


(and only slightly) by its grow t h

in exports, which have more than

d o u bled since 1995. 

While China may be the

poster child for As i a ’s ec o n o m i c

e m e r gence, it’s hardly the only

exa m ple. True, Japan does not seem

to have participated in the party: It s

exports have dropped by 6% since

the mid-90s. And Ma l aysia has

been complaining loud and long

about China’s swiping market

s h a re. Ne ve r t h el e ss, its ex p o r t s —

l i ke those from Ta i wa n — h ave

jumped by roughly a third over the

same period. Philippine ex p o r t s

h ave climbed by 129%. And the

g rowth in Vi etnam is off the charts. 

So who’s buying all these pro d ucts? In many

cases the customer is Asia itself. Since 1985, As i a ’s

regional ex p o r t s — Ko rea selling to Indonesia,

Ma l aysia selling to Singapore, eve rybody selling to

C h i n a — h ave risen by 520%, better than twice the

g rowth rate in exports to the rest of the wo r l d .

Ac c o rding to the World Ba n k, fully half of all

Asian exports now go to ot h e r

Asian countries, up fro m

about a third —of a muc h

smaller total—in 1985.

G i ven the regional rise in per-capita incomes

(see As ia No w Summer 2003), it’s tempting to

a ssume that this buying fre n zy is a function of As i a ’s

b u r geoning middle class. This ass u m ption has enor-

mous appeal, if only because an Asia wea l t hy

enough to go on a spending spree, an Asia able to

rely on local customers — rather than on ove rs ea s

m a r kets—for economic growth, could be a va l u a bl e

d i ve rsifier in a U. S.-based portfol i o. As i a ’s “con-

sumer story” has some real facts behind it, and is at

the heart of the reg i o n’s appeal to inve s t o rs. But as a

single ex planation for the ex plosion in reg i o n a l

t rade, it has a serious wea k n e ss: It fails to take into

c o n s i d e ration just what it is that Asians are buying. 

M o s t l y, they buy what eve rybody else buys

f rom Asia. Ac c o rding to the World Ba n k, swea t e rs ,

p ower tools, “Gra m o phone rec o rds” and pet rol e-

um pro d ucts are among As i a ’s top 30 exports bot h

to the region and to the world. But increa s i n g l y,

what Asia buys from Asia is parts—the prec i s el y

e n g i n e e red guts of cars, calculators, cell ph o n e s ,

c o m p u t e rs, and TV sets. Between 1995 and 2001,

As i a ’s regional exports of parts and components

rose by 35%, more than triple the increase in

regional trade ove rall. 

“ E ss e n t i a l l y, what we ’re seeing is a rapid ex p a n-

sion in pro d uction-sharing,” ex plains ec o n o m i s t
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AS I A’S TRADE

with itself has

g rown 5 6 % m o re

ra p i d ly than its

t rade with the

rest of the wo rl d .

T R A D E
R O OTS

A Brief  Hist o ry 

of As ian Trade 

200 BC: Trade
routes known col-
lectively as the
Silk Road connect
Xian, in northern
China, with
Central Asia,
India, and eventu-
ally markets as
far west as
Jerusalem.

9t h C E N T U RY
A . D. : China
dominates Asian
trade, exporting
silk, tea, and
ceramics. Up to
5,000 traders -
from Korea,
Malaysia, Iran -
live in Xian.

1 5t h C E N T U RY:
China abruptly
cuts off trade, but
India and Japan
pick up slack.
Goods exchanged
include silver,
swords, pepper,
and cotton, as
well as wood fro m
Southeast Asia.

1 6th C E N T U RY:
Re l a xation of
C h i n a ’s tra d i n g
ban allows
Portugal to est a b-
lish trading base
on Macao, off
Chinese co a st, and
d o m i n ate Asia’s
i n c reasing tra d e
with the We st .

17th CENTURY:
Portugal cedes
dominance to the
Dutch and British.
Japan enters its
own isolationist
period but still
trades silver for
Chinese silk on
black market.

