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Clear Harbor Flash – Clear Harbor in the South China Sea 
 
Following his recent trip to Asia, Clear Harbor’s Adrian Gray offers the following observations on 
the burgeoning race for natural resources that is taking place on the South China Sea: 
 

China has made headlines recently in the South China Sea (SCS), facing off with its Southeast Asian 

neighbors over the sovereignty of this heavily-trafficked and resource-rich sea. Most notably, it has 

confronted the Philippines over control of the Scarborough Shoal—first with fishing boats, and then 

military ships on site. Previously, its actions in the sea have provoked live-fire exercises from Vietnam’s 

navy. Brunei, Indonesia, Malaysia, and Taiwan have also contested China’s claims in these waters. 

Each country has its own design on what the SCS map should look like, but China’s “nine dotted line” 

boundary it recently put forth is the most controversial. Also known as “the cow’s tongue,” this map 

would indicate that all of the SCS belongs to China, including waters less than 50 miles from the 

coastlines of other nations (well inside the United Nations Law of the Sea Treaty standard of 200 miles). 

The quarrel over SCS has been going on for generations. If you listen to China’s justifications for its own 

claims on the region, it cites events that go back to the Han dynasty 22 centuries ago. For its part, 

Vietnam points to maps from hundreds of years ago to assert their authority over the area. 

The dispute has escalated recently on three accounts. First, the transport routes have become more 

valuable to China as they represent the main access lines to resources that China needs to exploit in 

order to fuel its rapid economic development. Mainland China has very few passable routes over land 

that can reach its eastern population base, so it is highly dependent on its sea lanes for imports, 

especially oil shipments. The Straits of Malacca that lie between Indonesia and Malaysia have become 

possibly the most important choke point for global trade.   One-quarter of the world’s trade passes 

through the area.  In its most recent data, the EIA estimates that 13.6 million barrels of oil pass through 

this choke point each day – six times as much as passes through the Suez Canal and seventeen times the 

amount that goes through the Panama Canal. It is so valuable to China that they offered to pay Thailand 

to build the Kra Canal to bypass Malacca. However, it is not only China that depends on SCS for trade. 

Korea and Japan also get a large majority of their energy imports through the Sea.     



 
 

        Clear Harbor Asset Management, LLC | 420 Lexington Avenue, Suite 2006, New York 10170 

 

Second, the surrounding nations have developed their navies in recent years. Conflict is no longer 

contained to the political or economic arenas, as many sides are now able to wage naval warfare. 

China’s navy is now second largest in the world behind the United States, with a fleet that includes 60-

plus submarines and 60-plus frigates. And it is not for show. A Chinese Communist Party newspaper 

recently claimed, “If these countries don't want to change their ways with China, they will need to 

mentally prepare for the sounds of cannons.” In April, a prominent Chinese military hardliner 

proclaimed that their actions were intended to “give peace a final chance” 

In a surprising move, Vietnam recently responded to the build-up by purchasing six submarines from 

Russia in the largest naval equipment sale in Russian history. The Philippines is beefing up its fleet as 

well, recently buying naval weapons from the U.S.  

Third, the resources most sought after in the SCS have historically been fish and wildlife, but there have 

recently been discoveries of oil and gas. Reserve estimates vary widely and are as high as 213 billion 

barrels of oil and 900 trillion cubic feet of natural gas. These developments have altered the strategic 

equation in the region, creating a tipping point in these age-old territorial disputes. Both Vietnam and 

the Philippines have invited foreign oil companies into portions of sea where sovereignty is under 

dispute. 

The significance of the trade routes, the naval build-up and the energy reserves all show how the SCS 

will likely become an international focal point for the rest of the decade. Other regional players, 

including Australia, India, Japan, Korea and Singapore, have been brought into the debate.  

Last year, the U.S. Navy rebalanced its global strategy with an eye on Asia. The U.S. ‘pivot’ moved from a 

50/50 strategy between the Atlantic and Pacific theatres to a 60/40 strategy focused on Asia-Pacific. 

Soon thereafter, President Obama dispatched Secretary of State Hillary Clinton and Secretary of Defense 

Leon Panetta on official visits to the Philippines and Vietnam, respectively. Panetta’s trip occurred a few 

weeks ago and included a stop at Cam Ranh Bay, a strategic deep water port on the western side of the 

SCS that Vietnam recently opened up to foreign navies in order to restore balance to the sea. 

On a recent trip to Vietnam, I observed firsthand the distrust of China in that country. They want 

desperately to internationalize the matter, seeing that any multilateral resolution will result in a more 

favorable map than the one China is drawing. 

Vietnam plays a key role in this story. It is a country with 90 million people that has seen around 7% GDP 

growth recently, leading some to suggest it has become the “China plus one” economy. It has 2,000 

miles of coastline along the SCS and will certainly be central to any outcome in this conflict. And 

whereas the Philippines, Japan, Taiwan and others in the region have had relationships and treaties with 

the U.S., Vietnam has not. Following America’s war in Vietnam, normalization between the two 

countries did not occur until President Clinton opened up the path in 1995. Now, they are beginning to 

foster a deeper relationship with the U.S. in order to serve as a balance to Chinese power in the region. 
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So what does this mean for investors-- specifically, natural resource investors? 

1. High Costs Possible: The global benefits of adding more energy supply from the region will likely 
be offset by the higher cost of extracting and transporting resources in the region.   There is 
likely to be a spike in insurance premiums on transportation through the region. Recent Persian 
Gulf events have shown that rates in that area rose 14-fold at one point. One could expect a 
similar trend in the SCS. Higher insurance rates would undoubtedly result in increased service 
costs. The age of cheap oil is over and expectations of significant oil and gas resources available 
in new regions of exploration like the SCS won’t change that.   
 

2. Supply Could Arrive Later Than Expected: China has recently deployed its first deep water oil rig 
to drill for energy resources in the disputed waters of the SCS.  The battle is no longer over fish 
and reefs. With this new piece of equipment (owned and operated by a Chinese state-owned 
enterprise), resource development could become a spark that ignites this Asian tinderbox. In the 
meantime, investors should not expect a glut of supply to reach the market anytime soon. (Note 
– the Chinese have executed deep water drilling in the SCS previously in partnership with Husky 
Energy and Chevron Corp.) We continue to believe that the world’s cheap oil has been found 
and that future exploration and production will focus on deep-water drilling in politically 
unstable and environmentally sensitive areas of the world. The SCS is no exception. 
 

3. China Driving Global Demand: Developments in the region display the China’s voracious 
appetite for natural resources and the risks that it and other nations in Asia are willing to take in 
order to secure predictable sources of energy. China has long sought access to resources 
throughout the world – from gobbling up assets in Africa and South America to joint ventures in 
the United States and Canada-- most recently, China made state visits to Iceland and Denmark 
intended to open up Arctic opportunities. Additionally, a battle over strategic intelligence in the 
race to claim the world’s limited supply of natural resources is also underway. The Chinese 
recently jailed a western energy consultant, Xue Feng, for eight years for buying oil well data on 
its state-owned National Petroleum Corporation. Meanwhile, China has routinely hacked into 
western energy companies for their data. They understand that the global market for resources 
is tight as they gobble up a larger portion of the world’s share, and they are seeking advantages 
in the global resource race at any cost.        
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Clear Harbor Asset Management, LLC (“Clear Harbor”) is an SEC registered investment adviser with its principal place of 
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current account composition is intended for informational purposes and allocations are subject to change. 
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Adviser Public Disclosure web site (www.adviserinfo.sec.gov).  For additional information about Clear Harbor, including fees 
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