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The Rise of the East

Just as the 19™ century was the British century, and the 20™ century was the American century,
many are recognizing that the 21* century will be the Asian century. The rise of Asia, with more
than 4 billion people, 60% of the world population, is surely making its impact felt on our
existence.

It is undeniable that Asia’s growth over the last century has been dramatic. China and India is
the most obvious power on the rise with growth of 9% and 7% in 2008; and they are not alone.
Other Asian countries like Indonesia and Vietnam also boast growth rates that could outstrip
those of major western countries. Even more remarkable is the fact that these growth figures
are achieved amidst what is the biggest global financial and economic crisis since the Great
Depression of the 1930s.

Hong Kong and Singapore with its open economies is now a prominent hub for financial and
foreign direct investment. China, with strong mass manufacturing has replaced US as the biggest
trading partner for almost all Asian countries. Malaysia, Indonesia and Thailand are abundant
with natural resources and India is industrializing at exceptional pace and has become a giant in
services. It is evident that Asia is now playing a central role in consumer goods, global
commodities and raw materials markets.

This rapid growth has transformed Asia, bringing a better standard of living for hundreds of
millions of Asian people. China, in just one generation, have tripled their per capita income and
lifted over 300 million people out of poverty. According to world wealth report, the number of
millionaires in BRIC jumped 19% in 2007 compared with 3.7% in US. Indian already holds 4 of the
top 8 slots on the Forbes billionaire list. This region is reducing poverty at a rate faster than
anywhere else in the economic history. Such huge population coupled with increased wealth is a
key to consumer spending and sustained economic growth.

In just a decade, this region has produced the best performing economies and some of the
world’s largest and most profitable corporations. Emerging markets had 70 companies in the
Fortune Global 500 in 2007, up from 20 just a decade ago. China already records the biggest
IPOs in human history with companies such as China Mobile and ICBC raising billions of dollars.

Investors worldwide have always looked to the US for future direction of the world economy.
Financial markets in the US always took the lead and markets worldwide followed closely. The
current crisis emanating mainly from the western developed nations may be the turning point,
where emerging markets are decoupling and are outperforming the developed markets.

So far this year, as at end June, the world’s top performing stock markets are all markets from
the east. China has gained over 60% and India is up 46%. Even Indonesia is up 49%. On the other
hand, America’s Dow Jones has lost 3% and FTSE 100 is down by 4%.

Increasingly, we are seeing the Asian markets attracting a substantial share of foreign direct
investment and much greater portfolio inflows from the rest of the world. More and more
portfolio managers are overweighting Asia and increasing their exposure in this region. Many
believe that China will be the dominant force behind the economic recovery, leading the entire



region. Napoleon lll compared China to a sleeping giant and warned: “When China awakes, she
will shake the world”. China and her 1.3 billion people, twice the population of US and EU
combined is awaking.

Asia has accumulated over US$4 trillion of foreign exchange reserves — more than half of the
world’s total. In this financial crisis, Asia is also acting as providers of capital for US by holding a
vast portion of US treasury bonds. With such huge reserves, high savings rate and relatively low
corporate debt, this region is in a much better position to deal with a global crisis than their
western counterparts.

Asian countries are likely to continue to grow at a faster rate than the developed countries,
albeit at a slower pace, supported by their enormous reserve which is able to finance stimulus
packages and drive growth, flexible policy, expanding urban middle class population, increasing
capital spending and domestic consumption. Hence, Asia is in a position of strength to weather
the global slowdown and become the growth engine of the world in decades to come.

It is crucial that investors are aware of this economic change and consider investments in this
region as part of their asset allocation. It has been said that in the past, Asian equities (ex-Japan)
only represented about 8% of global fund portfolios. Imagine the staggering potential as these
global portfolios re-balanced and increase their Asian allocations over time to 15-20% or even
higher. The world is awash with liquidity and this money has to chase returns somewhere
eventually when global confidence returns. In fact, some of the smart money is already moving
into Asia, especially the Greater China markets, as evident in the recent 3-month rally. The
expected returns across most developed markets like the U.S. and Eurozone are likely to be
modest going forward. In a world where growth is scarce, Asia will be the place where investors
can find it.

Look to the East, surely the sun is rising in the east.
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