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Real Time Political Risk Analysis using Big Data
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C nstantly shaped human history
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The Long Peace
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The End of Pax Americana?

B The rise of China &
other states

B Increasing Multipolarity

B America’s role of ‘World
Policeman’ being eroded
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Choosing a Stress Test Scenario

“Based on historical trends, our projections show that
population numbers should keep increasing: we look forward
to the upcoming Thanksgiving season with confidence”

B Probability of war throughout history has been miscalculated
B Current trends may just be a ‘statistical gap’
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Taxonomy of Conflict and Likelihood

Judge Business School

Level 1 Level 2 Level 3 Level 4
Proponents | Conflicts between One superpower One superpower More than two
minor powers — against a minor against regional superpowers engage in
No superpower power power/an ally or proxy | direct conflict
of another superpower
Polarity Any Any Shift to Multipolarity Multipolar
Power Balanced low level of | Major asymmetry Moderate asymmetry Balanced
ower
Asymmetry | P°%
Observed Several conflicts a Expect one or two a In modern times, expect 20t century history does
decade, and always a decade, as US or allies only one or two a century not apply — globalized
Frequency minor war somewhere in | exert increasing power | as superpowers avoid economy deters world wars
the world as global policemen confronting each other
Current Common Occasional Unlikely Extremely Unlikely
Likelihood (>50% a year) (10% a year) (1% a year) (0.1% a year)
Duration of | Long Short Short-Medium Long
conflict
Example Yugoslav wars ‘Desert Storm’ Iraq; US-Vietnam War Wwi
Congo wars Afghanistan invasion; wWWwW2
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Future Hotspots?
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China-Japan Conflict Context

A long historical context for
national enmity:

First Sino-Japanese War (1894-1895)

M Japanese imperialist & expansionary policy
leads to invasion of China

Second Sino-Japanese War (1937-1945)

BHuman Cost: Estimated 15-20 million
casualties

BmEconomic Cost: GDP $20 (China) and $8
(Japan) billion lower than pre-war levels
M Political Cost: Erosion of support for KMT

regime facilitated the rise of Mao and the
Communists
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China-Japan Conflict: Scenario Phases

All-Out Conflict
Provocation & Posturing Stalemate
Escalating Tensions | ijlitary Incidents Negotiated Peace
J\ J\ Aftermath
4 A\ 4 Y4 /L A4 A\ 14 A

Months

Q

Q

| |
Completion of Sinking of Bombing of US Sec of Moscow
Japanese radar The ‘Elfrieda’ . Tokyo State Peace Accord
. . Shanghai ‘s .
station on Senjuku visit to Signed
Rescue Beiii
. jing
China destroys Debacle
Japanese Air raids on World
radar station China cities Economic
Sanctions

Implemented
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China-Japan Conflict Scenario Map

Total population in the five
combat zones (A1-5)

H 44 million people
m 83 towns of over 100,000
population

B Combined GDP of cities in
combat zones: $529 Bn
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Phase 1: Escalating Tensions
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Phase 2: Provocation & Posturing
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Phase 3: Military Incidents
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Phase 3: Military Incidents (Continued)
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Phase 4: All-Out Conflict
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Phase 5: Stalemate
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Phase 6: Negotiated Peace
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Phase 7: Aftermath
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Scenario Variants: S2 & X1

S2 Scenario X1 Scenario
M 2-year duration M 5-year duration
B 5-years of trade B 5-years of trade
disruption disruption
B Prolonged conflict and B Prolonged conflict
stalemate phase phase
B 70% trade disruption B 90% trade disruption

H 250,000 dead B 500,000 dead
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Shipping Lanes Affected by Sea Exclusion Zones

Volume of shipping that passes through
sea exclusion zone:

B 54 million TEUs (twenty-foot container
unit equivalents) in 2012

W 47% of global container traffic
W 6 of the world’s leading ports
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Commercial Flight Routes Affected by Restricted Air Space

Top 10 airports within restricted air space:
B Handle 225m passengers a year
B Manage 20m metric tonnes of cargo
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Official ADIZ vs China-Japan ‘B1’ Zone
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Jamegtan.ate Our Fictional Example Company

B Fictional U.S. consumer electronics company

B 9% |argest international player in computer hardware
B Sells its products in 75 countries worldwide

B Produces over 10 million laptops & tablet units a year

B Pomegranate Persephone 4G tablet is the new flagship
product range
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Impact of Military Strike on Shanghai

Quanta Shanghai Manufacturing City, Songjiang
Output: 89.5 million laptops (2011)
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Impact on Pomegranate Inc.

