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Key Takeaways: 

 China announced large-scale military exercises 
surrounding Taiwan in response to the visit to 
Taiwan by U.S. House Speaker Nancy Pelosi and 
her delegation on August 2-3.   

 Despite these actions and associated warnings 
from each side, the United States and China are 
demonstrating that they want to avoid a serious 
conflict over Taiwan.   

 Nonetheless, the visit heightened the sense of 
distrust and strategic competition that now frames 
the U.S.-China relationship. Taiwan will remain an 
issue that could lead to conflicts between the two 
countries, both deliberate and accidental.   

 Pelosi’s visit will reinforce Chinese suspicions of 
U.S. intentions towards Taiwan, and China’s 
military activities will strengthen U.S. doubts that 
China’s intention is unification with Taiwan by 
“peaceful” means. 

 Looking ahead, tensions over Taiwan will intensify 
as each side moves to test the other and defend 
its red lines. Actions by either side, coupled with 
charged rhetoric, will cast uncertainty over the 
investment climate in both Taiwan and China. 

 Our assessment is that a U.S.-China military 
conflict over Taiwan is unlikely in the near future, 
but the next few years – some say the next 1,000 
days – will continue to generate uncertainty. 

 Companies should closely consider the 
geopolitical environment shaping the business 
environment, understand the risks to their 
value chains in both Taiwan and Mainland 
China (and for Chinese companies, their U.S. 
investments), and engage in scenario 
planning. 
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What is at stake? 
The Chinese position:  
Taiwan’s status has remained disputed since the end of the Chinese civil war in 1949, when the 
Communists conquered the Chinese mainland and the Nationalist KMT regime fled to Taiwan. Since 
then, the government in Beijing has remained determined to, in its view, reunite Taiwan with the Chinese 
mainland. This is the core meaning of Beijing’s “One China” principle, which has been both a cornerstone 
of Sino-U.S. relations and a fundamental bedrock of Chinese policy making and diplomacy. China only 
establishes diplomatic relations with countries that recognize the government in Beijing as the sole 
legitimate government of all China, and that do not contest its position that Taiwan is part of China. Over 
time, nearly all countries have accepted these preconditions, even if they have maintained vibrant 
economic ties with Taiwan. China insists that the United States had acknowledged the “One China” 
principle when it switched diplomatic relations from Taipei to Beijing in 1979, a position that Chinese 
officials and state media reinforce at every opportunity during any discussions around Taiwan. They 
maintain that the three Joint Communiques between China and the United States, signed between 1973 
and 1982, form the bedrock of bilateral relations.   

The U.S. position: 
By contrast, the United States has its own “One China” policy, which does not contradict China’s "One 
China” principle yet is distinct from it. While the United States counts the three Joint Communiques as a 
key component of its One China policy, it emphasizes that the policy is also guided by the 1979 Taiwan 
Relations Act and President Reagan’s Six Assurances to Taiwan in 1982. The Taiwan Relations Act 
commits the United States to providing Taiwan with the weapons needed to defend itself from military 
aggression, while the Six Assurances state that the United States will not force Taiwan to engage China 
against its will. As a consequence, U.S. government arms sales to Taiwan totaled around US$ 48 billion 
in the period 1980-2021, according to analyses by the Arms Control Association and Bloomberg of U.S. 
government data. 

Cross-Strait Relations: 
Beijing and Taipei have developed a complex web of engagement that has ebbed and flowed in recent 
years. Beijing considers the 1992 Consensus – referring to a Singapore meeting in 1992 between 
representatives of the PRC and Taiwan – to be the foundation for relations between the Chinese 
Mainland and Taiwan. For the Chinese Mainland, the officials reached a consensus that “both sides of the 
Taiwan Strait belong to one China and will work together toward national reunification.” By contrast, the 
1992 Consensus is intensely debated in Taiwan. Current President Tsai Ing-wen has publicly stated that 
she rejects “Beijing’s interpretation” of the 1992 Consensus. The opposition KMT, while embracing the 
concept, nonetheless argues that the two sides only agreed to the idea of one China but disagreed over 
which government – Beijing or Taipei – should be its sole legitimate government. The PRC has 
propagated a “one country two systems” form of government for Taiwan under Chinese rule, yet the 
mainstream political parties in Taiwan have long rejected the concept.     

