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The growth of trade and investment between developing countries has had a major
influence on the profitability of both global corporations and domestic companies operating
in those countries. In the next two decades these developing corridor flows will become
even more important in the context of the current economic super-cycle. The nature of
the inherent trade and investment relationships will also change fundamentally. This
article outlines the evolution of these flows and their implications for corporate treasuries.

The recovery from the global financial crisis of 2008-2009
has at times felt fragile, yet there are clear signs that the
global economy is part way through a super-cycle of
sustained high growth that started in 2000. Standard
Chartered Research believes that we are now in a third
super-cycle. Previous such cycles were during the periods
1870-1913 and 1946-1973 (see Figure 1). The key difference
on this occasion is that the current super-cycle is being (and
will continue to be) driven by emerging economies, as the
pace of economic development shifts from west to east.

As Figure 2 illustrates, the effect of this super-cycle could
be dramatic. In 2030, global gross domestic product (GDP)

could be USD308tr
1
 versus USD62tr today, which represents

an average annual growth rate of 8.3% in nominal terms,
or 3.9% in real terms. These figures may actually prove to
be on the conservative side; while average annual real-term
growth of 3.9% 2010-2030 is appreciably higher than the
2.8% seen between 1973 and 2000, it is hardly outrageous.

Trade Driving Corridor Flows

Growth in south-south trade corridors was already a well
established trend before the global financial crisis. Figure 3
shows the year-on-year percentage growth in trade between
Europe and Asia between 2005 and 2008. Figure 4 shows
the year-on-year percentage growth in trade between Latin
America and Asia for the same period. The difference in
scale between the two charts serves to highlight the far
faster recent pace of growth in trade along the south-south
corridor.

1  “The Super-Cycle Report”, Standard Chartered Global Research 2010



The expectation is that the growth rate of these south-south
corridors over the coming 20 years will be truly exceptional,
driven by the forces sustaining a super-cycle of sustained
high growth. This south-south growth will be instrumental
in driving overall global trade growth in the same period, as
shown in Figure 5.

The change in the relative importance of the various regions
in this scenario is striking. In 2008, the US and EU were at
the centre of the most important trade corridors. But by
2030, south-south trade will represent 40% of global trade
versus 18% today and only 7% in 1990. Key south-south
corridors such as China-Africa, China-Latin America (LatAm)
or Middle East and North Africa (MENA)-India will grow at
13% to 18% per annum, while south-north corridors, such
as China-US will grow at 13% per annum. The trade corridor
showing the fastest decline in global importance from 2010
to 2030 is EU-US. These are in stark distinction with the
across-the-board rises in percentage of global trade expected
in south-south trade corridors over the same timeframe.

Equally striking is the anticipated compound annual growth
rate (CAGR) of south-south corridors, which in almost all
cases will exceed individual north-south or north-north trade
corridor growth. For example, the MENA-India corridor is
expected to show a CAGR of 16.6% as it rises from a value
of some USD124bn today to nearly USD2.7tr in 2030.

The common denominator in all these statistics is China; in
all trade corridors in which China participates, strong growth
is anticipated. So strong in fact that it is no exaggeration to
highlight this as the emergence of a new world trade order;
by 2030, China will effectively be fulfilling the central trade
role occupied by the US and the EU today. Having said
that, the importance of India should not be underestimated
– particularly for trading partners in MENA, the Association
of Southeast Asian Nations (ASEAN) and Africa.

Equity and Bond Investment Flows

Capital investment in infrastructure, such as that being made
by China in port facilities or roads in Africa, will inevitably
generate a significant proportion of the trade growth outlined
above. However, there are signs that 2010 to 2030 could

also see an appreciable rise in the level of cross-border
equity investment between emerging markets. This trend
is already underway; emerging markets’ share of cross-
border merger and acquisition (M&A) activity is currently
running at around 20% – up from a 1% share in 2001
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.

Even Africa is seeing growing investor attention. As Figure
6 illustrates, other than South Africa, African equity markets
are underdeveloped compared to developing countries in
Asia. But a combination of strong investor interest, institutional
reforms such as new exchange systems, clearing
depositories and privatisation will spur growth. For example,
in mid-2010, Standard Chartered Bank purchased the African
custody business of Barclays to take advantage of the
expected investment flows in that region.

