
VIEWPOINT: CHINA AND TOBAM LBRTY®

FOUR REASONS TO CONSIDER MINIMIZING EXPOSURE TO CHINESE EQUITY

1.  REASONS WHY CHINA COULD UNDERPERFORM IN THE SHORT TERM

1. Net Foreign Direct Investment (FDI)
       to China turned negative

China’s Net Foreign Direct Investments
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Source: TOBAM and Bloomberg. 

2.  CHINESE ECONOMY IS UNDERGOING A LONG-LASTING ECONOMIC SLOW DOWN

1. Real Estate (20% of Chinese GDP) debt 
deflation spiral is still ongoing

2.  Exports struggle to make up for it: in 
2023 Chinese overall exports fell by -
4.6% even though trade with the 
sanctioned Russia increased by +47% - 
certainly a one off

"How many vacant homes are there now? 
Each expert gives a very different number, 
with the most extreme believing the 
current number of vacant homes are 
enough for 3 billion people“

He Keng, 81, former deputy head of the 
Chinese statistics bureau

2. China share of US imports has been 
dramatically falling since 2019

3. Bipartisan opposition to China’s policies is a prevailing stance in current U.S. politics – this 
year’s elections could further amplify this sentiment

Source: TOBAM and Bloomberg.This material is provided for information purposes only and does not constitute a 
recommendation, solicitation, offer, advice or invitation to enter in any transaction and should in no case be interpreted as such.



3. CHINA HAS THE LOWEST CIVIL AND DEMOCRATIC RIGHTS RATING OF ALL MSCI ACWI COUNTRIES

Source: TOBAM

China has the lowest ‘TOBAM Civil and Democratic Rights’ (CD) rating of all countries that 
belong to the MSCI ACWI. This rating is unlikely to materially change in the short to medium 
term. TOBAM’s research has established that exposure to low CD rating countries is not 
rewarded over time.

CONCLUSIONS: 

• Investors should think twice about allocating to Chinese equities given these economic and political
considerations.

• In addition, they should also take into account China’s ‘Civil and Democratic Rights’ (CD) rating, as there is 
an ex-post relationship with returns to investors in public equity and a low CD rating.

Since 2022, China's population has been declining, 
despite a more accommodating family policy ending the 
one-child policy. In contrast, India's demography is 
growing, surpassing the growth rate China since 2023.

4. CHINA’S POPULATION FACES MEANINFUL, STRUCTURAL DECLINE

This material is provided for information purposes only and does not constitute a recommendation, solicitation, offer, advice or 
invitation to enter in any transaction and should in no case be interpreted as such. 



DISCLAIMER
This document is confidential and is intended only for the recipient. It is for Professional Investors Only. 
This document is not an offer for sale of funds to US persons (as such term is used in Regulation S 
promulgated under the 1933 Act). This material is provided for information purposes only and does not 
constitute a recommendation, solicitation, offer, advice or invitation to enter in any transaction and should 
in no case be interpreted as such. 

Investment involves risk, past performance is not indicative of future results, investors could lose all or 
some of their investment. All investors should seek the advice of their financial advisor prior to any 
investment decision in order to determine its suitability. 

TOBAM has continued and will continue its research efforts amending the investment process from time 
to time accordingly. TOBAM reserves the right of revision or change without notice, of the universe, data, 
models, strategy and opinions. 

The constraints and fees applicable to an actual portfolio would affect the results achieved. The value and 
the income produced by a strategy may be adversely affected by exchange rates, interest rates, or other 
factors. This material is based on sources that TOBAM considers to be reliable as of the date shown, but 
TOBAM does not warrant the completeness or accuracy of any data, information, opinions or results

TOBAM’s quantitative investment process is supported by extensive proprietary computer code. 
TOBAM’s researchers, software developers, and IT teams follow a structured design, development, 
testing, change control, and review processes during the development of its systems and the 
implementation within our investment process. These controls and their effectiveness are subject to 
regular internal reviews.

However, despite these extensive controls it is possible that errors may occur in coding and within the 
investment process, as is the case with any complex software or data-driven model, and no guarantee or 
warranty can be provided that any quantitative investment model is completely free of errors. Any such 
errors could have a negative impact on investment results. We have in place control systems and 
processes which are intended to identify in a timely manner any such errors which would have a material 
impact on the investment process

ABOUT TOBAM
TOBAM is an asset management company offering innovative capabilities designed to maximize the 
benefits of scientific research to build efficient investment exposures. 

TOBAM’s Maximum Diversification® , TOBAMSolutions®, crypTOBAM® and TOBAM LBRTY® illustrate 
TOBAM’s systematic “out of box” dedication to demanding investors. 

TOBAM manages USD 5 billion (as of 30 December 2023). Its team includes 40 finance professionals 
based in Paris, New York and Dublin. For more information, please visit www.tobam.fr or contact us at 
info@tobam.fr. 
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