The Status Quo: 
Beijing has repeatedly stated that it aims to reunite the Chinese Mainland and Taiwan by peaceful means, 
while resisting calls to forsake military action to achieve its goals. In recent decades, Beijing has 
developed economic ties with Taiwan while at the same time investing heavily in a military modernization 
that many Western analysts believe is targeted toward Taiwan. Washington has remained ambiguous 
about the final status of Taiwan and instead stated that it opposes any effort to change the status quo 

https://www.armscontrol.org/factsheets/taiwanarms
https://www.bloomberg.com/news/articles/2021-08-04/first-arms-sale-to-taiwan-by-biden-administration-is-approved?sref=GhXb8Oa9
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unilaterally. In practice, this has meant strengthening Taiwan’s self-defense capacity while at the same 
time reiterating that it does not support formal Taiwan independence from China.  

Beijing and Washington have managed their differing approaches to Taiwan to the point where China is 
now the largest trading partner for both Taiwan and the United States. Nonetheless, their disagreements 
over Taiwan fuel the mistrust between them and have repeatedly led to sharp increases in tensions, both 
rhetorically and in terms of military actions over the years. To date, the two sides have contained these 
tensions to ensure that they did not devolve into military conflict or confrontation.     

The perspective from Beijing:  
Beijing pays close attention to any perceived deviation from its interpretations by Taipei, Washington or 
any other third parties, including multinational companies. The Chinese can be quick to call out any 
missteps with harsh rhetoric and retaliate with punishing measures that could lead to severe reputational 
and economic costs for companies and institutions. In the past few years, the Chinese have paid more 
attention to U.S. support for Taiwan in the economic, political and military spheres. Voices in state media 
coverage, opinion pieces from serving or retired Chinese officials and discussions with analysts over the 
past three years underscore that Beijing believes that the U.S. has been testing its red lines on the 
Taiwan issue in what it considers to be a violation of U.S. commitments under the three Joint 
Communiques. Specifically, Beijing is suspicious that the Biden administration as well as lawmakers from 
both the Democratic and Republican parties are moving away from the previous U.S. position of “strategic 
ambiguity” on Taiwan to more overt military support, simply to provoke the Chinese Mainland and win 
political capital at home. 

These developments have contributed to a significant deterioration in China’s view of U.S. strategic 
intentions towards Taiwan, and Pelosi’s trip is feeding into this view. Beijing likely understands the 
differing roles of Congress and the White House under the U.S. political system, yet its growing distrust of 
Washington’s general intentions has made it dismiss U.S. claims that Pelosi is acting on her own.   

Another factor feeding such suspicion is that President Biden and Pelosi have had a close working 
relationship for over 30 years. Moreover, according to some observers, recent visits to Taiwan by Trump-
era officials, including former Secretary of State Mike Pompeo and Secretary of Defense Esper, have 
raised alarms in Beijing over the intent of a future Republican administration regarding Taiwan.  

Beijing also views Pelosi’s trip as particularly provocative on account of her past track record with China. 
Her advocacy for human rights and critical view of China has made her a “China hawk” in the eyes of the 
Chinese. Her act of unveiling a remembrance banner in Tiananmen Square during her congressional visit 
in 1992 has not been forgotten by Beijing. China’s foreign affairs experts argue that her visit is not clearly 
aligned with any wider U.S. strategy on China and is therefore unnecessarily provocative. 

The timing of Pelosi’s visit is also “inconvenient” for Xi and the CCP. The 20th Party Congress is planned 
to take place around the end of October, when a new senior party leadership will be revealed and Xi is 
widely anticipated to be appointed for an unprecedented third term. Although Xi’s re-appointment is 
expected, any perceived mismanagement of an issue as central as Taiwan could complicate his efforts to 
achieve his goals in the opaque political maneuvering that is assumed to take place in the run-up to the 
congress. 

Beijing also must factor in public opinion when calibrating its response. In the buildup to this visit, online 
public opinion has been more aggressive and explicit than the official party lines. Among the extreme 

https://www.wsj.com/articles/biden-chinas-xi-talk-as-a-pelosi-trip-to-taiwan-threatens-to-inject-new-tensions-11659013042
https://foreignpolicy.com/2022/07/26/nancy-pelosi-taiwan-china-relations/
https://foreignpolicy.com/2022/07/26/nancy-pelosi-taiwan-china-relations/
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fringes of nationalistic netizens, many believe that such a provocation justifies military action in Taiwan. 
Social media discussions exploded overnight after Pelosi landed in Taipei, with many netizens ridiculing 
China’s perceived meek response and loss of face in front of the global community. The authorities have 
sought to calm the outcry by telling the public that they are playing a long game. Although China is not a 
liberal democracy, its government does listen to public opinion and sometimes even responds to it by 
making policy changes. Given China’s long-term non-negotiable stance on its “sovereignty and territorial 
integration,” the leadership must be mindful of being perceived by the public as being soft or not following 
through on its aggressive warnings to the U.S. over Taiwan. 

