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Is The “China Turn” At Hand?

August 9, 2013

The world’s second largest economy has influenced many asset markets beyond its own borders this
year, from emerging markets equities to energy and industrial materials commodities. Much of that
influence has been negative. The MSCI Emerging Markets index was down -8.4% for the year to date as
of August 8, and continues to be the bane of any diversified equities portfolio manager. The Dow UBS
Commodity index is off more than 10% for the same time period. But with record volumes of
commodities imports by China in July, many investors are wondering if the turn is at hand.

Beware the False Turn

Those out of favor asset classes have come to life in the past week or so. The S&P Select Materials
Sector has shifted from laggard to leader, and copper prices jumped nearly 3% yesterday as the July data
points rolled in. Shares in emerging markets and China-correlated developed markets like Australia have
also perked up. But a closer look at the latest data, while offering evidence that a major stall-out of the
economy is likely not at hand, does not make for an open-and-shut case.

The 9.7% growth in industrial production, well in excess of expectations, comes at the same time that
Chinese retail sales ticked down a notch. Long term China watchers focus on signs of economic
rebalance, where domestic consumption gains ground over the traditional engine of export-focused
investment in production and manufacturing. As a percentage of GDP, consumption in China is still
about half what it is in the US. This month’s production numbers don’t do much to change that
equation.

Commoadities in Surplus

The record commodities purchases come at a time of overcapacity for many industrial inputs from iron
ore to nickel and zinc. July’s activity may well reflect decisions by large Chinese enterprises to stock their
inventories while prices are favorable, which in turn could indicate weaker demand in the months
ahead, particularly if overall growth proves to be modest. Much of the global overcapacity comes from
years of extensive investment in industrial commodities. As China grew at breakneck speed during the
2000s international metals and mining companies invested heavily into production of the raw materials
that power Chinese factories. It may be awhile yet before the resulting surpluses abate.
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Plenty of Ground to Gain

From an asset allocation standpoint there may be more to lose than to gain by calling the China turn
now. The out of favor asset classes in commodities and emerging markets lag the S&P 500 in many cases
by more than 20%. That’s a lot of ground to make up — and a lot of time to monitor successive data
points to validate (or not) the directional trend. China will continue to be an important story over the
remainder of 2013, and one that we will continue to monitor — carefully and prudently.
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Investment Advisory Services offered through MV Capital Management, Inc., a Registered Investment Advisor. MV Financial
Group, Inc. and MV Capital Management, Inc. are independently owned and operated.

Please remember that past performance may not be indicative of future results. Different types of investments involve varying
degrees of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or
product (including the investments and/or investment strategies recommended or undertaken by MV Capital Management, Inc.),
or any non-investment related content, made reference to directly or indirectly in this newsletter will be profitable, equal any
corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful.
Due to various factors, including changing market conditions and/or applicable laws, the content may no longer be reflective of
current opinions or positions. Moreover, you should not assume that any discussion or information contained in this newsletter
serves as the receipt of, or as a substitute for, personalized investment advice from MV Capital Management, Inc. To the extent
that a reader has any questions regarding the applicability of any specific issue discussed above to his/her individual situation,
he/she is encouraged to consult with the professional advisor of his/her choosing. MV Capital Management, Inc. is neither a law
firm nor a certified public accounting firm and no portion of the newsletter content should be construed as legal or accounting
advice. A copy of the MV Capital Management, Inc.’s current written disclosure statement discussing our advisory services and
fees is available for review upon request.
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