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What’' s happening in t

h e

South China Sea?

1. Geopolitcs and

As expected, Trump and Treasury nominee Mnuchin
have started to talk down the US dollar, creating a
field day for day traders who thrive on short term vol-
aftility.

These days, it seems like geopolitics and economics
are more intricately intertwined than ever before. A
sharp decline in stocks can affect the political fortunes
of those involved, and a change in politics can affect
the fortune of stocks. David Bloom, global head of FX
strategy at HSBC, says: “Politics is the new economics
when it comes to predicting foreign exchange move-
ments. When Shinzo Abe became the Prime Minister
of Japan, inflation did not pick up, yet that didn’t stop
the yen going from 80 to 125 against the USD.” Third
Point, a well known hedge fund, noted that “individual
security performance and valuations are increasingly

political and economic in nature. “

Trump’s threats of starting a trade war with China and
public comments on the USD being overly strong are
being taken seriously, and that has put pressure on the
currency. Trump is a master at working the media, and
we see a lot of headlines coming from him. For exam-
ple, talk of building a wall at the US-Mexico border.
The media has seized upon this and played it up, and
why not, as this is a good story that captivates atten-
tion. The less sensational truth however, is that a bor-
der fence already exists. So if one were to play it in a
low-key manner, this is nothing more than an infra-
structure project to upgrade the border fence, and
infrastructure projects are good for the economy. In
the days and months ahead, we will see more and

more sensational headlines, many of which will sound
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alarming, but most will have little consequence. There
is a need to separate the wheat from the chaff; to
differentiate between what the headlines are saying
and what the actual geopolitical undercurrents are.
Why is geopolitics important? An understanding of
geopolitics will help us understand how our assets will
perform. For example, one of the biggest geopolitical
questions to me is regarding US-China relations, with
these 2 countries having the first and second largest
GDP in the world. The worst case scenario, say a war
between the two countries, would lead to a meltdown
of every asset we ever own. If we do not understand
and do not attempt to appreciate the geopolitical
backdrops of issues at hand, we are leaving our assets
to chance and luck for growth. As intelligent investors
we should be rewarded for our knowledge and skills
and not due to luck.

In this issue | will set out to provide some color around
{ 2 dzii K /| %&hyt’s realy &dppening. Specifical-
ly,

- Why is there a military build up in the South China
Sea?

- Why is Taiwan important to China?
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2. South—@hmahasSeaally happening

Why is there Chinese military build up in the South South consists of more of the Himalayas in the west

China Sea, and why is the ‘One-China’ policy sacro- and hilly jungles in the east. A jungle warfare in South-

sanct to China? east Asia is not going to be a walk in the park, as
American forces discovered in two decades of the pro-

/I KAYlF (2L} 3aINI LKe tracted conflict known as the Vietnam war.

To understand China we first need to understand Chi-

By ,.r (R T TR D) o We can thus easily see that the east coast is

&

N where the focus is, and where China’s strate-

" gic priority lies. China wants unfettered ac-
cess to the Pacific, but it is actually blockad-
ed by a string of islands along the coast. Ad-
versaries can control these islands, threaten-
w ing China’s existence, as its prosperity is all
clustered around its coastal cities. This is
_ why the China is laying claim to the Senkaku
- islands, a small group of islands that lies be-
tween Taiwan, Japan and China (see Chart
2). In fact, China is also claiming the Ryukyu
islands and Okinawa as their own. The
Senkaku story has somehow taken a
backseat as the media focuses its attention
on the South China Sea. | am sure China is
doing something there as well, but for the
moment let us turn our attention back to

South China Sea.

Chart 1: China is a vast land, with its west, north and east protected by
formidable mountain ranges, deserts and jungles. Thus the east coast
is where China plans its strategic defense.

X SOUTH K%REA

na’s geography. Chart 1 shows the map of China and
its surroundings in topographical format. The western
and northern provinces of China, (Xinjiang, Tibet and
Inner Mongolia) receive little rainfall and have low

population density. The formidable mountain ranges 3 .
Senkaku (JPN)
Diaoyu (PRC)
Tiaoyutai (ROC)
Islands

and deserts form a strategic buffer against attacks
from the West and North. This is why Tibet and Xin-
jiang (together with Taiwan) are also considered ‘core
interests’, as they act as buffers against intruders. The Chart 2: Senkaku islands.
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Last year June, there was a remarkable moment of
the

(Association of South East Asian Nations) failed to is-

disarray when regional grouping ASEAN
sue a joint statement on their position in the South
China Sea. Official ASEAN-China dialogues have been
going on regularly for some time, with many meetings
held in China, signifying its position as the big brother.
As China modernizes rapidly and grew in economic
strength and military might, some ASEAN countries,
especially those mired in their own domestic issues,
increasingly turn to China for help. Therefore, it should
not be surprising that China has considerable leverage
over ASEAN and over proceedings in the South China
Sea.