Similar growth appears to be developing in bond markets,
and again it is China leading the way. In September 2010,
Beijing publicly allowed Malaysia’s central bank to buy
Chinese yuan (CNY)-denominated bonds and a CNY bond
market is developing in Hong Kong using off-shore CNY
currency for settlement. Other Asian central banks are
believed to have been discreetly acquiring CNY-denominated
Chinese bonds in recent months as have retail and
international investors

3
. The range of CNY denominated

bond issuers is also expanding beyond the bank issuers
who were originally predominant. For example, Standard
Chartered led the first issue of a CNY-denominated bond
for a foreign corporation in Hong Kong in October 2010.

Whether the CNY becomes the asset class of choice is
certainly up for debate, but the rapid growth of developing
markets and related south-south trade flows will create a
growing appetite for south-south investments trying to
capture higher returns.

Trends Supporting Change

Various factors are driving the super-cycle that is already
starting to change the nature of corridor relationships.
Demographic changes are perhaps the most obvious; the
remarkable growth of the middle class (see Figure 7) in
Asia – currently running at some 10% per annum, based
upon the United Nations (UN) definition

4
 – will create massive

consumer markets. The Organisation for Economic Co-
operation and Development (OECD) states that more than
80% of the growth in middle-class consumption demand
comes from Asia and also projects that the middle classes

2 ftalphaville.ft.com/blog/2010/12/02/425541/cross-border-ma-and-em-flows/
3 www.emergingmarkets.org/Article/2682677/CHINA-CURRENCY-Code-red.html

4 www.dp-dhl.com/en/media_relations/press_releases/2009/dhl_unveils_new_
triangles_of_trade.html



in China and India will account for about half of all middle-
class spending by 2040

1
.

At the same time, the relative youth of south Asia and Africa
provides the potential low cost manufacturing labour of the
future. At present, more than half (58%) of the global
population of working-age people is in Asia, and countries
such as Turkey, Egypt, Nigeria and India will all still have
growing workforce populations in 2030. Apart from the US
and the UK, most major developed economies are expected
to see a decline over the same period
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The increase in working populations in some developing
regions is also already accompanied by an increase in their
knowledge demographic, which should in turn boost income
and consumption behaviour. For example, in 1999 Asia had
34% of the world’s university graduates; by 2008 it had
65%
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A related trend is urbanisation; as people move to cities,
demand for a range of trade products increases because
of the need to build infrastructure and housing. Most future
growth in urbanisation will be concentrated in Asia and
Africa; by 2030 53% of Asia’s population is expected to be
dwelling in cities, up from 42% today. A similar trend is
projected for sub-Saharan Africa; with 48% of the population
living in cities by 2030, up from 37% today.

There is a further secondary aspect to the need for
commodities to support this urbanisation trend. Major
financing is required to support the building of facilities to
extract and process the commodities needed. Raising the
capital to fund this development is in turn driving greater
liquidity in financial markets across the developing world,
which also generates further investment opportunities for
the newly-affluent growing middle class.

Changing Business Models

The combination of various super-cycle trends in developing
markets, such as workforce education and improved physical/
financial infrastructure, will also have a profound effect
on the way in which companies operate in south-south trade

corridors. It will now be possible for them to build complete
production systems in developing countries that span the
entire range of business functions from research, to sourcing,
to production and to distribution.The corollary to this is that
as both foreign and domestic corporations make this change
and as the local consumer demographic shifts, the
need/ability to tailor products specifically for developing
markets becomes more apparent. Companies such as
China’s Haier are already doing this by building their own
brands for developing markets (such as its high-end
refrigerators for Latin America

6
). This is a strategy only likely

to increase in popularity as developing world manufacturers
try to move beyond their original white label business model.
Western multinationals are also following the same path,
such as GE’s development of medical equipment lines at
its laboratory facility in  Bangalore specifically for developing
markets
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One consequence of the shift in corporate business models
for developing markets is that there will be more obvious
differentiation among those markets. Countries such as
China will need to move up the value chain, producing the
sort of more sophisticated and complex products that
countries like Korea do today. The economics behind this
shift are simple; China’s per capita income is expected to
exceed USD20,000 by 2030

1
. At that sort of level, it will no

longer be possible for China to act as the world’s low-cost
manufacturing hub, that role will probably be performed
instead by countries in southeast Asia and Africa, while
China moves into mid/high-end manufacturing.

The early signs of this and other changes in flows between
developing economies are already apparent. For example,
trade between China and Africa has typically been
characterised as commodities going to China with cheap
manufactured goods going in the opposite direction.
However, China has recently started importing some African
manufactured value-added goods, such as processed foods
and household consumer goods. India has always been
seen as playing second fiddle to China in Africa, but joint
announcements by African and Indian ministers at the recent
World Economic Forum’s India Economic Summit in New
Delhi suggest that India-Africa trade could hit USD70bn
within two years

8
. India has also established a number of

mechanisms to strengthen its partnership with Africa, such
as its Pan-Africa e-Network Project that will eventually
connect all 53 African countries through a satellite and fibre-
optic network.