THE TAO OF TRADE C o n t i n u e d

100 BC 0 AD 100 AD 200 AD 300 AD 400 AD 500 AD 600 AD 700 AD200 BC

Source: World Bank



Al exander Yeats, co-author of a recent World Ba n k

re s ea rch paper titled “Ma jor Trade Trends in Ea s t

Asia.” What he means is that Asia is increa s i n g l y

d i vvying up manufacturing responsibilities, even in

the context of a single calculator or computer. Pa r t s

that req u i re high-end pro d uction fa c i l i t i e s —c o m-

pl ex el ec t ronics, for exa m pl e— a re made by coun-

tries like Ta i wan or Ko rea, which have the nec e s-

s a ry sophistication. Le ss -demanding elements, suc h

as computer spea ke rs, are farmed out to countries

l i ke Ma l aysia, with less sophistication and corre-

spondingly lower labor costs. The various compo-

nents are sent on to a country with ultra - l ow labor

c o s t s —often China—w h e re they’re ass e m bled into a

finished pro d uct. And this, in turn, gets ex p o r t e d

to Hong Kong, which ships the item off to its final

destination. To a ve ry real extent, Asia is bec o m i n g

one gigantic, integ rated fa c t o ry, with each country

c a rving out its areas of specialization. 

While this trend towa rd multi-national manu-

facturing does have distinct cost adva n t a ges, it pl ays

h avoc with As i a ’s trade figures. Those rapidly grow-

ing regional ex p o r t s — a re they just a function of

“ round-tripping,” with goods passing from one

Asian nation to another only to be exported, in

their finished state, to Europe or the U. S.? It wo u l d

be ea sy to say yes. After all, there ’s a lot of history

b ehind the ass u m ption that Asia pro d uces so the

West can buy. But in fact, it’s as

short-sighted as the ass u m pt i o n

that the boom in regional trade is

exc l u s i vely about feeding the

a p p etites of As i a ’s growing middle

c l a ss. While it’s still too early for

Asia to dec o u ple compl et ely fro m

its dependence on markets in the

U. S. and western Europe, statistics

a re pretty clear that As i a ’s reg i o n a l

t rade is starting to chart its ow n

c o u rse. In 1998, for exa m ple, the

U. S. ec o n o my was booming, and

As i a ’s exports to America we re up

3% from the previous yea r. But

Asia, in 1998, was in the depths of

its financial crisis. With consumer

spending all but non-ex i s t e n t ,

regional exports dropped by 18%. 

U l t i m a t ely neither the shift towa rd “pro d uc-

tion-sharing” nor the rise of As i a ’s craving (and abil-

i ty to pay) for consumer goods deserves full cre d i t

for the ex plosion in regional exports. Both tre n d s

h ave pl ayed crucial roles. Fu r t h e r m o re, both are in

their infa n cy, suggesting that their potential to fuel

As i a ’s regional trade could well expand from here ,

tying the reg i o n’s various nations together with

i n c reasingly strong cords of commerc e .
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R E G I O N A L t ra d e

in components

and parts forms

a growing slice of

As i a ’s increa s i n g

t rade with itsel f .

1 8t h C E N T U RY:
Britain deve l o p s
p a ssion fo r
Chinese tea, but
China accepts only
s i l ver in exc h a n g e.
I n c reasing st ra i n
on British tre a s u r y
helps pro p e l
England into the
opium tra d e. 

1 9t h C E N T U RY:
China tries to block
opium tra d e, but
Britain re s p o n d s
with Opium Wa r s ,
fo rcing China to
we l come fo re i g n
imports. With Japan
similarly pried open,
A s i a ’s trade now
primarily with We st .

1920s: Much of
Asia now under
colonial rule.
Trade collapses in
the 1930s with
Japan’s military
expansion, world-
wide depression,
and war.

1 95 0s: With
standard of living
no higher than in
1800, post-colo-
nial Asia grows
increasingly
nationalistic, but
Japan and Taiwan
start greasing
export engines. 

1 9 8 0s: A soaring
yen and new l y
open China shift
light manufa c t u r-
ing to China,
S o u t h e a st Asia.
Japan, Ta i wan and
Ko rea make cars
and co n s u m e r -
e l e c t ronics fo r
We stern markets. 

1990s: Flooded
with foreign
investment, Asian
manufacturing
grows increasing-
ly sophisticated,
with emphasis on
high-tech.
Regional trade
badly hurt by
1997-98 crisis.

