Geopolitics: From Globalization to Rivalry and Fracturing

The 4 pillars of the US-led World Order created after World War l|

1. Western Economic Dominance Economic Power shifts to Asia

2. US unipolar world US-China Bi-polar world

3. Globalization and Open Markets National Security and Industrial Policy

4. US support multilateral system Multilateral system in limbo

US has collective defense agreements with |China is now the world’s largest creditor and
56 countries — in Europe, Asia and the largest trading power.

Americas. It also provides crucial military « 128 countries now trade more with China
aid to other countries, e.g., Israel and than with the US.

Ukraine, that are not formal treaty allies.
Past 10yrs, China spent >$1trn in >140

China has a mutual defense treaty with one countries on infrastructure investment --

country — North Korea. But it has high-speed rail in Indonesia, ports and

territorial disputes with many of its bridges in Africa or an intercontinental
neighbors, which tends to push them in the highway crossing central Asia.

direction of US.




“China has the capability to
directly compete with US and

Geopolitics: Positive-sum becomes Zero-sum

US allies and to alter the rules-| “US faces an increasingly fragile global order strained by

based global order” accelerating strategic competition among major powers
... and multiple regional conflicts with far-reaching
ANNUAL THREAT ASSESSMENT implications.... China... Russia .... Iran, and ... non-state

OF THE U.S. INTELLIGENCE COMMUNITY . ,
actors are challenging longstanding rules of the

international system as well as US primacy within it.”

“China has the capability to directly compete with US
AN and US allies and to alter the rules-based global order in
, S HE: ways that support Beijing’s power and form of

: - ‘“ A governance over that of US. China’s serious demographic
and economic challenges may make it an even more
aggressive and unpredictable global actor. Russia’s
ongoing aggression in Ukraine underscores that it

ORI — remains a threat to the rules-based international order”
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US-Ching relations |+ Add % myFT FINJ«NCL“LL 'l‘h’ﬁ'llis
LIS Navy Seal unit that killed Osama bin Laden
trains for China invasion of Taiwan 12 sep 2024

Top Chinese general to visit US as militaries
step up engagement FINANCIAL TIMES

12 Sep 2024
ve marks latest effort 10 defuse tensions over Tarwan and South China Sea
Seal Team 6, the US Navy commando unit that
killed Osama bin Laden in 2011, has been training
for missions to help Taiwan if it is invaded by
China. The elite special forces team has been
planning and training for a Taiwan conflict for

more than a year.

General Wu Yanan, PLA Southern Theater commander,
will attend a defense conference hosted by Admiral
Samuel Paparo, head of US Indo-Pacific Command in
Hawaii, next week as the two militaries step up
engagement amid regional concerns about tensions
over Taiwan and the South China Sea.

The secret training underlines the increased US
focus on deterring China from attacking Taiwan,
while stepping up preparations for such an event.
Preparations have grown since Phil Davidson, the
then US Indo-Pacific commander, warned in 2021
that China could attack Taiwan within 6 years. Pres Biden and Xi Jinping agreed in in Nov 2022 that the
militaries needed to reopen communication lines as part
of an effort to stabilize US-China relations.

China shut down communication channels between the
US and China militaries in protest after Nancy Pelosi was
the first Speaker of the US House of Representatives
Speaker to visit Taiwan in 25 years on 2 Aug 2022.

CIA director Bill Burns told the Financial Times
that 20% of his budget was devoted to China, a
200% rise over 3 years



The changed Economic Landscape has transformed Geopolitics

GDP in selected countries (in current $ and as % of global GDP)

1990 2000 2010 2023
$trn % of World St n % of World $trn % of World $trn % of World
World | 22.8| 100% |33.8| 100% | 66.5 100% |105.4| 100%
USA 6.0 | 26.3% | 10.3| 30.5% |15.1 | 22.7% | 27.4 | 26.0%
G5 13.4 | 58.8% | 20.4 [ 60.4%)| 29.7 | 44.7% | 42.4 |(40.2%
| — g m—
China 04 (18%)| 1.2 | 36% | 6.1 | 9.2% | 17.8 (16.9%
India 03| 13% | 05| 15% | 1.7 | 2.6% | 3.6 | 3.4%
S.Korea | 0.3 | 13% | 0.6 | 1.8% | 1.1 | 1.7% | 1.7 1.6% |
Japan 3.2 | 14.0% | 5.0 | 14.8%)| 5.8 | 87% | 4.2 | 4.0%
C,,KJ | 42 | 184% | 7.3 [ 21.7%)| 14.7 | 22.2% | 27.3 |(25.9%)
S —

* Russia’s GDP peaked at $2.3trn in 2013. In 2023 it is $2.0trn
* 1999: Italy GDP = $1.3trn; China = $1.1trn. 2023: Italy GDP = $2.3trn; China = $17.8trn

During past 33 years:

o US economy still
dominates at about
72 of world GDP

o China: from 6.7% of
US GDP in 1990 to
65% of US GDP in
2023

o G5 importance is on
the decline

o Asia is rising — but
Asia is divided



China has always been an investment-driven economy —
Persistent excess production capacity vs domestic demand

Household Consumption as a % of GDPH Investment as a percent of GDP
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Feared in the West, China’s Manufacturers Struggle at Home (wsi 21 jul 2024)

Losing Streak Number of loss-making Chinese companies

Excess capacity in China means companies by sector

are finding it harder to make money.
M Machinery W Electronics

Share of domestically listed Chinese Chemicals

companies reporting losses
2024 300
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Mote: 2024 data are based on first-quarter results
Source: Company statements, via Wind 2020
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China urgv.;ciiﬁt’o’spcnd up to SL4tn to battle
deflation 10 Sep 2024

IR el ] * AN gy

Ctvmafes U ine Lo of (engr ng Devung 21 2 ety Y0 oot ecomomy
“..the more embedded deflation became, the
more it would cost to dispel it through

stimulus measures. “The longer that deflation
stays, the bigger the ask in terms of reflation™

In light of a prolonged property downturn,
households have cut back on spending and
lncrcaud saylngs (2Q savings rate 31%).

