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Andrew Parry, CEO Hermes Sourcecap, explains how European companies
can exploit China’s vibrant transformation:
If you read any of the recent press on China it would be difficult to make a case for the
benefits of investing in the country. However, scratch below the surface of some of the
myths about China’s current fragility and you will find a vibrant and growing small-to-mid
capitalisation section of the market. It is a far more diverse and complex economy than the
normal superficial generalisations would lead one to expect.
What does this have to do with European equities? European companies benefit from
China's growth in a number of ways, such as the outsourcing of production – think H&M,
Adidas and Sports Direct. Expertise and technical know-how is another, perhaps less
obvious benefit, which companies like Bureau Veritas, VW and Renault benefit from directly
and which also offers protection from competition from China.
A lot has been made of the risk to intellectual property from China and the developing world
imitating established products, but this appears to be overblown. We were surprised to hear
at a recent meeting with Valeo that the Chinese government has started a crack-down on
companies that violate intellectual property rights. This is entirely due to China wanting to
protect its own intellectual property and, while there will inevitably be some losers from
innovation in China, a company such as Valeo stands to benefit from China’s protection of
its own innovation.
The Chinese economy is still expanding and, while the pace of growth is moderating, it still
represents a huge structural opportunity for those companies with the right products and
commitment to invest for the long term. The sources of growth in China will evolve over time
as the economy becomes more mature and sophisticated, just as Japan did in its
development from 1950 to 1990.
Although increased competition from China will result in some firms losing out in Europe,
there will be real beneficiaries too, as the rebalancing of the economy leads to the
development of new markets. A selective approach to identifying the winners from the
growth in China is required and it is important not to just buy the ‘China effect’. While the
headlines on China are often dire, and some of the challenges for the economy are
immense, the same was said to be true for the eurozone a couple of years ago when stock
prices were much lower and sentiment depressed. China will remain a source of opportunity
and threat for many European companies for a long time still.
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Notes to Editors:
Hermes Fund Managers
Hermes is focused on delivering superior, sustainable, risk adjusted returns for our clients – responsibly.
We believe in Excellence, Responsibility and Innovation
•
Excellence: We aspire to excellence in everything we do. This manifests itself most visibly in our
investment performance. We will only offer products to our clients where we believe there is a strong
investment thesis and where we can deliver sustainable alpha.
•

Responsibility: We believe it is our responsibility to lead discussion and debate about the fiduciary
responsibilities of fund managers to our clients, their stakeholders and, ultimately, society at large. We
have always sought positive engagement with the firms in which we invest.

•

Innovation: We have the entrepreneurial culture to identify forward-looking products that meet those
needs, along with the resources and speed-to-market mentality to develop them rapidly.

Our structure provides wholesale, institutional and pension fund clients globally the benefit of access to a broad range of
specialist, high conviction investment teams operating within an established and robust operating platform.
Hermes' investment solutions include:
•
Fixed Income: Inflation-Linked, Government Bonds, Investment Grade, High Yield
•
Alternatives: Commodities, Hedge Fund Solutions, Infrastructure, Private Equity
•
Equities: Global, Emerging Markets, Small & Mid Cap, Europe, Asia Ex Japan
•
Real Estate: Segregated, Unitised, Debt, UK, US Residential, European
Hermes manages assets on behalf of more than 200 clients* across these investment areas with £26.3 billion* assets under
management. In Hermes Equity Ownership Services, we have one of the largest engagement resources in the industry,
advising on more than £98 billion* of assets.
*

Please note the total AuM figure includes £3.4bn of assets managed or under an advisory agreement by Hermes GPE LLP (“HGPE”), a joint venture between
Hermes Fund Managers (“HFM”) and GPE Partner Limited. HGPE is an independent entity and not part of the Hermes group. £0.4bn of total group AuM figure
represents HFM mandates under advice. Source: Hermes as at 31 December 2013.

