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REE Boom 2.0 in the making?
It only takes a spark to get a fire going

In today’s report, 4 recent articles about the increasing tensions in the South China
Sea are presented. Obviously, this issue is getting increasingly heated. The chan-
ces of a mistake being made have grown tremendously. China is basically looking
to establish a ‘no-fly zone” over all these disputed territories and then including
the air space right up to the Philippines. Right after China had declared the air
space between China and Taiwan a ‘no-fly zone’, Taiwan “accidentally” fired a
missile towards China. By mistake? Really? Yesterday, an US analyst had this to
say about the important decision that is expected to come down today: “China
appears to be weakening at this time — economically and politically — and the
best way to not appear weak is to double down on the nationalist front, or as we
say 'the best defense is a good offense’, and with this in mind China may opt to
do something tangible in light of the ruling expected tomorrow.” The number of
incidents have risen exponentially in the last few years to where there is an inter-
national incident about once a week between China and somebody else, whether
it is Japan, Taiwan, the Philippines etc. And for all of these countries, the United
States is mandated through treaties to protect these countries against any foreign

aggression. Thus, any action taken by China may need to be addressed by the US.
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Background

The reason why REE prices went ballistic
in 2010/2011 was because of an incident
that was not really significant on a global
geopolitical scale, but for which China
did decide to curtail shipments of the
REE’s to Japan.

Quote from Rockstone’s report “The
Mountain Pass Bubble and the Ashram
Advantage” (August 27, 2015):

The Fishing Boat” incident in September
2010:
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‘The 2010 Senkaku Boat Collision Incident
(or the Minjinyu 5179 Incident) occurred
on the morning of September 7, 2010
when a Chinese trawler, Minjinyu 5179,
operating in disputed waters collided
with Japanese Coast Guard’s patrol
boats near the Senkaku Islands.’

What were the concerns of the Chinese,
over and above gaining the release of
the crew and Captain of this potentially
illegal fishing vessel operating in
disputed Japanese territory? Was
China concerned about their national
security? Were they concerned about
an expansionist west through the proxy
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of Japan? No, | believe that China saw
an opportunity to address a long held
interest to gain more value from the one
commodity that they are dominant in —
the REEs — and to increase their value-
add for this commodity, which would
ultimately bring more manufacturing to
China and creat more jobs for Chinese
citizens. And all they had to do was
cut off Japan for supplies of REEs for a
short period of time. It would be hard
to imagine a more successful effort at
instilling anxiety and fear in the rest of
the world than this incident, which was
so simple and so inexpensive, and so
very, very effective.

A South China Sea Explosion: Why
China Might Go ‘Rogue’ on July 12, 2016

By Harry J. Kazianis on July 1, 2016

If there ever was a time to follow the
always action-packed South China Sea
showdown, mark vyour calendar for July
12th.

Why this specific date? Well, that is the
date the International Court of Arbitra-
tion has set to issue its ruling in the case
of Chinavs. the Philippines. Most experts
are of the collective mind that Beijing is
likely to suffer some sort of negative out-
come — an outcome they are already
trying to distance themselves from.

But what will China do when the verdict
is handed down and they likely lose in
large measure, as is widely expected?

Beijing has several options — laid out
below for your reading pleasure — and
most are all bad not only for Asia as a
whole, but especially so for Washington,
considering it is a treaty ally of Manila
and the only party with the capability to
reign Beijing in if a crisis occurs:

1. The least likely option — China does
nothing and de facto accepts the ruling:

What if Beijing simply issues the stan-
dard boilerplate statement, declares the

South China Sea essentially its sovereign
waters, and moves on?

This isn’t a bad option on the surface
— China could continue to build on its
fake islands in the area, turning them
into small military bases armed to the
teeth with the latest “carrier-killer” an-
ti-ship weapons, rotate in large amounts
of the latest fighter and bomber aircraft
and turn the South China Sea into the
ultimate anti-access/area-denial zone
(A2/AD). In this scenario, Beijing is vocal
about its anger towards the ruling, but
simply presses on with that it is already

doing, which one can argue has been
very effective in consolidating its claims.