Beijing has responded to weak consumer
confidence by pumping loans into the
industrial sector, relying on manufacturing
and exports to keep the economy going

while property grinds through a huge
oversupply of unsold houses. But this has also
increased the supply of consumer goods at a
time of low demand, worsening deflation.”

“l1 think right now they should focus
on fighting deflationary pressure”

former PBoC Governor Yi Gang.



China unwilling to provide more support to housing in part because top leaders’ determined
to shift China growth driver away from property to technology and manufacturing

Construction to fall further i ]
Housing investment is likely to fall almost 45 percent on average IMF 2 Feb 2024: Real estate investment to I|I{E'|"!,l"

and remain subdued thereafier fall 30-60% below 2022 level, rebounding very

findec. 20210100) gradually. IMF called for “one-off” fiscal money

rojoctons to complete and deliver pre-sold properties or
compensate homebuyers. Cost $1trn, 5.5% of
GDP over 4yrs.

Chinese rejected Aug 2024 IMF proposal

. - to use central govt funds to complete
Denra e seanane unfinished housing.

“It would be inappropriate for the central
. government to directly provide fiscal support, as

it could lead to expectation of future government
IMF bail-out and therefore moral hazards”.




China Exports More to Developing World than to US, EU, and Japan

China exports more to developing world than to US, EU and Japan

Exports to US, EU and Japan
\ __________—-—\\__

[ ol by i

Exports to Belt and Road
Initiative countries

China’s aims on the global stage:
* Project its power and influence

+ |nstitutionalize its leadership
over the developing world

+ Keep most of the world open
to Chinese trade and
iInvestment

China believes that its relations
with the west will remain
turbulent for many years to come



In a Bi-polar world — China using ‘connector’ countries

Chines Investment pours into ‘connector’ countries
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China’s rising food import dependency

China's Soybean Imports Volume (Million Tonnes)

Imports Volume of Key Food Items (Million Tonnes)
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grain output 2013 soybean trade.
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20.28mn tons in 2022

*  China imports 82% of its
soybean demand.

* China is the world’s largest
soybean importer.

.433'5 kg > rising global population. )
imports 50

US has a dominant position. It holds nearly
70% of patents in agricultural biotechnology

=

U040



If Trump wins: US international economic policy will become more

transactional and unpredictable + more nakedly protectionist.| Trump

vowed 60% tariffs on imports from China.

e But his approach to China, and the intersection of economic and
national security, is less clear — will make sure US not harming allies?

 How will US industry be regenerated?

If Harris wins: will be similar to Biden -- same views on China. Lots of
money flowing into US manutacturing. But risk that national security
concerns determine more economic policy issues.

Regardless of who wins: A deeper trend in US towards protectionism.

* Promote US manufacturing jobs, or promote national security, or
accelerate clean energy?

 Or all of them... It’s not clear.




Whoever wins in Nov 2024 will face 2 fiscal tests.
* Need to raise the federal debt limit in mid-2025.
* Expiration of the 2017 tax law at end of 2025.

Publicly held debt as a share of GDP

125% PROJECTIONS

World
War
100

Financial
Crisis

1940 50 ‘60 70 80 90 2000 10 20 30

Sources: Office of Management and Budget (actual); Congressional Budget Office (projections)

US budget deficit in 2024
=51.9trn -- 6% of GDP,
equal to World War ll,
2008 GFC and Covid-19.

Publicly held federal debt
= $28trn -- 100% of GDP.

If Congress does nothing,
total debt will rise $22trn
to $50trn by 2034.

Interest costs will exceed
annual defense spending



Fiscal Qutlook Under Harris
us 'FISCEI dEfICIt CIDLIId bE avan hlgher in How progosals by Kamala Harris could affect deficits over 10 vears

the next 10 years. | P——
* Harris fiscal proposals: rise by $1.5trn Housing policies
*  Trump fiscal proposals: rise by $3.0trn
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Eaid lzave
ACA premium credits

Child care and pre-K

Fiscal Outlook Under Trump
HosW progosals oy onald Trumip could affect deficits ower 10 years

Other proposals

AINCREASE DECICIT  REDILICE » Child tax credit expansion

Lower corporate
rate for some

Wiy Lo o overtime pay

Externd expiring tax cuts

Ouadruple buybacks tax
Mo tax on Social
Security benefits Prescription drug poelicles
Extend expiring
tax cuis International corporate taxes

on very wwealthy

Higher tax rates on
Repeal clean energy subsidies top earmers/investons

Tariffa Corporate tax rate Increass

Utiher propsxsals
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