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Last Quarter’s Highlights

EXECUTIVE
PERSPECTIVE

• Overall investment returns for globally diversified
portfolios were strong during the past quarter, a
welcome contrast to the weak start earlier in the year.

Mark Arthur, CEO
marthur@forstrong.com

• Markets remained focused on central bank
policies in Japan, Europe and the U.S. The renewed
“hawkishness” of the U.S. Federal Reserve has triggered
market skittishness over the reporting period. The
U.K.’s decision to leave the European Union as well as
European banking tremors have contributed to aboveaverage market volatility.

W

elcome to the Fall edition of Global Thinking. As
most will well know, interest rates have plunged
around the world over the course of the last
several years. As a result, a global hunt for higher yields
has ensued. Perplexing to most is that in many countries,
interest rates have tumbled to negative levels.

• The Canadian Dollar (CAD), following a sharp
bounce-back in the first quarter of this year, has now
turned in two quarters of softness. For the third quarter
versus the USD, the CAD lost 0.7%. We expect the
Canadian Dollar to be range-bound for the foreseeable
future.

Perhaps even Albert Einstein would have been puzzled by
such a development. He was quoted as saying: “Compound
interest is the eighth wonder of the world. He who
understands it, earns it; he who doesn’t, pays it.” It is a
statement that will need updating. Negative interest might
now be seen as the 9th wonder of the world and he who
understands it, avoids it.

• Canadian equity markets returned 5.77% over the
recent quarter. Foreign equity markets (MSCI ACWI)
logged in modestly stronger returns of 6.93% in CAD
terms. European equity markets bounced back from the
Brexit tremors this quarter, returning 7.40%.

This quarter our Investment Committee makes a bold
determination: The end of Quantitative Easing (QE) and
Negative Interest Rate Policy (NIRP) is near. We think that
this heralds a crucial policy shift. We discuss its major
implications in the Portfolio Update article found on page 4
of this publication.

• Fixed-income markets enjoyed another quarter
of positive returns. Canada’s bond market (FTSE TMX
Canada Universe Bond Index) returned 1.19%. U.S. fixed
income markets (Barclay’s U.S. Aggregate Index) logged
in positive returns of 2.01% in CAD terms, boosted
modestly by the weak CAD.

Tyler Mordy, President and Chief Investment Officer,
discusses other likely repercussions of the policy shifts that
we foresee (in the Global Insight article beginning on this
page).

• Overall global economic growth remains halting.
Major global economic agencies remain doubtful of a
strong economic upturn occurring anytime soon. Slow
growth continues to challenge policymakers’ actions.

It is always enjoyable to learn from the experiences of our
clients. We think you will thoroughly enjoy the perspectives
of Kenneth Buller. Please see the Client Perspectives article
in this issue found on page 3.
We hope that you will find our Global Thinking informative
and interesting. Do you have any questions with respect to
our current investment themes and views? We invite you to
contact us.

GLOBAL INSIGHT
Backing Away from the Cliff:
The Return of Fiscal Stimulus

Sincerely, Mark Arthur, CEO

Tyler Mordy, President & CIO
tmordy@forstrong.com

What’s New at Forstrong
We are officially 15 years old on November 1, 2016!
We are proud to be the first to manage active
balanced global portfolios exclusively utilizing ETFs.
Please visit the “Global Thinking” section of our
website (https://www.forstrong.com/global-thinking/) for
a summary of all Forstrong interviews, videos and articles.
You can view regular video updates on topical investment
issues from our Investment Committee.
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@tylermordy
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t’s been three years since the world panicked over an alleged
“fiscal cliff”. Yet, in a rare intersection of opinion, both Donald
Trump and Hillary Clinton are united on fiscal expansion, with
a focus on upgrading the US’s aging infrastructure.
They have plenty of ammo for the argument. Debt-to-GDP has
stabilized since 2011 and the budget deficit has declined dramatically. Gross government investment as a percentage of GDP
is at a 70-year low. What’s more, lobby groups such as the Amer-
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ican Society of Civil Engineers claim that US GDP growth could
be diminished by $4 trillion between 2016 and 2025, due to lost
sales and rising costs associated with bad infrastructure.
Pitching into the debate are the likes of Larry Summers and
even Fed Vice Chair Stanley Fischer with arguments that fiscal
largesse is the solution to concerns over “secular stagnation” (a
phrase originally coined by Alvin Hansen in 1938 following the
Great Depression).
In Canada, the Liberal government was elected on a platform
that placed austerity and balanced budgets on the back burner.
More globally, fiscal stimulus is also making a comeback. For the
first time in five years, more developed economies plan to loosen than tighten fiscal policy (16 countries for the former, while
only 9 for the latter). We expect this to be a multi-year trend.
Turning to other “megatrends” in the world of investing, consider 3 others that our Investment Committee is closely tracking:

