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The story for investors

Investment conclusions

The war in Ukraine focused on the importance of armies in the exercise of
politics thereby, misquoting Clausewitz, “war is the continuation of politics
through other means”. We would prefer the use of the word “Offence”
rather than the hypocrital “Defence Expenditures” but we bow to common
usage. Asian countries, led by China, are important participants in the
defence business. Asia has several hot spots of tension, some of which had
in the past led to active warfare, and some, which could do so in the future.
There is evidence that the Ukraine conflict triggered rethinking and action
on defence spending in Asia. We examine here the background of these
developments and the impact on potential investible defence companies in
Asia likely to benefit from the rise in defence spending. The choice of Asian
defence companies is very limited but can be combined in a “defence”
portfolio, which contains major US and EU defence companies stocks.

The war in the Ukraine is one of the many wars of the “post war”
period since 1945.The core argument of this research is that the
impetus given to military spending by the Ukraine war will last and it
will be more than a knee jerk reaction. The rise in spending may give
rise to armament races amongst or between some countries, with
Asia being no exception. The impact on individual Asian defence
companies, and hence on investible opportunities, will be complex
because of the importance of SOEs in the sector which can limit or
prohibit altogether private sector participation (China for example).
In Part II of this report, and strictly within the constraints of our
compliance rules not to name individual buy/sell companies, we will
continue to elaborate on the growing investibiity of companies in
the defence sector in general and Asia in particular.

In defence of Defence spending

The start of a trend

Defence spending increases when countries feel threatened by their
neighbors, or there interest are under threat or when domestic
tensions necessitate the intervention of the army. Defense spending
never rises with the justification that countries plan to be aggressors
or invaders! It is always Defence! All defence spending has as its
ultimate aim to kill people and destroy physical property. Any other
justification is simply false, even the one that this spending may
prevent and deter killing. This is oxymoronic because if bullets did not
actually kill they would not prevent killing. In the current wave of
ESG-led investment, defence related companies could be of an
embarrassment in portfolios, but something, which the Ukraine war
has helped to relieve. We do not bring any moral judgment on this
topic as every single war always had two aspects, the “just war” from
the defending party and the “just war” from the party on the
offensive! The decision on whether it is morally correct to invest in
companies whose business is war, is a completely personal one. It is
only fair to the readers to state that my personal stance is that
defence spending is an essential part of a country’s evidence of
sovereignty and countries without armies are, and can, be pushed
around or simply ignored by armed countries. The purpose of this
report is to explain why the war in Ukraine has opened and will
continue to open profitable investment opportunities in the defence
sector in general, and in Asia in particular. For compliance reasons
this report cannot suggest buy/hold/sell defense companies and
any mention of specific companies is purely for illustrative purposes
and not an investment suggestion. Fig. 1 shows the stock price
movement of major defence companies from Germany, UK, US, and
Italy, all of them rising after the start of the war in Ukraine.

The war in the Ukraine is different from all the wars since 1945.
Russia, a nuclear power challenged NATO, as Russia’s excuse was to
prevent Ukraine joining NATO. Unless the end of the war involves a
regime change in Russia, the threat of Russia will remain, with the
need to expand NATO defence spending. The war gave an example
that neighbor tensions can explode quickly and that war remains a
means to resolve differences.

Fig 1: Shares of defence companies, 2021-22 (FT 23/4/2022)
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The defence sectors in Asia and the reasons for their future
expansion

Fig 2: Big defence spenders include 4 Asian countries

This report covers the defence sector companies of S.Korea, India,
Taiwan and Singapore, but also includes where appropriate China.
The latter’ state control of the industry precludes any meaningful
investible opportunities in the pure defence sector. The special case
of Japan has been already covered in our UCAP Report No.6 available
in
https://www.ucap-am.hk/wp-content/uploads/2021/12/UCAPWeekly_2021.12.15.pdf.The following characteristics delineate these
sectors. First, the role of the state as majority owner in several of the
companies, especially in India and in Taiwan, but less so in S.Korea
and Singapore. Second, the importance of subsidiaries of major
western defence companies in most of these countries, which we
exclude from the list of purely “Asian” companies. Third, the role of
imported defence equipment especially from the US. Fig. 2 shows the
relative importance of Asian countries in terms of their defence
expenditures with four of them appearing among the top spenders,
FactBox: Size and increases of defence spending in Asia, 2020-21

while the Factbox shows their size and increases. Where the defence
budgets for 2022 were presented after the outbreak of the war, as in
China, Taiwan and Singapore the latter two mentioned of the Ukraine
war. The table shows changes in defence budgets (yoy %) and dates
of announcement. Not all budgets showed consistent increases.
2020
2021
2022
China (5/3/22) 6.6
6.8
7.1
Taiwan
(21/3/21)
India 2/2022

26.3

14.4

6.2

--

6.8

9.8

S.Korea
3/12/22
Singapore
(2/3/22)