The South China Sea is important to China as the mari-
time route of ‘One Belt, One Road’ (OBOR) project
passes through South East Asia (see Chart 3).

of projects are underway or in its planning stage. To
help finance these projects, China set up the multilat-
eral Asia Infrastructure Investment Bank and estab-
lished a US$40 billion Silk Road Fund in 2014.

China is looking to secure access to key commodities
and enlarge its international influence, being the
world’s second largest economy. Dominance and sur-
vival are intricately linked — for China is not an easy
country to rule. For all its wealth there are internal
issues China has to deal with, issues that can easily
tear the country apart, and it sees protecting its
sources of wealth — the trade routes —as key to sur-
vival. China has built a lot of assets along the maritime
route, and it needs to defend itself. The US navy is the
most powerful in the world and the US has the power
to cripple China’s economy and to bring it to its knees.
For a nation’s defense you cannot rely on hope, so you
have to plan for the worst case scenario if your poten-
tial adversary has the ability to destroy you.

China's One Belt, One Road initiative

East Europe . A
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Source: BLOOMBERG  STRAITS TIMES GRAPHICS
Chart 3: China’s One Belt, One Road Initiative’

As we can see from the chart, the ‘belt’ refers to the
land route at the top, and the ‘road’ refers being the

maritime route. Currently, over US$900 billion worth

For an in-depth analysis, | encourage you to refer to

George Friedman’s excellent article ‘China’s Strategy’.
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Chart 4 shows the islands in dispute, the Paracel Is-
lands and the Spratly Islands, as well as the Nine-Dash
Line. The Nine-Dash Line refers to the demarcation
line used by China for its claims of the major part of
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Chart 4: China’s 9-dash line (in green)

the South China Sea. At first blush it looks pretty ag-
gressive as the lines are residing just outside the coast-

line of the other South East Asia countries.

Last year the arbitral tribunal in the Hague ruled that
China has no legal basis to claim "historic rights" with-
in its Nine-Dash Line in a case brought by the Philip-
pines. The tribunal judged that there was no evidence
that China had historically exercised exclusive control
over the waters or resources within the Nine-Dash
Line. The ruling was rejected by the Chinese govern-
ment.

Meanwhile China has already surreptitiously built mili-
tary facilities in the islands. It would seem like the mo-
dus operandi for the way things are done: if China is
asked if they are building military facilities on the is-
lands, they will repeatedly deny it until the claims have

been irrefutably proven.

When dealing with China, it is therefore important to
see what it does rather than what it says. For example,
although Hong Kong and China are supposed to have
the ‘one country, two systems rule’, no one believes
that anymore, not with all the recent events. Last year
two pro-independence lawmakers were kicked out of
Hong Kong’s legislature for failing to take their oaths
properly, with the swift ruling coming from Beijing.

A Chinese-born billionaire was taken by the Chinese

st YasH

month (January 2017) and spirited across the border.

police from his apartment in | 2 y 3

His removal from Hong Kong appears to contravene
the “one country, two systems” rule that allows the
former British colony to run its own affairs and bars
the Chinese police from operating here. The situation
is similar to the case of another foreign-passport hold-
er, the bookseller Lee Bo, who disappeared off the
streets of Hong Kong in late 2015, only to turn up days
later in Chinese custody. His case shook many people
in Hong Kong, who saw his abduction as a violation of
the city state’s ability to run its own affairs, guaran-
teed by international treaty until 2047. China is making

a very clear statement about who is in charge.
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China is dead serious about the ‘One China’ policy. In
fact there are versions with another dash to the east
of Taiwan, making it the Ten-Dash Line. Taiwan is stra-
tegic to China, and having it means an outpost to the
Pacific and control of the coastline. Similarly a loss of

Taiwan means a threat to China.

When the Taiwanese government talks reconciliation,
China is happy. Mr Lee Kuan Yew (Singapore’s first
Prime Minister) understood this perfectly well. In the
1970s-1990s, Mr Lee regularly visited Taiwan and en-
joyed cozy relationships with both the Chinese and
Taiwanese leaders. But between 1995 and 2000 Mr
Lee stopped the regular visits, and after 2000 he never
visited Taiwan again. Why was that so?