result). Thirdly, Brexit has forced central bankers into action —
further underwriting higher asset prices.
Emerging Market Investing: So Hip It Hurts (Again). After a long
and punishing period of underperformance, emerging markets (EM) are hot again. Global fund managers are scrambling
to close their deep underweights and emerging market ETF inflows are surging. One can almost hear echoes of the prolific
Gord Downie’s lyrics: “Come in, come in … from thin and wicked
prairie winds, come in / It’s warm and it’s safe here.” The rich
irony, of course, is that many countries in the so-called emerging
universe now appear more secure than their developed world
counterparts, offering a “heartening” refuge from the perilous
world of quantitative easing, negative rates and their associated
freakish offspring — overvalued stock and bond markets. Tragically hip indeed.
Looking back, was the EM underperformance of last year justified? Not likely. First, revulsion toward China was unduly influenced. The consensus spun a narrative that policy has finally
pivoted to pursuing a weak renminbi, providing evidence of an
imminent hard-landing scenario. While growth is slowing and
should not be trivialized, the more important story is China’s
solid progress on the road to rebalancing — namely, a shift away
from manufacturing and construction activity toward consumers and services. This is exactly what well-intentioned Western
economists urged EMs to do: rebalance economies away from
cheap exports to more self-sustaining middle class consumption.

Trump’s Message to the World: You’re Fired! Who knew Trump
would make it so far? And what implications would a Trump
presidency have on global markets? We see four big ones. First,
and most clearly, Trump’s policies will significantly reduce taxes
and increase spending on military and infrastructure. Early estimates predict $10 trillion in higher debt and deficits. Over the
short term, this would boost corporate profits (given the current period of low corporate investment along with a current account deficit). Second, and offsetting the first, would be a likely
damage to business confidence (surely the quickest way to short
While Beijing can be criticized for a poorly communicated agencircuit growth). Here any number of Trump’s policies (take your
da, their longer running ambitions shouldn’t be understated —
pick: abrogation of trade treaties, censorship, a tariff war with
internationalize the currency, modernize the financial system,
China, etc.) could create a confusing business environment and
address excesses in debt markets and transform state-owned enslow a still-fragile US
terprises — all couched
economy. Thirdly, esin a nationalistic revival
“ After a long and punishing period of
pecially compared to
of the “China dream”.
the more predictable
Second, forecasts of a
Hillary Clinton, market underperformance, emerging markets are hot again.” widespread EM crisis
volatility would soar
were also off the mark.
as markets adjust to new political realities (and erratic policy).
Here, the commentary focused on slowing growth and high
Finally, and perhaps most importantly, Mr. Trump’s nationalism
debt, with extravagant comparisons to the 1997-98 Asian crisis.
is highly risky. Trump not only advocates America re-treating beYes, exports are slowing. But this is concentrated in the comhind a wall, he also threatens to shelve trade agreements like
modity exporters (declining by almost 40% in July, year-on-year).
the Trans-Pacific Partnership. In a globalized world defined by
And, the outlook is actually improving for a number of countries.
a move toward closer interconnectedness, the “biggest loser”
It’s important to recognize that EMs already had a large slowwould undoubtedly be the US. Consider China’s longer running
down between 2010 – 2012. Since then, currencies have weakambitions to establish Beijing at the center of a new Asian imened (boosting competitiveness), commodity prices have fallen
perial domain. A Trump presidency would allow China to send
(raising consumption) and policy has turned stimulative (lowera message to every Asian country: do you want to be with us,
ing the cost of capital). These benefits always show up with a lag.
or with the United States who is openly against you? No doubt,
Why should this time be different?
President Xi Jinping is rooting for a Trump win in November.
Looking ahead, despite recent events like Brexit, our Investment
Running for the Brexit? Not Quite. The UK has voted to leave the
Committee’s outlook has not changed significantly. In fact, it
European Union. Undoubtedly, it is having a negative impact on
has confirmed our longer running thesis: we continue to live in
business and investor confidence. What’s more, it is increasing
an era of new realities. The best approach for investors is wide
fears of the entire bloc’s disintegration — emboldening anti-EU
global diversification with exposures tilted to longer-running
parties like Spain’s Podemos and Italy’s Five Star Movement and
megatrends. We remain committed to that investment discicreating an upsurge in populist groups promoting nationalism
pline, striving to ensure that our clients meet their financial oband protectionism. That’s a clear negative for risk markets. Howjectives.
ever, Brexit will very likely prove to be yet another post-crisis
macro fear with limited fallout. Why? First, markets had already
What do you think?
been pricing in damage to investor sentiment. The post-Brexit
bounce has simply relieved an oversold market. Second, the UK
Share your thoughts with us on Twitter!
will likely be a member of the EU for a few more years at least
@tylermordy or @ForstrongGlobal
(even “Leave” leaders have cited 2020 as a likely exit). Referendums are merely a recommendation to politicians (who often
drag out the process to determine particulars of the actionable
2 |
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the money was fine.

