum Brown Financial Services Limited is a wholly owned subsidiary of Odlum Brown Limited offering life insurance products, retirement, estate and financial planning
exclusively to Odlum Brown clients.

The opinions are those of the authors and do not reflect the views of CFA Society Vancouver, its Board of Directors or its members. CFA Society Vancouver does not guarantee
the originality, reliability or accuracy of any statement, information or advice, nor does it make any representation concerning the same.

12

Refinitiv

Tim Gaumer, CFA

Director of Fundamental Research

ACTIVE MANAGEMENT: FINDING ALPHA IN DATA
Active management has faced fierce competition from passive strategies. Even
with the pressures that active managers are under, this strategy remains the
largest in terms of assets under management. Refinitiv asked industry leaders to
share their opinions on the broadening approach to using data to find alpha.
They found that active investment managers
are broadening their search for alpha, driven by
pressure on expense ratios and performance. As well,
technology and data now play significant roles in the
investment process, leading to greater use of quant
research techniques among asset managers. The best
service providers will ultimately help to lower the
cost of finding alpha in data.
Representatives of the world’s largest data providers,
at a global financial services conference in New
York, recently discussed the approaches that active
managers need to consider for the challenge of
finding alpha in data.
As the chart below shows, active managers are up
against considerable competition from passive
strategies. But the investment strategy is still the
largest in terms of assets under management. Given
the pressure on expense ratios and performance,
active managers are understandably broadening
their search for alpha.

Proving your skill as an investment manager has
never been harder. A lot of what was once considered
alpha can now be explained by exposure to factors.
More traditional methods of finding alpha are
proving to be more difficult. Technology and data
are stepping in to take more significant roles in
the investment processes, which is reflected in the
interest in and increasing use of quant research
techniques among traditional asset managers.
At a session at the CFA Institute’s 2019 annual
conference, over 80 percent of attendees said they
had adopted some element of quant research.
Because of needing to use traditional quant
techniques on large data sets, many firms are shifting
towards data science to play a role in the investment
process.
The search for alpha must move into more
sophisticated analytics. The intersection between
traditional fundamental asset management and
some longstanding quant techniques – the so-called
quantamental research area – is one the biggest
areas for growth.

The opinions are those of the authors and do not reflect the views of CFA Society Vancouver, its Board of Directors or its members. CFA Society Vancouver does not guarantee
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ACTIVE MANAGEMENT: FINDING ALPHA IN DATA (CONT’D)
are probably better off working with a data partner
who has already cleaned up a lot of the data, has
Finding alpha in data means doing more than
the concordance right, and has mapped it back to a
just sorting through an immense amount of data.
particular company identifier. And, it’s not just the
Catherine Clay, senior vice president of Cboe Global
quality of data, it’s dealing with multiple vendors and
Markets, said:
multiple contracts, and assessing
if the vendor is a sustainable
Alpha is not out there just to be easily harvested – that if
business and if it is GDPR- and
you just look at a ton of data, it’s there. The data set you have
CASL-compliant.

BEST APPROACHES TO GET VALUE OUT OF DATA

“

access to or how you use the data are really the only two
ways you’re going to find alpha. So, you’d better have a unique,
unknown dataset with a long history, or you’d better be doing
something with the data that’s somewhat unique. It could be
speed, algorithms, machine learning or AI that differentiates
the way you use data. There is alpha in data, but know that
about 50 percent of those who hunt for it are probably going
to lose and about 50 percent are probably going to find
something in the hunt.

”

London Stock Exchange Group’s CEO David
Schwimmer supports this, saying “An area that’s
a huge challenge today is just sifting through the
volume of data. The data ingestion process is a
significant challenge and one that’s going through
change and transformation.”

THE COST OF FINDING ALPHA IN DATA
Another challenge in dealing with large data sets is
its quality. This is supported by a recent AI/machine
learning survey conducted by Refinitiv. Out of the
nearly 500 investment professionals surveyed,
43 percent said poor data quality was the biggest
obstacle.
Some of the world’s largest hedge funds may
consider their ability to work with messy data to
be a competitive advantage. Most firms, however,

Clay points out that in the
mathematical equation of alpha –
which is beta plus or minus alpha,
minus cost – this is about the cost
part of the equation. She said: “To
the extent you can lower the cost
of getting the data, accessing the
data, and studying the data, what
you’ve done is a service to increase
alpha. The cost equation of alpha is absolutely huge,
and it’s controlled through the quality of the data.”