domegranate

B Bombing of Quanta on May 11 means that Pomegranate loses ability
to supply markets for 6 months, losing market share to competitors

B Pomegranate sees 40% stock price fall

— Analysts blame over-concentration of supply chain in one manufacturing hub

B Stockholders launch record litigation in US against Directors and
Officers of Pomegranate

B Corporate bonds of Pomegranate are downgraded from AA+ to BBB
and put on default watch

B Some insurers discover they are insuring Pomegranate as well as
investing in their corporate bonds, suffering a double whammy
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Direct Losses

Property losses:

— 450,000 properties damaged
during military action

— Corporations suffer heavy losses

— Business interruption from
power and utility outages

— Evacuation of personnel

— |IT infrastructure damaged in
cyber attacks
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Life, Health & WC losses:

— Factories and office buildings
targeted in military action

— ¢.100,000 people killed

— ¢.750,000 people injured
(75% in China, 25% in Japan)

— Exodus of Western business
people
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Direct Damage Costs (S1)

B Direct replacement cost of built environment

damaged in China-Japan conflict $120 Bn
B P&C Insurance loss in China & Japan <$20 Bn
B Insurance losses in US & Europe S8 Bn

B Healthcare costs & compensations for injury $2 Bn
B Life & Health insurance claims S2 Bn
B Total Insurance Industry Loss: $30-40 Bn
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Macroeconomics of War

Govt. expenditure increases
Public debt & taxation increase
Inward FDI diverted

Currency devaluation

Inflation increase

Energy price increase / volatility

China-Japan Conflict Scenario:

B Exports are blocked

B Imports are blocked

B Destruction of capital assets depress industrial production
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China Exports

Total value of Chinese exports: $1.33 Trillion (SUS 2009)

China Export Value by Economic Sector (uss Billions 2009)
* Excludes exports to the Rest of World
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Inter and Intra-trade between Japan and China

I Japan
B cChina
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Global Economy

Imports and Export Trade
between Countries



Global GDP Impact of Scenario and Variants

70 -
1 Geopolitical Conflict Jo*
| . China-Japan Conflict Scenario oo
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Macroeconomic Conclusions

B China is hit hardest and recovers fastest

B Japan lags behind China and fails to recover

B Japan growth is hampered by prolonged high inflation
B GDP growth in the EU and USA is slow and protracted
B The global recession lasts between 1.5 and 2.5 years
B The global cost of the war is 17-32 Trillion SUS*

* Estimated from five years of lost global output compared against the projected
baseline scenario between 2014-2019
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Portfolio
Return
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Investment Portfolio Impact
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Equities vs Fixed Income

20% -
10% -

0% -
- 0 -
CumulativelO/0

Loss -20% -

Change to ]
Baseline (%) -30%
-40% -

-50% -
-60% -
-10% -

-80% -
2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
Q4 Q4 QR4 Q4 Q4 Q4 Q4 Q4 Q4 Q4

-==fixed-income
===gquities

I UNIVERSITY OF | Centre for
&P CAMBRIDGE | Risk Studies

Judge Business School

41



China-Japan Conflict Summary Impacts

| s1 | s2 | x1__

Conflict Duration Period (Market turmoil)
Export trade disruption period
Export trade loss during disruption

Direct Damage Replacement Cost
Total Insured Loss
Deaths

GDP@RIisk
Lost global output 2014-2019

Investment Portfolio Impact
(Relative to expectation baseline)

Duration of Degraded Returns
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9 months
1 year
50%

$120 Bn
$40 Bn
100,000

$17 Trillion

-20%

2.5yrs

2 years
S years
70%

$300 Bn
$90 Bn
250,000

$27 Trillion

-35%

4 yrs

S years
S years
90%

$500 Bn
$150 Bn?
500,000

$32 Trillion

-50%

7 yrs
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How is the World Different After this Scenario?

B Shift in the structure of the global economy?
B SE Asia declines as a manufacturing powerhouse?

— Re-emergence of US & European manufacturing capacity?

— Emergence of new manufacturing centres in Brazil, India etc. &
MINT countries?

B China ‘wins’ — De-Americanization of global economy?
— US is seen to have failed as global superpower
— China emerges as a major military superpower
— S no longer the refuge of ‘flight-to-safety’
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Implications for Risk Management

B Does your organisation think about war?

— Operational / Strategic / Investment implications?

B Do you know your entire business network?

— Do you know and understand your total exposure?

B How prevalent are clusters?

— The cost of internal business silos & external hubs?
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