CLIENT PERSPECTIVE

To what do you attribute your longevity?

Kenneth Buller
Kenneth D. Buller is a retired business owner and WWII veteran
living in Kitchener Ontario. During the course of his 94 years
he’s experienced many challenging times but has managed
to achieve a great deal of success in business and in life.
Tell us a little about your background.
The only thing interesting about me is that I’m getting old.
I have four children who are between the ages of 61 and 72
and my oldest grandchild is 48. I lost my wife 9 years ago.
Growing up was difficult because my mother was diagnosed
with MS when I was only two so I never really saw her walk.
She passed away when I was eleven. My father was a garage
mechanic. Those were tough times. Because my mother
was bedridden my dad had to do everything to raise us. He
was three weeks away from 100 when he died. He was a
great man. We were so fortunate to have a father like him.

I’ve had all the maladies. I have a pacemaker from when
I had a heart attack and I’ve fought cancer too. All of my
friends suffer from something. It’s part of getting old. I love
to hear when someone got better or is feeling well. When
you grow old everybody has something; it just happens
at different rates. Some people say “Why me?” and that’s
when the trouble starts. You just have to be strong. I never
think of it as being 94 years old. Age doesn’t matter; its
how you feel. It’s always important to be grateful.

What shaped your views and attitudes toward money?
We never really had any money when I was growing up and
my mother was ill so we were frugal. We never went out to
dinner and the first time my father went out to dinner was
when I took him out to dinner. Even though my father was a
mechanic we didn’t have a car until I was fifteen. Like a lot
of people at that time we had a vegetable garden in the back
yard. My father would come home from work and go tend
to the garden. You did whatever was necessary to survive.
How did you come to serve in the military?
My older brother was in the militia and I joined as soon as
I could at sixteen. When the war started I signed up and
went over to Italy in 1943 where the First and Fifth Canadian
divisions were. I had malaria in Italy during the war and they
think it’s the cause of an eye problem that I still have. In
1944 I got wounded and only have partial movement in my
left arm. That was 72 years ago. My brother fought in France
and he was wounded too. But I had it better than some.

Notable Quotes

Share your business experience with us.
Before I went to the war I started selling clothing at a
local store in Kitchener. When I came back from the war I
started working in a clothing store. Then I got a job selling
metal finishing (buffing and electroplating) products on
the road. Then after 10 years I broke away and started a
company of my own. I did what I had been doing before
but it was my focus for 20 years. I had 10 employees
in my factory. Then my doctor told me I couldn’t work
anymore so I turned the company over to one of my
children. But that was 30 years ago and I’m still here.
How did you start investing?
When the doctor told me I had to quit working I took the
money I had and invested it in the stock market and let it
grow. I’m gradually turning everything over to my children
with my accountant and financial planner. The biggest
thing to me was building a business. I never got into the
money. I just worried about the business. The money was
not that important to me. If the business was growing then
3 |

“ T H E R E H AV E B E E N T H R E E G R EAT
I N V E N T I O N S S I N C E T H E B EG I N N I N G O F
T I M E: F I R E, T H E W H E E L, A N D C E N T R A L
BA N K I N G.”
– W I L L RO G E RS
“G I V I N G PAY S T H E H I G H ES T I N T E R ES T
R AT E A N D H A S T H E LO N G ES T T E R M O F
A N Y I N V ES T M E N T AVA I L A B L E.”
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— JEFFREY WILSON
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Reducing High-Yield Fixed-Income. Given the apparent underpricing
of risk in the fixed-income markets and the limited possibility of
further interest rate reductions, it is timely to lower high-yield fixedincome investments in favour of high “earned income distributions”
(dividend yields). Now that rates have fallen to deep lows, the historical
performance relationships of various asset-types have changed. For
example, today, investors must buy stocks for safer income; and bonds
for capital gains. That may seem strange. However, many stock markets
have dividend yields that now are higher than the yield on a 10-year
government bond. Current holdings of Sweden and Poland equity ETFs
fit this prescription, as well as others.