Such a reaction, mild by Chinese stan-
dards these days, seems highly unlikely.
Xi Jinping and company will be under
tremendous pressure to respond —
forcefully and very publicly. The same
old strategy won’t apply anymore —
many Chinese citizens will demand a
tough response, a projection of strength
that Beijing won’t be pushed around
anymore by external forces in what can
only be described as China’s sphere of
influence in the South China Sea.
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This leads to only two other possibilities
— and they all could instigate a danger-
ous superpower showdown.

2. The most likely option — China de-
clares an Air Defense Identification
Zone (ADIZ):

I would argue Beijing has been telegraph-
ing this move for months now. In issuing
statements or public comment when
asked about the likelihood of such a
declaration, most Chinese officials say
something to the effect that while no
ADIZ is planned at the moment, such a
decision in the future would be based
on the threat environment in the South
China Sea — and | would argue a ruling
against Beijing could be the basis to offi-
cially change their mind.

The rationale would be easy for Xi and
senior leaders to justify in the official
press: China would simply declare that
it feels threatened by the ruling and
that Beijing was simply “forced” into an
ADIZ declaration based on the perceived
wrongdoings of others and international
pressure. And considering China has
placed air-defense assets into the area
and rotated in and out fighter aircraft,
it would seem Beijing has at least a
rough capability to make trouble —
maybe declare such a zone, even it not
completely enforceable, like in the East
China Sea, but just a declaration would
raise tensions dramatically. Such a zone,
depending on its size and scope, could
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create a regional crisis drawing in par-
ties from all over Asia. It would not be
pretty to say the least — and Washing-
ton would have to respond, and not just
by one or two B-52 flights either.

3. Another possible option — China goes
rogue:

What if the deployment of an ADIZ was
not enough in Beijing’s eyes and they
wanted to press the issue as far as con-
ceivably possible short of kinetic con-
flict? China could simply decide to press
their weight in all of Asia’s flashpoints,
essentially going rogue. For example:

— Beijing could increase dramatically the
amount of air and naval patrols it con-
ducts in the East China Sea — much to
the anger of Japan. And while they are at
it, why not start drilling for oil and natur-
al gas in mass all over the area, beyond
what is already causing great anxiety in
Tokyo to begin with?

— China could decide to up the ante on
Taiwan. President Xi could start cutting
back dramatically the amount of tour-
ists who come to the island. He could
start slowing the amount of trade and
investment that Taipei is now essentially
dependent on. In fact, Xi has many pos-
sible points of pressure he could utilize
to make Taiwan squirm — and he might
find it very useful to change the conver-
sation in Asia towards tensions across
the Taiwan Strait.

A

— Maybe Beijing decides it’s time to re-
claim Scarborough Shoal? This would
be the most risky and controversial of
moves — Washington seems to have sig-
naled that it just might take some sort of
action considering it has rotated assets
like the A-10 Warthog and other aircraft
in a show of force. However, what does
America do if Chinese dredgers appear
150 or so miles off the Philippines coast
and decide Scarborough is a great place
for China’s next South China Sea military
base?

Towards a South China Sea Showdown?

Considering the stakes, Asia watchers
the world over will have a busy few
days before and after July 12th ruling.
Unfortunately for the region, what hap-
pens next could give birth to an even
more tense situation in the South China
Sea — and considering China’s options
and what it easily has the capacity to do
and has done just in the last few years
to dramatically alter the status quo, it
seems we are in for a tense filled couple
of months.

Harry J. Kazianis is a Senior Fellow for
Defense Policy at the Center for the Na-
tional Interest and Senior Editor for The
National Interest magazine. You can fol-
low him on Twitter: @grecianformula

Taiwan Just Fired a Missile Toward
China by Accident

Taiwan has elected a new President skeptical of Beijing, raising tensions across the strait

By Simon Lewis on July 1, 2016

Taiwan’s navy has admitted it mistakenly
fired a supersonic antiship missile in the
direction of China on Friday. The missile
ended up landing in the waters of the
Taiwan Strait, but it was a frighteningly
close call at a time when tensions be-
tween Beijing and the government of
Taiwan are rising.

Agence France-Presse reports that a
Brave Wind Il missile was fired acci-
dentally by a warship docked in Taiwan
during a drill, and flew almost 50 miles
before coming down near the Tai-
wan-controlled Penghu islands, which sit
between Taiwan and the mainland.