The ruling Taiwanese party of that time (Koumintang
KMT) and the Chinese Communist Party have a con-
sensus on "one China, two interpretations". However,
party exhibits

independence inclinations, China kicks up a big fuss.

whenever any Taiwanese pro-
Such was the case when KMT’s president Mr Lee Teng-
Hui’s tilt towards independence was deemed promi-
nent from 1995 onwards. Taiwan was then ruled by
the Democratic Progressive Party (DPP) in 2000, which
did not recognize the 1992 Consensus of one China,

two interpretations.

| could go on but due to space constraints | would stop
here. As | type, the headlines were screaming ‘China is
preparing for a potential military clash with the United
States’, according to an article on the Chinese army's
website. Again, it is not as alarming as it sounds, be-
cause a proper country prepares for conflict everyday,

in peace time and in war time. So this headline, while

sensational, offers no new information. Perhaps in fu-
ture newsletters | will set out my views on whether
there will be a US-China war (the short answer is no, |
do not think so) and what US policy response would
be.
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Di scl osures and Discl ai mer s

We are making this presentation available to you because we believe that you have sufficient knowledge, experience and/or
professional advice to understand and make your own independent evaluation of the risks and rewards of the investments and/or other
matters discussed herein and your own independent decision whether to implement the same. Each of the illustration in this presenta-
tion is up to the date indicated therein, unless otherwise specified.

This presentation has been prepared by ATLAS ASSET MANAGEMENT Pte Ltd. and is provided to you for the purpose of per-
sonal use and information only and should not be construed as an offer or a solicitation of an offer to purchase, subscribe, sell or re-
deem any investments. It is further not intended to provide the sole basis for any evaluation of the investments or any other matter
discussed herein. This presentation is not a prospectus as defined in the Securities and Futures Act, Chapter 289 of Singapore (“SFA”).
Accordingly, statutory liability under the SFA in relation to the content of prospectuses would not apply.

The information contained herein is intended for general circulation. It does not take into account the specific investment
objectives, financial situation or particular needs of any particular person. The investments discussed in this presentation may not be
suitable for all investors. Advice should be sought from a financial adviser regarding the suitability of the investment products men-
tioned herein, taking into account your specific objectives, financial situation and particular needs before you make any commitment to
purchase any such investment products.

ATLAS ASSET MANAGEMENT Pte Ltd. and its affiliates do not provide tax advice and nothing herein should be construed as
such. Accordingly, you should seek advice based on your particular circumstance from an independent tax advisor. Neither ATLAS ASSET
MANAGEMENT Pte Ltd. nor any affiliate, nor any of its respective officers, directors, partners, or employees accept any liability whatso-
ever for any direct or consequential loss arising from any use of or reliance upon this presentation or its contents, or for any omission.
Past performance does not guarantee or predict future performance. The information herein is not intended to predict actual result,
which may differ substantially from those reflected. None of the information takes into account the impact of taxation. It assumes that
income is re-invested. Investment products may be subject to investment risks, involving, but not limited to, market and currency ex-
change risks, fluctuations in value and possible loss of principal invested. Unless expressly stated, products are not guaranteed by ATLAS
ASSET MANAGEMENT Pte Ltd. or its affiliates or any government entity. ATLAS ASSET MANAGEMENT Pte Ltd. and its affiliates, their
officers, directors, partners and/or employees may from time to time have an interest in the investment products mentioned herein
and we may hold long or short positions for our own account or those of our clients.

The information contained herein has been obtained from sources that ATLAS ASSET MANAGEMENT Pte Ltd. believes are
reliable but we do not represent or warrant that it is accurate or complete. The views herein are generally those of ATLAS ASSET MAN-
AGEMENT Pte Ltd. and are subject to change without notice, and ATLAS ASSET MANAGEMENT Pte Ltd. has no obligation to update its
views or the information herein. Some or all the security suggestions contained herein do not represent the views of ATLAS ASSET
MANAGEMENT Pte Ltd. as they are not covered by a member of the ATLAS ASSET MANAGEMENT Pte Ltd. analyst team. Such recom-
mendations are based on the actual view of one or several major brokerage houses. ATLAS ASSET MANAGEMENT Pte Ltd. or its affiliates
may act upon or use material in this presentation prior to publication.

This presentation is confidential and may not be reproduced or disclosed (in whole or in part) to any other person without our
prior written permission. The manner of distribution of this presentation and the availability of the products and services may be re-
stricted by law or regulation in certain countries and persons who come into possession of this presentation are required to inform
themselves of and observe such restrictions. The contents of this presentation have not been reviewed by any regulatory authority in
Singapore or any other jurisdictions. If you have any doubt about any of the contents of this presentation, you should obtain independ-
ent professional advice.
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