Forstrong Investment Committee
Wilfred Hahn (Global Strategic Advisor & CCO)
Mark Arthur (CEO)
Tyler Mordy (President & CIO)
Ken Hawkins (Research Manager)

Current Portfolio Strategy

C

hanges in the investment environment are underfoot. To date,
investment markets have remained dependent upon the policy
directions of the major central banks. The slightest shifts in policy
intentions causes a flutter of market volatility. This has been the case
for some years. In the interim, interest rates have been pushed down,
market values upward, and risk spreads ever narrower. Probabilities of
further extensions of these trends are shrinking.
Policymakers have been unsuccessful in driving up economic growth
and thwarting underlying deflationary pressures. Therefore, new
techniques are needed. As such, we believe that significant policy
shifts are in the offing. Crucially, we anticipate that “Helicopter Money”
policies will be instituted eventually. Consensus expectations are
decidedly moving in that direction. However, it will yet take some time
for the major central banks to come into alignment. For the time being,
the US Federal Reserve (Fed) is swimming against the tide. Further
disappointments with economic growth will be required before the Fed
will join the monetary consensus.
As monetary policies are facing obstacles, the focus now turns to fiscal
initiatives. There is a groundswell around the globe towards loosening
government spending and greater budget deficits. The belief is that this
will directly stimulate spending (certainly so on infrastructure and tax
cuts) and in turn GDP. This shift is expected to unfold over the next few
years. Even the U.S. has already been experiencing a widening budget
deficit this past year. In time, we expect that Helicopter Money policies
will be required to fund these growing budget deficits.
Some key trend changes are therefore expected. Firstly, we expect a
mild upturn in economic growth. This will impact both inflation levels
and interest rates. Both are expected to experience a bottoming or mild
reversal. Also, corporate profitability declines of the past year can be
expected to trough. This combination of developments will introduce
cross-currents for financial markets. Therefore, above-average volatility
will continue. However, new strategies are also revealed.
If one thing can be shown to be reliably predictive, it is that the era of
global QE (Quantitate Easing) is coming to an end. QE programs and
NIRP (Negative Interest Rate Policy) are bumping against their limits
of effectiveness. So also their behavioral influences. A transition to a
reliance upon expanded fiscal spending and (eventually) Helicopter
Money has begun … at least at the margin. We see no other scenario
with a higher probability.

Asset Mix Shifts: Reliance Upon Equities. Reflecting the previous
observation, equity assets are modestly overweight, while overall fixedincome allocations remain underweight and below-average duration.
Low interest rates and attractive dividend yield opportunities around
the globe favour equities. Cash levels remain neutral.
Equity Sectors Favoured. We continue to hold an overweight in U.S.
health care and maintain a significant weight in financials. This latter
sector has generally been out of favour recently. Expanding interest rate
spreads will be beneficial.
Income, Income, Income! Despite a reduction in high-yield risk, we
continue to bias all holdings to higher income wherever possible and
with reasonable risk. Interest-income scarcity remains an enduring
theme that we continue to emphasize. We are scouring the world for
higher yield.
Regional Preferences. Even as market exposure remains overweight
relative to our portfolio benchmarks, the equity allocation to the U.S.
remains modesty underweight. Exposures to Asia, Europe and selected
emerging markets are overweight. Allocations to Canadian equities,
have been raised to neutral.
Opportunity Strategies. Holdings in this category rely prominently
upon emerging markets which offer higher growth prospects (i.e. India,
China and others), frontier markets, emerging market local-currency
and USD bonds. All portfolios have an allocation to this opportunity set
of holdings.
Currency Trends. We are cautious on the yen versus the U.S. dollar. We
have raised the expected range of the Canadian dollar (CAD) vs. the
U.S. dollar $0.70 to $0.85 (from $0.70 to $0.80). Currently, all currency
exposures remain unhedged.
Overall, risks remain above-average. We, therefore, continue to counsel
investors to expect high volatility. Nevertheless, we are still forecasting
long-term portfolio returns to be above cash returns. However, returns
of securities portfolios are random over the short-term and can be highly
variable for any given year. Higher returns (though modest compared to
past environments), therefore, come at the price of higher volatility.

As a result, new investment themes are being pursued. A brief review
of these follows.
Maintaining Broad Global Diversification. Overall, our asset mix
remains well diversified. This is required due to the above-average
market volatility that continues.
Seeking Growth Premium. In a world of restrained GDP growth, any
countries with above-average economic growth will attract a premium.
These countries are making outsized contributions to world growth (for
example, China continues to contribute over 40% of world economic
growth, even following its own slowdown). India is another such
candidate this past year, growing at a pace of 8%. These will attract a
premium valuation.
Portfolio Update is published by Forstrong Global Asset Manangement Inc., a manager of global, diversified portfolios for private clients and institutions in Canada, the U.S. and offshore primarily
using Exchange Traded Funds (ETFs). This document is being made available for educational purposes only and should not be used for any other purpose. The information contained herein does
not constitute and should not be construed as an offering of advisory services or an offer to sell or solicitation to buy any securities or related financial instruments in any jurisdiction. Certain information contained herein concerning financial and economic trends are based on or derived from information provided by independent third-party sources. Forstrong believes that the sources
from which such information has been obtained are reliable; however, it cannot guarantee the accuracy of such information and has not independently verified the accuracy or completeness of
such information or the assumptions on which such information is based. Any opinions expressed in this document are based on current analysis of market events and circumstances and are
subject to change.
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