Chinese responses and the implications  
Given the considerations outlined above, Beijing cannot afford to do nothing. It has been adjusting its 
responses in recent days alongside developments around Pelosi’s visit. We review the key responses so 
far with our take on what they mean and what to look out for in terms of possible escalation. 

Diplomatic dressing down 
Late on Tuesday night, China's foreign ministry summoned the U.S. ambassador to Beijing, Nicholas 
Burns, to protest Pelosi's trip. State media reported that, during the meeting, Chinese vice-foreign 
minister Xie Feng said the nature of Pelosi's visit was "vicious" and warned of grave consequences. Xie 
appears to have repeated the main foreign ministry talking points from this week and avoided specifying 
what the consequences could look like. 

Route to escalation: China could recall its ambassador to Washington, Qin Gang. China recalled its then-
ambassador to the U.S. in 1995 to protest a stopover visit in the U.S. by Taiwan’s then-President Lee 
Teng-hui. Last year China pulled its ambassador to Lithuania after the Baltic nation allowed Taiwan to 
open an office in its capital under its own name, rather than the commonly used “Chinese Taipei”. 

Economic sanctions 
On Monday night, the Chinese Mainland’s customs authority announced bans on citrus and seafood 
items, and more than 100 Taiwanese food brands, including tea and honey producers. Beijing usually 
bans specific imports to put pressure on countries in times of diplomatic tension, although it is typically 
mindful not to target strategically important resources that could hurt its economy or deprive citizens of 
key goods. Taiwanese media have highlighted that food and beverage exports to the Chinese Mainland 
have already fallen since the outbreak of Covid-19, therefore the economic impact on Taiwan is likely to 
be more muted.  

Route to escalation: Expand sanctions to more Taiwanese industries or continue to hold military drills 
which could disrupt global supply chains that traverse the Taiwan Strait. 

Scaled up military drills 

On Tuesday night, the PLA said it intends to hold large-scale military drills around the island of Taiwan 
from Thursday to Sunday, which include a long-range live fire drill in the Taiwan Straits and a live fire 
conventional missile drill to the east of the island. These drills have been referred to as a “blockade” by 
some international media. Western military analysts noted that if the drills go ahead as planned and to the 
scale announced, they could constitute the biggest Chinese military maneuvers around Taiwan in 
decades. Yet analysts are mostly reading these moves as symbolic – they note that they will take place 
after Pelosi has flown out of the area and are designed to give the public back home something to watch. 
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Chinese netizens have indeed ridiculed the planned military drills as “a belated gesture to send off 
Pelosi”.  

Route to escalation: Possible measures could include an increase in daily incursions into Taiwan’s air 
defense identification zone for several weeks, stretching Taiwan’s air force further; flying a warplane 
directly over the island to draw a military response from Taiwan; and seizing one of Taiwan’s smaller, 
contested islands. 

Despite China's response to date, we expect that both sides would prefer to seek de-escalation – a point 
that was commonly observed in international media coverage of the Biden-Xi call last week. Some 
regional state media in China have also taken to explaining that the U.S. position on Pelosi’s visit is not 
united, and even note that the Biden administration tried to dissuade her from going. They also 
emphasized that Biden reiterated that Washington has not changed its “One China” policy and that it 
does not support "Taiwan independence," while Xi underscored the need for China and the U.S. to 
maintain communication on important issues. Some media reports also note that the groundwork is being 
laid for a potential face-to-face meeting between the two leaders, which indicates that both sides still seek 
to find some common ground and manage their differences.  In the meantime, careful observers will have 
their eye on Phnom Penh, Cambodia, where Secretary of State Antony Blinken and State Councilor 
Wang Yi are expected to attend ASEAN-related meetings in the coming days. There had been no earlier 
plans for the two to meet, and it is unclear how the Pelosi visit will influence each side’s interest in or 
willingness to do so.  

