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Emerging markets portfolio manager Claudio Brocado
explains how investors can participate in the booming
Chinese economy by investing in other emerging markets.

The eyes of the world are on China, whose powerful
growth is a major force in the global economy. China’s
huge demand for energy, metals and other commodities
to support manufacturing and infrastructure development
has benefited companies in other emerging markets —
and created attractive equity opportunities for knowl-
edgeable investors.

The views expressed are those of the portfolio manager as of March 31,2010 and are subject to
change based on market and other conditions. These views may differ from the views of other
portfolio managers or the firm as a whole, and they are not intended to be a forecast of future
events, a guarantee of future results, or investment advice. Forecasts and model results are
inherently limited and should not be relied upon as indicators of future performance. Investors
should not use this information as the sole basis for investment decisions.

Alldataisasof 3/31/10 unless otherwise noted. Past performance is no guarantee of future results.

Allinvestments involve risk, including possible loss of principal. Investments in equity securities
are subject to price fluctuation and possible loss of principal. Equity securities are subject to
price fluctuation and possible loss of principal. International investments are subject to special
risks, including currency fluctuations and social, economic and political uncertainties, which
could increase volatility. These risks are magnified in emerging markets.

The mention of any individual securities should neither constitute nor be construed as a recom-
mendation to purchase orsell securities,and theinformation provided regarding such individual
securities is not a sufficient basis upon which to make an investment decision. Investors seeking
financial advice regarding the appropriateness of investing in any securities or investment strat-
egies should consult their financial professional.

Any statistics have been obtained from sources the portfolio manager believed to bereliable, but
the accuracy and completeness of the information cannot be guaranteed. The information pro-
videdinthiscommentaryshould notbe considered arecommendation by Batterymarch orany of
its affiliates to purchase or sell any security.
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Figure 1 — Emerging markets valuations — as of March 12,2010

MSCI EM MSCI EM China MSCI EM Brazil MSCI EM Russia
Future 12-month P/E 11.8x 12.6x 12.0x 7.6x
Price/Cash flow 7.4x 8.4x 6.7x 3.5x
Price/Sales 2.1x 2.3x 1.3x 1.5x
Price/Book 1.3x 2.5x 2.2x 0.9x

Performance shown represents past performance and is no guarantee of future results. This table is for illustrative purposes only.

For these investors, participating in Chinese
growth does not have to mean overweighting
Chinese stocks, whose valuations, while not his-
torically high, are relatively expensive. Instead,
they are seeking companies that benefit from
Chinese growth, in Brazil, Russia and other
markets, where they can find similar growth
potential at cheaper prices (Figure 1).

Opportunities in the materials sector

Steel manufacturing in China has been rapidly
expanding to feed the country’s booming hous-
ing and infrastructure build-out. As the world’s
largest buyer of iron ore — the primary raw
material for steel production — China drives
the global market, boosting companies such

as Brazilian mining giant Vale de Rio Doce as
well as Bradespar, which holds a key stake

in Vale. During fourth quarter 2009, Vale de-
rived 44% of its iron-ore sales from China.

Production volumes and prices for iron ore are
expected to jump in 2010 and beyond. Increas-
ing demand for automobiles in both China and
Brazil, along with ongoing restocking by auto
industry suppliers, should benefit iron ore pro-
viders for several more years as worldwide

steel manufacturing spikes up. The recovery in
global steel demand bodes well for steelmakers
in countries such as Russia and South Korea.

China also uses more copper than other na-
tions, with approximately 38% of global market
share. In addition to buying the metal for mas-
sive infrastructure development, China requires
enormous amounts of copper as it seeks to bring
annual production of electric and hybrid cars

to 500,000 by the end of next year. Only 2,100

such vehicles were produced in China during
2008. Considered perhaps the most sought-
after metal, copper has soared in price over
the past year, improving earnings growth esti-
mates for copper producers in Poland, Mexico
and other emerging countries, where valua-
tions are generally lower than those in China.

Russian energy and more

Russia, in particular, benefits from rising en-
ergy prices resulting from soaring Chinese
demand. For example, the country will begin
shipping crude oil directly to China next year
via a newly built pipeline as part of a 20-year
energy pact. For investors, Russian companies
can offer advantages over Asian providers,
which tend to be downstream or integrated
oil producers that must buy part of the crude
they process. When oil prices climb faster than
the price of their refined products, their profit
margins can suffer. Moreover, Asian energy
companies often trade at substantially higher
valuations than their Russian counterparts.

Non-energy related companies in Russia can
also be energy plays. In contrast to other energy-
rich countries, Russia’s overall equity market is
highly leveraged to global energy prices, with
stocks in industries ranging from banking to
telecommunications often displaying higher cor-
relations to oil price movements than dedicated
Chinese energy companies. As a result, many
Russian companies tend to respond well to
stable or rising oil prices. Thus an overweight in
non-energy, Russia-based stocks can more than
compensate for a seemingly large underweight
in stocks that are strictly related to energy.



The power of bottom-up fundamentals

At Batterymarch, we believe that the best way to
capitalize on China’s robust economic growth is
from the bottom up, focusing on individual com-
panies with strong fundamentals. The most attrac-
tive companies score favorably across a variety of
fundamental measures, with superior longer-term
growth prospects and reasonable valuations.

In today’s emerging markets environment,
underlying stock fundamentals point to under-
weight positions in the Chinese market and the
developing-market energy sector—two areas
with significant growth potential but relatively
expensive share prices. However, they also
point to overweights in materials and Russia.
These indirect plays on the Chinese economy
and higher energy prices allow investors to
participate in outstanding growth opportuni-
ties without overpaying for the privilege.
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What should | know before investing?

All investments involve risks, including loss of
principal amount invested. Investments in small
and mid-cap companies involve a higher degree
of risk and volatility than investments in larger,
more established companies.

Foreign investing involves risks in addition to
those ordinarily associated with investing in do-
mestic securities, including the potentially nega-
tive effects of currency fluctuations, political and
economic developments, foreign taxation, and dif-
ferences in auditing and other financial standards.
These risks are magnified in emerging markets.
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