2 1st C E N T U RY:
Asia slashes
import tariffs,
prompting large
increase in multi-
national manufac-
turing. Increasing
percentage of
products sold to
Asia’s growing
middle class.

800 AD 900 AD 1000 AD 1100 AD 1200 AD 1300 AD 1400 AD 1500 AD 1600 AD 1700 AD 1800 AD 1900 AD 2000 AD

Sources: 

World Bank; CLSA;

United Nations; IMF

Source: World Bank



I
n a sense, it all began with tea. By the 18th cen-

t u ry, the British had developed an unquench-

a ble thirst for the stuff and an equally powe r f u l

c raving for the money to be made by bringing it in

f rom China. By 1800, Britain was importing more

than 23 million pounds of tea per yea r, with the tax

on tea supplying 10% of the gove r n m e n t ’s annual

re venue. Even those figures, howe ve r, paled by

comparison with the (nominally illegal) opium

t rade, where profit margins approached 2,0 0 0 %

and exports—to China from British Bengal—had

climbed from 200 “chests” a year in 1729 to 4,500 a

year in 1800. (Exports would peak at an annual

40,000 chests in 1888, at which point it was esti-

mated that 15 million Chinese we re addicted.) Of

c o u rse, Asian trade had long utilized middlemen:

The Silk Road peddlers we re middlemen of a sort,

c a r rying goods from seller to the market place. But

with the staggering prof i t a b i l i ty of the tea - a n d -

opium game, the function of the middleman

b ecame increasingly prof e ssionalized, encompass-

ing a wide array of serv i c e s .

The most obvious of these was tra n s p o r t a t i o n ,

getting Chinese tea to England, and smu gg l i n g

opium into China. Because this was handled pri-

marily by British and Euro p ean firms—and

b ecause eve rybody loves a story of high-sea s

4 ASIA NOW / The Trade Issue

The Evolution 
Of the Middleman
The Products May Have Changed, but in Asia,

Relationships Still Drive Business

a d ve n t u re- our image of the “China Trade” has

tended to focus exc l u s i vely on the shipping angle.

But that focus ignores the services provided by

Chinese middlemen, without whom the British

might still be drinking beer for brea kfast. Th o u g h

B r i t a i n’s victory in the Opium Wa rs allowed for-

eign tra d e rs to expand beyond Canton (now

Guangzhou, and the sole port from which they

had been permitted to do business), they still had

virtually no access to inland China. To find the

best and cheapest tea, to gauge the quality of the

n ext sea s o n’s harvest, to arra n ge sec u re transport to

the wa rehouses, to sell the opium for the best



price, and—c r i t i c a l l y—to keep on the swe et side of

local officials, the tra d e rs relied on their own mid-

dlemen, known as compra d o rs .

The compra d o rs, in turn, relied on netwo r k s

of contacts—with growe rs and ret a i l e rs, with the

b a r gemen who carried goods on China’s rive rs ,

with judges and officials, and with the Chinese

“ n a t i ve banks,” which provided the growe rs and

ret a i l e rs and bargemen with short-term loans

s ec u red by the compra d o r ’s guarantee. These con-

tacts gave the compra d o rs a significant adva n t a ge

over the trading firms they served, and eve n t u a l l y

m a ny compra d o rs opened their own firms,

b ecoming commissioned agents for the tra d i n g

houses, rather than empl oyees. By the end of the

19th century, Chinese firms eff ec t i vely control l e d

the import/export industry, with the once- m i g h ty

f o reign h o ngs l a r gely re d uced to providing shipping

s e rvices for a fee. The canniest of these fore i g n

firms had by this point dive rsified ext e n s i vel y,

i nvesting directly in Asian mines, plantations and

ra i l roads, sugar-refining, insurance, and banking.

Th ey formed the ro otstock of what are today some

of As i a ’s most powerful conglomera t e s .

M ea nwhile, over the 20th century and

into the 21st, the compra d o rs’ netwo r k- b a s e d

m o d el has continued to evol ve. And today’s com-

p ra d o rs are significant pl aye rs in the global shift to

o u t s o u rcing, providing packages of As i a - b a s e d

s e rvices to foreign ret a i l e rs and manufa c t u re rs. 