The Chinese government faces other challenges as it responds to the Pelosi visit. With the party 
congress looming, China will prefer to manage cross-strait relations in a stable manner and also show 
that Xi is able to effectively manage U.S.-China relations. While public opinion calls for an assertive 
response to the “provocation” of Pelosi’s visit, Xi will want to demonstrate that he can avoid the instability 
that would be detrimental to China’s other near to medium term objectives. Since 2017, Xi has stressed in 
several major speeches that peaceful cross-strait relations are the current priority, and he told Biden in 
their call last October that China seeks peaceful unification with Taiwan. Even as China has increased 
military operations near Taiwan in recent years, and despite regular saber-ratting in the state media, there 
is widespread perception among analysts that China currently does not have the political will to attempt to 
forcefully take over Taiwan, as long as its red lines are not explicitly challenged.   

China’s slowing economy and the costs of maintaining its zero Covid-19 approach are also shaping the 
leadership’s priorities as the party congress looms. Any tensions over Taiwan can harm China’s 
economy, yet the promise of prosperity for all Chinese is essential to the Communist Party´s legitimacy 
and Xi´s ambitions to extend his reign. With mixed economic indicators in May and June due to COVID 
lockdowns, rising youth unemployment and a depressed business sentiment, how much the economy can 
rebound in the second half of 2022 is not clear. State media have recently walked back expectations that 
China can meet its growth target for this year. At the same time, Premier Li Keqiang has emphasized 
repeatedly to the international business community that China welcomes foreign business and investment 
and will further open up in the coming year, while Chinese media are regularly publishing articles on the 
attractiveness and continued opportunities of the Chinese market for foreign business. Any serious 
escalation of cross-Strait tensions would, however, threaten foreign investment and economic stability. 

 

https://baijiahao.baidu.com/s?id=1739648606151472879&wfr=spider&for=pc
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Forecast and implications for companies 
Pelosi’s visit reinforces Chinese suspicions of U.S. intentions towards Taiwan, and China’s military 
response may have strengthened U.S. doubts of China’s stated intention of achieving its goal of 
unification with Taiwan by peaceful means. The visit further deepens the distrust and heightens the 
strategic competition that now frames the U.S.-China relationship.  

The United States Congress will continue to push forward with legislative proposals to deepen the 
relationship between the U.S. and Taiwan. In September, the Senate Foreign Relations Committee is 
expected to consider the Taiwan Policy Act of 2022, the current version of which would: provide an 
additional $6.5 billion in arms to Taipei; seek to designate Taiwan as a U.S. “major non-NATO ally”; 
rename the unofficial diplomatic representation of Taiwan in Washington to the “Taiwan Representative 
Office”; call for imposing additional sanctions against senior Chinese officials for any escalations against 
Taiwan; and other changes to the Taiwan Relations Act. 

Taiwan will remain the issue most likely to lead to conflict between the U.S. and China in the coming 
years.  Nonetheless, we predict that a true military conflict over Taiwan is unlikely for the foreseeable 
future. Washington and Beijing are well aware of the high stakes at play and may recognize a certain 
mutual interest in cooling the temperature, as Biden and Xi appeared to demonstrate in their most recent 
call. The Biden Administration has been explicit in its desire to establish “guardrails” around the 
relationship, and its messaging about the wisdom of Pelosi’s visit in the current environment was no 
doubt a signal to Beijing that it did not intend to test Beijing’s red lines.  

However, given that countering China has become a single unifying factor in the highly divided U.S. 
political sphere, China’s faith in any substantial improvement in the bilateral relations has diminished in 
recent years, as has its belief that it can achieve a political solution to its goals on Taiwan. Beijing will 
continue to seek ways to achieve unification with Taiwan peacefully, but it will also continue to invest in 
the military capabilities to take the island by force.  

Beijing’s military response to the visit so far appears to have been calibrated to avoid the risk of direct 
contact with U.S. or Taiwan forces, and its condemnations of the visit have been coupled with calls on 
Washington to avoid viewing the U.S.-China relationship in competitive terms.      

Even as both sides seek to avoid conflict, the growing differences over Taiwan will continue to resurface. 
Uncertainty and tensions will remain. Actions and rhetoric by each side to defend their red lines and call 
out the behavior of the other, coupled with speculation and commentary in the global media, will increase 
uncertainty over Taiwan’s future, and influence the investment climate in both Taiwan and the Chinese 
Mainland. 

In the most likely scenario, the investment climate for foreign companies will remain officially unchanged 
but less positive and welcoming in the immediate future. Still, the cost of getting it wrong will be 
exceptionally high. Given the size and importance of the cross-Strait economic region for global markets, 
especially in semiconductors and other hi-tech fields, companies need to understand how shifts in the 
geopolitical landscape can shape the island’s future and their interests in both Taiwan and the Chinese 
Mainland.   
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