China insists Taiwan is one of its prov-
inces, but the island has been self-ad-

ministered since it was the last holdout
of Nationalist forces in 1949 at the end
of their civil war with the Chinese Com-
munist Party.

Taiwan — which unlike China holds
democratic elections — voted in January
this year to elect Tsai Ing-wen, its first
female President and the leader of the
Beijing-skeptical Democratic Progressive
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Party, raising fears that cross-strait rela-
tions could worsen. After Tsai’s inaugur-
ation in May, the central Chinese govern-
ment appeared to censure her for not
explicitly referring to the “consensus”
reached at a 1992 meeting between the
two governments over the principle of
“one China.” [AFP]

Click the image on the right (or here) to
watch the video from Time.com

Taiwan's military
mistakenly
launched a
supersonic
anti-ship missile
in the direction .-
of China 2
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Japan recall 2010 rare earths crisis

By Greg Klein from ResourceClips.com
onlJune 9, 2016

A territorial conflict in the East China Sea
flared up again as Japan protested a Chi-
nese warship entering disputed waters.
Japan’s vice foreign minister formally
objected to the Chinese ambassador on
June 8, according to Reuters.

China’s defence ministry defended its
actions, telling the news agency, “Chi-
nese naval ships sailing through waters
our country has jurisdiction over is rea-
sonable and legal. No other country has
the right to make thoughtless remarks
about this.”

The dispute concerns islands known as
Senkaku in Japan and Diaoyu in China,
Reuters added. Coastguard vessels from
both countries enter the area regularly,
but this is the first visit by a Chinese war-
ship, the agency stated.

A September 2010 incident in the same
waters set off a supply crisis for rare
earths. Japan arrested a Chinese fishing
captain after he twice rammed his boat
against a Japanese naval vessel. China
responded by cutting off rare earths
exports to Japan, pushing REE prices as

high as 3,000%, recalls Commerce Re-
sources TSXV:CCE president Chris Grove.

With a rare earths project in northern
Quebec and a tantalum-niobium project
in British Columbia, he follows geopolit-
ical issues affecting critical supply and
demand. Grove says the recent incident
reflects a larger problem of “simmering
animosity towards the Japanese, which
is being stoked by the Chinese govern-
ment,” as well as the country’s nation-
alist aggression towards its other neigh-
bours.

“Probably all Chinese governments since
1939 have been more than willing to re-
mind their people about Japan and the
Rape of Nanking. From all my time in
China, | find it jaw-dropping how often
the government, through their media,
exhort the people of China to remember
Nanking.”

Grove considers China’s 2010 actions
“nothing short of brilliant, using a real-
ly small geopolitical incident to unilat-
erally cut off supplies of rare earth ele-
ments to Japan, and that’s the world’s
second-biggest market. Japan was com-
pletely screwed. It brings to mind the
tools China has at its disposal.”
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Around the same time as the Chinese
navy’s June 8 incursion, three Russian
naval vessels also sailed near the dis-
puted islands, “raising concern in Japan
of a co-ordinated show of force by Bei-
jing and Moscow,” Reuters stated.

One day earlier the U.S. said a Chinese
fighter jet confronted an American spy
plane at an “unsafe, excessive speed”
in international airspace over the East
China Sea, the Wall Street Journal re-
ported. It was the second encounter of
its kind in a month.

The 2010 incident inspired David S.
Abraham’s book The Elements of Power:
Gadgets, Guns, and the Struggle for a
Sustainable Future in the Rare Metal

Age.
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South China Sea: Chinese
tours of disputed waters

By BBC on July 11, 2016

A patriotic tour of the South China Sea

Disputed Paradise
Journey to the South China Sea

On Tuesday a tribunal in the Hague will
deliver an eagerly awaited legal ruling
on the South China Sea.

Five judges will rule on the status of
several contested areas, and they could
deliver a blow to China’s claim to sover-
eignty over the entire South China Sea.

The tribunal can’t decide who owns what
- but it is expected to rule on whether
any of the features are legally defined as
islands under international law.

As our correspondent Jonah Fisher in
Manila explains, that in itself has im-
plications for who has the right to the
South China Sea’s water and resources.