ALTERNATIVE DATA SETS
The Refinitiv artificial intelligence and machine
learning survey found that 70 percent of the
financial institutions polled are using some source
of alternative data. The days of signing a contract to
get data history that you must download and install
may soon be behind us. Refinitiv’s innovation lab is
working on a Data Science Accelerator in response to
increased cloud adoption and adapting work styles
to fit the way quants want to work. The way of the
future won’t be waiting for IT to install software or
hardware – you can just go in and play with the data.
Returning to Clay’s first point about different unique
datasets, there has been a growing, industry-wide
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interest in alternative data sets from a broad variety
of sources – anything from satellite images to
ESG data, or social media sentiment to credit card
transactions or web-scraped data.
Schwimmer comments, “ESG is an area where
there’s information out there, but I’m not sure I’d
call it structured. We have people trying to scrub that
data and structure it and use it in a systematic way.”

SOLUTIONS TO SUIT ALL

through their data offering, one of the main parts
to alpha generation is how cost effective its rate of
return can be achieved.
But as Schwimmer has identified, there is not just
one type of customer. He observes, “If you look at it,
some customers are cutting edge and happy to take
sophisticated or unstructured data and do a lot of
work with it, and others happy to take an Excel file,
and we have to cover that full range.”

The best service providers in the data space will
ultimately help to lower the cost in finding alpha,

TIM GAUMER, CFA

Director of Fundamental Research, Refinitiv
Tim Gaumer is the Global Director of Fundamental Research at Refinitiv. He held
the same position at StarMine, a company Refinitiv acquired in 2008.
With more than 17 years of experience conducting fundamental analysis,
Tim is widely regarded as an expert in helping fundamental investors apply
innovative analytics in their investment process.
He has worked for two independent research firms and most recently as
director of research at Jefferson Research & Management. He also previously
worked at several buy-side firms, most recently at Transamerica Investment
Management as an equity analyst and portfolio manager.
Tim is a much sought-after speaker, regularly presenting at global CFA Societies and industry conferences.
He holds the Chartered Financial Analyst designation and has an undergraduate degree in Electrical
Engineering and graduate degree in Business Administration.
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Alfred Lam, CFA

Senior Vice-President and Chief Investment Officer

BEGGAR THY NEIGHBOR
A beggar-thy-neighbor economic policy is when one country attempts to remedy
its economic problems by means that tend to worsen the economic problems of
other countries. In the last few weeks, the trade war has morphed into a potential
currency war, in which countries devalue their currencies to get a competitive
edge for their exports. We have seen unconventional monetary policy (quantitative
easing, negative interest rates) indirectly cause currency devaluations in the
past, but the key concern this time is with respect to China’s overt exchange rate
targeting policy.
The escalation started on August 1, 2019 with U.S. President Donald Trump saying he would place tariffs
on practically any imports from China that don’t already have them. The People’s Bank of China reacted
swiftly, allowing its currency to depreciate by the most since 2015 and reach more than seven yuan per U.S.
dollar, a hreshold it had prevented the yuan from crossing in
recent years. The U.S. promptly labelled China a currency
manipulator. Investors were rattled by the fact that no
trade deal was on the horizon, especially coming just
weeks after constructive talks. Responding to the
mounting threat to global growth, bond yields
plunged, and the stock markets retreated from highs.

CURRENCY DEVALUATION
There are two prevailing beliefs behind this devaluation.
One is that China’s strategy has shifted from a constructive
discussion to an effort to destabilize global financial markets.
Since stocks in China are held by a small minority of Chinese
citizens, policymakers are not concerned if prices drop in the short
term. In contrast, U.S. stocks are widely held by its citizens and Trump
has quoted market gains as a barometer of his success. A significant
pullback could undermine his chances for re-election. The less sinister
reason is that the Chinese economy is slowing, and policymakers are reacting
appropriately to help their domestic producers.
On the other side of the world, speculation has been building that the U.S. may intervene to intentionally
weaken the dollar. Trump has also stepped up his relentless assault on the Federal Reserve in a series of
The opinions are those of the authors and do not reflect the views of CFA Society Vancouver, its Board of Directors or its members. CFA Society Vancouver does not guarantee
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tweets that renewed his demand for interest rate cuts, which would weaken the dollar. Trump’s latest attack
repeats a series of criticisms, breaking almost 30 years of White House tradition of staying publicly silent
on the central bank out of respect for its independence. As troubling economic data pile up, which many
economists have blamed on tariffs imposed by Trump and uncertainty surrounding his trade war with China,
the question being openly debated is whether lower borrowing costs will be enough to offset the damage
being caused by the trade war.

