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A. Current System State
System Condition: Competitive but contained, with localized structural deterioration.

The South China Sea operating environment currently exhibits persistent competition below
conventional conflict thresholds. Military presence, maritime enforcement activity, and signaling
behavior have increased in frequency and proximity, but escalation remains bounded by mutual
constraints among major actors.

Structural deterioration is visible in three areas:

* Reduced predictability of maritime encounters due to increased gray-zone activity and forward
deployment patterns.

* Weakening alignment coherence within regional groupings, producing uneven responses to
incidents.

* (Gradual normalization of risk acceptance in operational behavior at sea.

The system is not presently approaching immediate escalation thresholds; however, buffers that
previously absorbed friction are thinning, increasing sensitivity to miscalculation.

B. Dominant Drivers
1. Persistent Gray-Zone Competition
Maritime law enforcement vessels, militia activity, and non-kinetic coercive measures remain the

primary instruments shaping operational dynamics. These activities allow actors to alter facts on the
water without triggering formal escalation thresholds.

2. US—China Signaling Cycle Stabilization

Military presence and freedom of navigation operations have entered a patterned signaling cycle.
Actions are calibrated for visibility rather than operational disruption, maintaining competition
while limiting escalation incentives.

3. Regional Hedging Behavior

Regional states are simultaneously increasing security cooperation with external partners while
avoiding irreversible alignment commitments. This creates operational ambiguity and inconsistent
collective responses.
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4. Supply Chain Centrality of Sea Lanes

The continued dependence of regional and global manufacturing supply chains on uninterrupted
maritime transit constrains escalation incentives for all actors. Economic interdependence functions
as a stabilizing but fragile restraint.

5. Resource Assertion as Strategic Positioning

Energy and fishing rights disputes are functioning primarily as instruments of territorial
reinforcement rather than resource extraction priorities.

C. Emerging Signals

The following signals are not yet dominant but could alter system direction:

* Increased proximity incidents involving coast guard or auxiliary vessels rather than naval
platforms, raising miscalculation risk due to unclear escalation thresholds.

* Incremental hardening of regional defense cooperation frameworks, particularly through
bilateral arrangements outside ASEAN structures.

* Insurance and risk pricing adjustments for specific transit zones rather than broad regional
reclassification.

» Expanded infrastructure or logistical support on disputed features, indicating longer-term
positional consolidation.

» Reduced diplomatic response speed following incidents, suggesting normalization of friction.

D. Decision-Relevant Implications
Supply Chain Exposure
Risk remains episodic rather than systemic. Disruption risk is concentrated in short-duration

incidents capable of temporarily altering routing or increasing transit costs rather than sustained
closure scenarios.

Energy Security Assumptions

Energy transit remains structurally secure under current conditions. However, offshore exploration
disputes increase investment uncertainty for upstream projects rather than affecting immediate
energy flows.
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Industrial Planning Horizon

Manufacturing and industrial planning assumptions tied to maritime reliability remain valid within
a 6—18 month horizon, though contingency planning for localized disruptions becomes increasingly
relevant.

Risk Timing

Risk is shifting from low-frequency/high-impact scenarios toward higher-frequency/low-to-medium
disruption events. Operational friction is becoming more predictable but more common.

E. Forward Outlook (6—18 Months)

Base Trajectory — Managed Competition

Conditions:
» Continued signaling equilibrium between major powers.
* Regional actors maintain hedging posture.

* Incidents remain tactical and contained.

Outcome:

Persistent operational friction without systemic disruption. Gradual normalization of elevated
maritime presence.

Stress Scenario — Accelerated Instability

Conditions:
* A collision or injury-producing maritime incident involving state vessels.
* Rapid national-level political signaling following an incident.

» Simultaneous crisis pressure in another theater reducing crisis management capacity.

Outcome:

Short-term surge in military presence, temporary shipping risk repricing, and elevated insurance and
routing adjustments.
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Stabilization Scenario — Managed Decompression

Conditions:
» Operational communication mechanisms between major actors strengthened.
» Informal incident management norms re-established.

* Reduced frequency of close-proximity encounters.

Outcome:

Competition continues but with reduced volatility and lower incident frequency, restoring
predictability without resolving underlying disputes.

Assessment Summary:

The South China Sea system is currently stable enough to sustain economic continuity but
increasingly sensitive to operational miscalculation. Structural competition persists, while
escalation risk is governed less by intent and more by interaction density and signaling
interpretation.
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