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We remain wary on several fronts though. In more recent developments, a weakening yen may also pose challenges to 
the export sector in China. Domestically, structural issues including the risks posed by non-performing loans, as well as 
wealth management products and concerns over its shadow banking system are other risks lurking for China.  At the 
corporate level, we are cautious on the earnings risk over the next few quarters as negative operating leverage and 
poor demand are set to pose problems for companies’ margins and bottom lines. 

 

 

Source: CEIC, BofA Merrill Lynch Research, January 2013 

 

Sector selection 

Regarding sectors, we continue to favour consumption stocks that will benefit from the ongoing trend of longer term 
urbanisation and maturing consumer habits. Certain consumer discretionary names have been sold down on short-
term disappointment and provide attractive buying opportunities for long-term investors. We also see value in selected 
internet companies that will continue to benefit from the growing advertising spend in China’s burgeoning online media 
space. As the government loosens the reins on investment spending coming into 2013, the railway equipment sector is 
a likely beneficiary. With FAI picking up again, and the government’s commitment to extending the national rail 
network, they will experience an improvement in equipment/rolling stock demand and order flows. 

Investing for the long-term 

China is very much a long-term growth story. As an integral part of Asia’s dynamic appeal, the world’s second-largest 
economy still has potential that will only be realised over decades – hence it is not too late to benefit from its success. 
In a market as diverse as China’s however, stock selection becomes even more imperative. Not all sectors offer 
returns and earnings growth synonymous with the country’s roaring economy. Our bottom-up approach focuses on 
tapping into the longer-term changes that are taking shape in China and ensuring exposure to companies that will most 
likely benefit from these. In addition, companies with professionally-run management teams and strong balance sheets 
offer better prospects for returns over the long-term. 

Important Information:  

The views and opinions contained herein are those of Louisa Lo, Fund Manager, Greater China Equities and may not necessarily 
represent views expressed or reflected in other Schroders communications, strategies or funds. 
For professional investors and advisers only. This document is not suitable for retail clients. 
This document is intended to be for information purposes only and it is not intended as promotional material in any respect. The material is not 
intended as an offer or solicitation for the purchase or sale of any financial instrument. The material is not intended to provide, and should not be 
relied on for, accounting, legal or tax advice, or investment recommendations. Information herein is believed to be reliable but Schroder Investment 
Management Ltd (Schroders) does not warrant its completeness or accuracy. No responsibility can be accepted for errors of fact or opinion. This 
does not exclude or restrict any duty or liability that Schroders has to its customers under the Financial Services and Markets Act 2000 (as amended 
from time to time) or any other regulatory system. Schroders has expressed its own views and opinions in this document and these may change. 
Reliance should not be placed on the views and information in the document when taking individual investment and/or strategic decisions.  Issued by 
Schroder Investment Management Limited, 31 Gresham Street, London EC2V 7QA, which is authorised and regulated by the Financial Services 
Authority.  For your security, communications may be taped or monitored. 
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