Read more: China to hold military drills
in South China Sea

Click the above image (or here) to watch
the BBC video on today’s ruling
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Disclaimer and Information on
Forward Looking Statements:

All statements in this report, other than
statements of historical fact should be
considered forward-looking statements.
Much of this report is comprised of state-
ments of projection. Statements in this
report that are forward looking include
that REE and metal prices are expected to
rebound; that Commerce Resources Corp.
or its partner(s) can and will start exploring
further; that exploration has or will discov-
er a mineable deposit; that the company
can rais sufficient funds for exploration or
development; that any of the mentioned
mineralization indications or estimates are
valid or economic. Such statements involve
known and unknown risks, uncertainties
and other factors that may cause actual
results or events to differ materially from
those anticipated in these forward-look-
ing statements. Risks and uncertainties
respecting mineral exploration and mining
companies are generally disclosed in the
annual financial or other filing documents
of Commerce Resources Corp. and similar
companies as filed with the relevant secur-
ities commissions, and should be reviewed
by any reader of this report. In addition,
with respect to Commerce Resources
Corp., a number of risks relate to any state-
ment of projection or forward statements,
including among other risks: the receipt of
all necessary approvals and permits; the
ability to conclude a transaction to start or
continue development; uncertainty of fu-
ture REE and metal prices, capital expendi-
tures and other costs; financings and addi-
tional capital requirements for exploration,
development, construction, and operating
of a mine; the receipt in a timely fashion
of further permitting for its legislative, pol-
itical, social or economic developments in
the jurisdictions in which Commerce Re-
sources Corp. carries on business; operat-
ing or technical difficulties in connection
with mining or development activities; the
ability to keep key employees, joint-venture
partner(s), and operations financed. There
can be no assurance that such statements
will prove to be accurate, as actual results
and future events could differ materially
from those anticipated in such statements.
Accordingly, readers should not place
undue reliance on forward-looking infor-
mation. Rockstone and the author of this
report do not undertake any obligation to
update any statements made in this report.

Disclosure of Interest and
Advisory Cautions:

Nothing in this report should be construed
as a solicitation to buy or sell any securities
mentioned. Rockstone, its owners and the
author of this report are not registered
broker-dealers or financial advisors. Before
investing in any securities, you should
consult with your financial advisor and
a registered broker-dealer. Never make
an investment based solely on what
you read in an online or printed report,
including Rockstone’s report, especially
if the investment involves a small, thinly-
traded company that isn’'t well known.
The author of this report is paid by Zimtu
Capital Corp., a TSX Venture Exchange
listed investment company. Part of the
author’s responsibilities at Zimtu is to
research and report on companies in
which Zimtu has an investment. So while
the author of this report is not paid
directly by Commerce Resources Corp.,
the author’s employer Zimtu will benefit
from appreciation of Commerce Resources
Corp.'s stock price. In addition, the author
owns shares of Commerce Resources Corp.
and would also benefit from volume and
price appreciation of its stock. In this case,
Commerce Resources Corp. has one or
more common directors with Zimtu Capital
Corp. Thus, multiple conflicts of interests
exist. The information provided herewithin
should not be construed as a financial
analysis but rather as an advertisement.
The author’s views and opinions regarding
the companies featured in reports are his
own views and are based on information
that he has researched independently and
has received, which the author assumes to
be reliable. Rockstone and the author of
this report do not guarantee the accuracy,
completeness, or usefulness of any content
of this report, nor its fitness for any
particular purpose. Lastly, the author does
not guarantee that any of the companies
mentioned will perform as expected,
and any comparisons made to other
companies may not be valid or come into
effect. Please read the entire Disclaimer
carefully. If you do not agree to all of the
Disclaimer, do not access this website or
any of its pages including this report in
form of a PDF. By using this website and/
or report, and whether or not you actually
read the Disclaimer, you are deemed to
have accepted it. Information provided is
educational and general in nature.
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Rockstone is a research house specialized
in the analysis and valuation of capital
markets and publicly listed companies. The
focus is set on exploration, development,
and production of resource deposits.
Through the publication of general
geological basic knowledge, the individual
research reports receive a background

in order for the reader to be inspired to
conduct further due diligence. All research
from our house is being made accessible
to private and institutional investors

free of charge, whereas it is always to be
construed as non-binding educational
research and is addressed solely to a
readership that is knowledgeable about
the risks, experienced with stock markets,
and acting on one’s own responsibility.
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