WHAT’S NEXT FOR THE U.S. AND CHINA?
There is the risk that further escalation of the trade war may lead to a much worse outcome for the global
economy. On the flip side, a Trump tweet about a breakthrough with his “good friend” Chinese President
Xi Jinping could quickly change sentiment. Since the devaluation, Trump has said he would delay
implementation of the tariffs, originally scheduled for September 1, 2019 until the fall. With the negative
correlation between bonds and equities holding, the downside risk in our portfolios is being mitigated. We
continue to monitor the markets and are maintaining adequate amounts of cash, bonds and a small amount
of gold as we endure heightened volatility.

ALFRED LAM, CFA

Senior Vice-President and Chief Investment Officer, CI Multi-Asset
Management
Alfred Lam, CFA, Senior Vice-President and Chief Investment Officer, leads the
CI Multi-Asset Management team. Mr. Lam has over 18 years of experience
specializing in portfolio design, asset allocation, manager and fund selection,
and risk management. While at CI, Mr. Lam has brought unique ideas and
processes to the management of the team’s multi-asset strategies, including
a mean-reversion currency management strategy, the concept of investing in
concentrated and benchmark-agnostic portfolios, and a new approach to risk
management. In addition to the CFA designation, Mr. Lam holds an MBA from
York University’s Schulich School of Business, and is a member of CFA Institute and CFA Society Toronto.
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IMPORTANT DISCLAIMERS
Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments and the use of an asset allocation
service. Please read the prospectus of the mutual funds in which investment may be made under the asset allocation service before investing. Mutual funds are not
guaranteed, their values change frequently and past performance may not be repeated.
This document is provided as a general source of information and should not be considered personal, legal, accounting, tax or investment advice, or an offer or a
solicitation to buy or sell securities. Every effort has been made to ensure that the material contained in this document is accurate at the time of publication. Market
conditions may change which may impact the information contained in this document. All charts and illustrations in this document are for illustrative purposes
only. They are not intended to predict or project investment results. Individuals should seek the advice of professionals, as appropriate, regarding any particular
investment. Investors should consult their professional advisors prior to implementing any changes to their investment strategies.
The opinions expressed in the communication are solely those of the author and are not to be used or construed as investment advice or as an endorsement
or recommendation of any entity or security discussed. Individuals should seek the advice of professionals, as appropriate, regarding any particular investment.
Investors should consult their professional advisors prior to implementing any changes to their investment strategies.
Certain statements in this document are forward-looking. Forward-looking statements (“FLS”) are statements that are predictive in nature, depend upon or refer to
future events or conditions, or that include words such as “may,” “will,” “should,” “could,” “expect,” “anticipate,” “intend,” “plan,” “believe,” or “estimate,” or other similar
expressions. Statements that look forward in time or include anything other than historical information are subject to risks and uncertainties, and actual results,
actions or events could differ materially from those set forth in the FLS. FLS are not guarantees of future performance and are by their nature based on numerous
assumptions. Although the FLS contained herein are based upon what CI Investments Inc. and the portfolio manager believe to be reasonable assumptions, neither
CI Investments Inc. nor the portfolio manager can assure that actual results will be consistent with these FLS. The reader is cautioned to consider the FLS carefully
and not to place undue reliance on FLS. Unless required by applicable law, it is not undertaken, and specifically disclaimed that there is any intention or obligation to
update or revise FLS, whether as a result of new information, future events or otherwise.
CI Multi-Asset Management is a division of CI Investments Inc.
©CI Investments Inc. 2019. All rights reserved. “Trusted Partner in WealthTM” is a trademark of CI Investments Inc.
Published August 27, 2019.
“Reprinted by permission of CI Investments Inc., October 2019”
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