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The Asian Century?

Itisalong-standing tradition at Andresen and Associates
to celebrate the Asian Lunar New Year with a small red
envel ope containing our annual gift from the world of
money to inspire and amaze you. This year, the year of
the Rooster, we are pleased to send you an ancient
Chinese coinwith afascinating history. Thisgift conveys
our wish for your prosperity and happinessin 2005!

Asthe 21% Century emerges, one of the greatest questions
is the future role of Asia, especially China, in the new
world order. We need to understand the basics of what is
happening in order to invest successfully in atime of
intense unpredictable change.

The economic and political renaissance of China, along
with the rise of the rest of the Asian continent, is
potentially the greatest geopolitical event of the 21
century. Inthe past twenty-five years, China's economy
has grown by 8.2% per year, versus aUS growth rate of
about 2.6%. Of course China was starting from almost
nothing, but thisistill astounding growth. If it continues,
Chinawill eclipsethe USastheworld’ slargest economy
within the decade. This has gigantic implicationsfor all
of us.

Inthelonger term, wefaceapotentia “win-win” situation
rather than a zero-sum game. In other words, if China
prospers, the US may also prosper as a result. At the
moment, Chinais demolishing American industry with
its cheap imports. If you remember when this last
happened to us, Japan inundated us with cheap cars.
Eventually the Japanese became consumers as well as
producers. If this happens with China, we may face a
golden opportunity to market to the largest consumer
market in history.

Another example of a “win-win” opportunity was
Europe’s continued growth during America’ srisein the
19" and 20" centuries. Inaddition, the“warm bath” effect
may take place. As people become more prosperous,
they tend to havefewer children and becomemoresocialy
and environmentally aware. A more prosperous Asiais
likely to be good for the whole world.

However, that prosperity may be ephemeral. While so
much of the evidence now indicates a future dominant
Asig, thereis also much that may go wrong. While the
emerging Asian nations are booming economically, they
are also growing their militaries, and several already
possess nuclear weapons. Just as Pakistan recently
demonstrated itswillingnessto assist rogue statesin the
acquisition of atomic bombs, Asia’s ability to possess
global power without abusing it is unproven.
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In addition, the ancient traditions of totalitarianismand
corruptionaretill aliveand well in most Asian nations.
To grow to maturity without imploding will beamajor
chalengefor them all. Thereisimmenserisk. Yet the
bulk of the evidence now suggeststhat the 21 century
will betheAsian century.

Meanwhile, the US faces a swarm of short-term
challenges. The Chinese have locked their yuan
currency to our dollar likeaboxer intheclinch. Unless
the dollar is able to fall against the yuan, we will not
be able to develop our own cost advantages for
exporting to them. However, a falling dollar would
probably mean higher interest rates becausethe Chinese
have recently bought alarge amount of USdebt, which
they would unload if the dollar plummeted.

We should also expect aruthlesstransformation of our
economy and our way of life. Our Asian competitors
have less regard for both environmental and pension
requirements. Therefore, the Asians can beat us on
price ssimply because they do not have to meet our
socid costs. Likewise, theAsian competitorshaveless
respect for intellectual property rights and continued
employment. But we cannot fight back with global
economic sanctions, because a trade war would be
extremely inflationary and inefficient. Our only choices
are to out-compete through greater productivity, to
chooseindividually to pay asdf-imposed tax by buying
higher priced domestic products, or to transform.
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Economictransformationislikely. What doesthismean
to you? It means that you will need to save more in
IRA'sand other personal retirement plans since work-
funded planswill probably belesslushthan they were
in past decades. Got Roth? Better yet, are you making
maximum contributionsto your 401(K)? In thefuture,
| suspect that wewill all need to personally save more
than we havein the past, smply to maintain asimilar
level of wealth. Nobody elsewill doit for us.

What does this mean to your investments? | believe
that individual stocks will gradually become less
attractive. Individual corporations have become, and
will continueto become, morevulnerableto imploding
profit asAsian competition enterstheir marketpl aces.
Mutual funds and other pooled investments will gain
even more market share as profit margins becomeless
predictable.

Investing in Asia via mutual funds continues to be a
goodidea. | haveincreased my clients' allocationsin
overdl internationa investing during thelast threeyears
with great results. However, Asian financial markets
have a distressing history of suddenly imploding.
Investing inAsiahas alwaysbeen ahigh-risk adventure.
Therefore, | have mostly chosentoinvest inlessrisky
diversified international mutual funds with a history
of successful Asian investing. The First Eagle Funds
are classic examplesof this.

Wefaceaninherent challengewheninvestinginAsia.
We cannot afford to stay away because Asia may
quickly blossom into the dominant global economy.
Asinvestors, wemust follow the growth. Yet we must
also find away to control the great risksin the Asian
financia markets.

Therefore, when | have chosen an Asia-only mutual
fund, | have usually aimed at amulti-country fund with
alessaggressive posture, such asthe MatthewsAsian
Growth and Income Fund. As you can see in the
enclosed profile, thisfund has a history of giving up
the boom times in return for less overall risk. In the
face of the challenges of investing in Asia, such a
moderate approach seemsvery appropriatetome...for
Now.