The simplest exa m ple fea t u res a chain of 

factories capable of cranking out a client’s pro d uc t

at both top speed and ro c k- b ottom price. Th i s

kind of service can significantly re d uce the client’s

p ro d uction costs and, importantly, its inve n t o ry

costs, since fast turnaround eliminates the need to

pile up goods in a wa rehouse, waiting for sales.

The high-tech industry has been especially enthu-

s i a s t i c, and many of the U. S.’ marquee-name 

computer companies make ext e n s i ve use of As i a ’s

m a n u fa c t u r i n g - f o r - h i re .

Perhaps more intriguing are the companies

that offer “suppl y-chain manage m e n t ” — s h o r t h a n d

for the entire compl ex of functions performed by

the 19th-c e n t u ry compra d o rs (though opium may

no longer be part of the picture). Like their pro-

ge n i t o rs, these companies can handle eve ry ph a s e

of pro d uction, from initial market re s ea rch (w h a t

size shirts sell best in Omaha?) to design (shave 1/4 "

off the col l a r, and yo u ’ll get another dozen out of

e ve ry bolt of cloth) to sourcing both the raw mate-

rial and the factories best equipped to turn it into

m e rchandise. Th ey translate the client’s needs into

local languages, navigate the jungle of tariffs and

q u otas and documentation, and provide “l o g i s-

tics”—the art of transporting something, fast and

c h eap, from Point A to Point B. Th ey ensure qual-

i ty control and frequently provide the short-term

financing that keeps the wheels turning. And

ASIA NOW / The Trade Issue 5

R E COMMENDED READING

‘‘If you look at trade between Asia and the West in the 19th 

and 20th centuries, you will probably conclude that Western

firms dominated the trade. However, as soon as you ask 

who marketed Western goods in Asia, or how goods intended 

for the export markets were acquired, you enter a world

dominated by Asian merchants and their firms.’’
—COMMERCIAL NETWORKS IN MODERN ASIA,

SHINYA SUGIYAMA AND LINDA GROVE (EDITORS), 
CURZON PRESS, LONDON, 2001. 
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f i n a l l y, they ship the merchandise to the client’s

retail outlets, all in much less time than the client

would have taken to accomplish the same thing.

Still fol l owing in their pro ge n i t o rs’ footsteps, these

firms typically take a cut at eve ry step of the

p ro c e ss. Ne ve r t h el e ss, for clients including some

of the wo r l d’s best-known ret a i l e rs, they present a

highly cost-efficient solution. 

To d ay’s compra d o rs may use more soph i s t i-

cated tools (el a b o rate sof twa re systems we re in

short supply in the 19th century), but time- t e s t e d

relationships remain at the heart of their business .

One such company, based in Hong Kong, has

offices in 31 countries and contra c t - rel a t i o n s h i p s

with more than 7,500 suppl i e rs of raw materials—

e ve rything from cotton to plastics to iron ore. “It

m a kes a diff e rence to suppl i e rs when they know

that yo u ’ ve been honoring your commitments for

over 90 yea rs,” says the company’s chairman,

g randson of the Chinese merchant who co- f o u n d-

ed the company in 1906. Does he wish his gra n d-

father had fol l owed the foreign tra d e rs’ lea d ,

i nvesting directly in mines and manufa c t u r i n g

c e n t e rs? He smiles. “We aim to be like Le v i

S t ra u ss during the Gold Rush. We don’t care

which miner strikes gold. We want to sell jeans 

to all the miners.” F
or many Americans, Vi etnam is litt l e

m o re than a sink of ugly memories.

When the war finally dra gged to a close,

we gra t efully allowed the country to slip, almost

e n t i rel y, out of the national consciousness .