China’s relationship with much of the rest of Asia is neatly
encapsulated in the China-ASEAN Free Trade Area, which
went live at the start of 2010. The timing is ideal; as China
starts to move up the manufacturing value chain, many
ASEAN members will look to act as its supply chain – as
the Secretary-General of ASEAN has pointed out
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Trade between China and MENA countries is predictably
robust in view of China’s need for oil. For example, trade
between China and the Gulf Co-operation Council (GCC)
countries has grown sevenfold in the past ten years, as well

5 longevity.stanford.edu/files/SCL%20Workforce%20Shifts%20Handout%2002-
10_FINAL_WEB.pdf

6 sk.china-embassy.org/slo/oslava58/t363771.htm

7 www.economist.com/node/15879359
8 arabnews.com/economy/article194331.ece
9 www.aseansec.org/24161.htm



as doubling in the past five years to around USD68bn
10

. At
the same time companies from countries such as Morocco
and Egypt have established factories in China to make
goods such as toys and are also a significant presence in
wholesale markets across China.

India’s trade with GCC countries has followed a similar
trajectory to China’s, growing by 50% per year since 2004,
reaching USD124bn by 2010

11
 and expected to be

USD267bn by 2015. The focus will continue to be on
commodities flowing to India with manufactured goods and
infrastructure project work moving to MENA, supported by
the presence in MENA of large Indian corporations and
trading companies.

Treasury: What needs to Change?

While the unfolding super-cycle is clearly positive in terms
of opportunity, it throws up a variety of challenges for
corporate treasury strategy. In order to accommodate all
the changes in demand demographics and trade flows, the
transaction banking and working capital needs of companies
will also clearly need to change.

Over time, supply chains will have to extend into new markets
as well as span existing ones, which will obviously require
multiple-currency capabilities in terms of both liquidity
management and payables/receivables. However, particularly
in newer markets and with lower value-add components,
this will also necessitate dealing with lower rated
counterparties. This in turn throws a spotlight on banking
partners’ supply chain financing capabilities. Very few banks
can combine sophisticated supply chain solutions with the
necessary depth of local knowledge to efficiently service
these smaller supply chain counterparties themselves. While
it is theoretically possible to accomplish this through
outsourcing to local banks, this model rapidly disintegrates
in the face of the sort of complex multi-country supply chains
likely to evolve in the super-cycle.

The most effective placement of regional treasury centres
is another consideration in this new world. The traditional
western locations such as London and New York will almost
certainly start to cede precedence to developed Asian
locations such as Singapore and Hong Kong, but there is
also a strong case to be made for locations such as Mauritius,
Johannesburg or Dubai that sit on some of the rapidly
evolving newer corridors, or even Mumbai or Shanghai,
which combine large domestic markets and corridor flows.

As mentioned earlier, foreign exchange (FX) management
will be an increasing challenge in terms of payables/
receivables, but a combination of new markets and currencies

will also require a change of thinking and new expertise
around implementing investment policy. New opportunities
in deposits, commercial paper and money funds will all need
to be addressed as the need to place funds in local and
possibly restricted currencies increases. A further factor will
potentially be dealing with a new predominant trade currency,
which may no longer be USD – particularly in view of the
growing internationalisation of the CNY. As if all this were
not enough, all the signs are that this will be an extremely
dynamic environment in which to operate. For example,
many of the developing economies likely to benefit most
during the remainder of the super-cycle are currently relatively
highly regulated. As developing economy trade corridors
continue to expand and investment flows start to follow,
there will be a strong incentive to continue deregulation to
attract these flows (some would argue that it is already
underway
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). As a result, treasury strategy will need to be

extremely agile in order to keep pace; today’s optimal
location for a regional treasury centre (RTC) or shared
service centre (SSC) may not be tomorrow’s – and the same
volatility could apply to virtually any other treasury function
– from liquidity management, to supply chain financing to
investment.

Conclusion

Addressing all the issues for treasury outlined above requires
information and expertise regarding the markets concerned.
Historically, this is an area where corporate treasuries
would rely on their traditional OECD partner banks. However,
in view of the markets involved, very few banks can offer
the appropriate blend of very granular local understanding,
perspective over developing trade corridor flows and global
grade tools and solutions.

Delivering this requires a unique combination of massive
breadth and depth of network within these south-south
markets delivering the ultimate in local expertise, together
with the most sophisticated products and services. But then,
a brave new world requires brave new banking…
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