7.3

5.3

3.4

-3.7

3.3

6.5

-------

November 5, 2021

Br Bringing all the complex issues together
Consider the following issues of direct interest to the defence
companies in Asia. First/ There are at least six well-defined hotspot areas of continuing friction and conflict in Asia: (a) N.Korea
and S.Korea (b) China and Taiwan (c) The Kashmir India and
Pakistan dispute (d) The China-India Himalayas dispute (e) The
South China Sea dispute between China and Taiwan, Philippines,
Vietnam, Indonesia, Malaysia and Brunei (f) Japan-Russia dispute over
Kuril islands. Several of these conflicts have erupted in warfare in
the past, such as between India and Pakistan, and China’s claim over
Taiwan has become even more relevant with the war in Ukraine.
Second. The eruption of the Ukraine war to an issue of global
consequences took most of the parties involved by surprise as to
the consequences rather than as to the war itself. Germany shifted
to a major rearmament initiative, the US and the UK donated and
are donating billions worth of arms to Ukraine, which will need to
be replaced, and Sweden and Finland are joining NATO. Third.
Defence spending is not a series of one-off decisions. The gestation
period and implementation may last for years and it is difficult to
reverse. Fourth. The consequences of the Ukraine war will be far
reaching even for countries, which are not, even remotely
connected or threatened, such as most of the Asian countries. The
war taught a sharp lesson of the likelihood of full-scale wars
appearing suddenly or long -running tensions running to warfare,
Fifth. Japan offers the best example of a major economic power
whose influence and impact in the post war period was totally
limited to its economic but not to is political clout precisely because
it did not have an army but only a limited Self-Defence Force. Now
Japan is rapidly rearming and creating a globally credible army.
Service.

Hence the increases in the budgets of Asian countries and China in
particular will be long term and not one-off decisions and hence of
long-term impact on their defence sector and companies. Fourth,
the consequences of the Ukraine war will be far reaching even for
countries whihc are not, even remotely connected or threatened,
such as most of the Asian countries. The war taught a sharp lesson

Disclaimer
This material is prepared and issued by UCAP Hong Kong Asset Management Limited for information purposes only. This material may not be
distributed to the United States, Canada, Australia or to any other jurisdiction in which its distribution is unlawful.
This material is confidential and is for information to professional investors only. Professional investor is defined in the Securities and Futures
Ordinance and any rules made thereunder. If an investor is in any doubt about any of the contents of this material, the investor should obtain
independent professional advice. This material does not constitute an offer, recommendation, or solicitation to buy or sell any investment or
service or enter into any other transaction in any jurisdiction.
The views and opinions expressed in this material, which are subject to change without notice, are those of UCAP Hong Kong Asset
Management Limited at the time of publication. Some of the information contained herein including any expression of opinion or forecast has
been obtained from or is based on sources believed by us to be reliable as at the date of the publication but which it has not independently
verified. There is no guarantee that any investment strategies and processes discussed herein will be effective under all market conditions and
investors should evaluate their ability to invest for a long-term based on their individual risk profile especially during periods of downturn in
the market. UCAP Hong Kong Asset Management Limited makes no guarantees, representations, or warranties, and accepts no responsibility
or liability as to its accuracy or completeness. Expressions of opinion herein are subject to change without notice.
In addition, projections in this material reflect various assumptions of management concerning the anticipated future of the business ideas and
are subject to significant business and economic uncertainties and contingencies, many of which are beyond control of the management.
Accordingly, there will be no assurance that such projections will be realized. The actual results or investment return may vary from the
anticipated results and such variations may be material and potential investor should bear any potential risks in respect thereof. Full
description of risks associated with the product should be assessed independently including tax impact.
Members of the UCAP Hong Kong Asset Management Limited and/or their officers, directors and employees may have positions in any
investment mentioned in this material (or any related investment) and may from time to time add to or dispose of any such investment.
In the case where this material is distributed in the United Kingdom by a person who is not authorized by the United Kingdom Financial
Services Authority; it is only intended for persons who (i) have professional experience in matters related to investments or (ii) are persons
falling within Article 49(2)(a) to (d) ("high net worth companies, unincorporated associations, etc") of the Financial Services and Markets Act
2000 (Financial Promotion) Order 2005 (as amended) or to whom it may otherwise lawfully be communicated by such an unauthorized person
(all such persons together being "relevant persons"). This communication must not be acted on or relied on by persons who are not relevant
persons. Any investment or investment activity to which this material relates is available only to relevant persons and will be engaged in only
with relevant persons.
Investment involves risk. Past performance is not indicative of future performance. The value of any investment or income may go down as
well as up and you may not receive back the full amount invested. When an investment is denominated in a currency other than your local or
reporting currency, changes in exchange rates may have an adverse effect on the value, price or income of that investment. In the case of
investments for which there is no recognized market, it may be difficult for investors to sell their investments or to obtain reliable information
about their value or the extent of the risk to which they are exposed. Investment in any market may be extremely volatile and subject to
sudden fluctuations of varying magnitude due to a wide range of direct and indirect, influences. Such characteristics can lead to considerable
losses being incurred by those exposed to such markets. Potential investor should ensure they fully understand the risks associated with any
investment and should consider their own investment objectives and risk tolerance level. They should make an independent assessment of the
merits of pursuing any investment and should consult their professional advisors before making any investment decision.
The content of the material has not been reviewed by the Hong Kong Securities and Futures Commission (“SFC”).
© Copyright. UCAP Hong Kong Asset Management Limited 2021 ALL RIGHTS RESERVED
No part of this publication may be reproduced, stored in a retrieval system, or transmitted, in any form or by any means, whether electronic,
mechanical, photocopying, recording or otherwise, without the prior written permission of UCAP Hong Kong Asset Management Limited.

November 5, 2021