It re s u r faced last year with the realization that

Vi etnam had quietly become a catfish-ex p o r t i n g

j u ggernaut. By 2002, its bargain-priced frozen fil-

l ets had capt u red 20% of the U. S. market, infuriat-

ing America’s home-g rown fish-fa r m e rs. Th e i r

t rade group embarked on some stunningly taste-

l e ss mud-slinging (suggesting, for exa m ple, that
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THE EVO LUTION OF THE MIDDLEMAN C o n t i n u e d

MORE TRADE TRENDS ON OUR WEBSITE: 
ADDITIONAL ASIAN TRADE COVERAGE IS AVAILABLE
ONLINE AT: WWW.MATTHEWSFUNDS.COM/ASIANOW

I N S I D E
Vi et n a m

M o re than Ju st a Fishy St o ry

Sources: World Bank; Commercial Networks in Modern Asia ;

Business History; Asia Pacific Business Review



Vi etnamese catfish we re contaminated with

Agent Ora n ge), and eventually accused the

Vi etnamese of illegally “dumping” catfish—sel l i n g

them for less than cost. After some fa n cy ra t i o n a l-

izations, the U. S. government imposed stiff tariff s

on the foreign fish.

Ma ny headlines have been written about the

G reat Catfish Controve rsy, but they’ ve tended to

ob s c u re the broader mess a ge of Vi et n a m’s tra n s f o r-

mation. Over the past decade or so the gove r n-

m e n t ’s pol i cy of doi moi ( “ re n ovation”) has pro d uc e d

a wave of both foreign investment and entre p re-

neurial activity: The stock market still barely ex i s t s

(and Ma tt h e ws owns no positions in it), but the

number of private companies has tripled in the past

eight yea rs, and exports have more than doubl e d .

While catfish is indeed high on the export list,

Vi etnam has also become both the wo r l d’s sec o n d -

l a r gest exporter of rice and a force in the coff e e

t rade. And manufa c t u red pro d ucts, such as clot h e s

and shoes, are gaining in importance: one lea d i n g

American snea ker manufa c t u rer already pro d uc e s

15% of its footwear in Vi etnam. Critically, though

Vi et n a m’s exports to the U. S. have increased dra-

m a t i c a l l y, they still account for just 7% of the c o u n-

t ry’s total exports. But a recent U. S. /Vi et n a m e s e t ra d e

a g reement should boost exports con-

s i d e ra bly in the coming yea rs. 

I n t e re s t i n g l y, Vi et n a m’s hott e s t

export may be fun, in the form of a

booming tourist trade. The number

of annual visitors has risen by 63%

since the mid-90s, and Ho Chi Minh

C i ty is awash in young Japanese, and Ko rean and

Ma l aysian exec u t i ves. Chinese tourists alone

account for nearly as many visits as the rest of As i a

put toget h e r. And finally, there are Americans:

“ Vet tours” are gaining in popularity, with thou-

sands of former GI’s arriving eve ry yea r. Vi etnam is

c l early learning to sell both the future and the past. 

Vietnam AT A GLANCE

Po p u l a t i o n 2000: 79 MILLION

Po p u l a t i o n 2025: 104 MILLION ( E ST I M AT E D )

Literacy Rate: 93%

Market Cap: $72 MILLION ( A S  O F  J U N E ,  2 0 0 3 )

P u blicly Traded Companies: 21
STRENGTHS AND CHALLENGES: Ti ny, illiquid stock market

(with strict limits on foreign ow n e rs h i p) is not quite ready 

for prime time. But competent, ve ry- l ow-cost labor force is 

a tt racting significant foreign direct investment, particularly 

into oil, export industries and—increa s i n g l y—the tourist tra d e .
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VIETNAM:

Exports to the

U.S. have risen

dramatically

SOURCES: U.S. CENSUS BUREAU, WORLD BANK, IMF, VIETNAM PA N O R A M A

Sources: ASEAN

Economic Bulletin; 

The Economist
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T
he past seve ral yea rs have seen a significant jump in As i a ’s regional tra d e—one Asian nation

exporting to anot h e r. A fair amount of this jump is a function of increased “pro d uc t i o n - s h a r i n g , ”

a manufacturing stra t egy by which each country pro d uces the bits and pieces it can make most

eff i c i e n t l y, and then ships them on to another country (ideally one with ve ry low labor costs), where 

t h ey are ass e m bled into a finished pro d uct. That may sound like an MBA’s pipe dream, but take a look 

at the illustration above: In today’s Asia, pro d uction-sharing is an absolute rea l i ty.
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