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Investment Research — General Market Conditions   

    
 In Research China: The risk of a Taiwan war and what it implies - part 1, 11 August, 

we looked at the risk of a Taiwan war. In this follow-up we consider the 

implications, both of a possible war and of the rising tensions. 

 Apart from being a human tragedy with significant loss of lives, we believe a war 

on Taiwan would trigger a deep global recession through the effects from 

sanctions, huge disruption to supply chains as well as from a sharp rise in 

uncertainty due to the risk of a war developing into WWIII.  

 While we do not expect a war in the short term, the heightened tensions itself and 

risk of a war on a 5-10 year horizon, will also have implications. Companies will  

increasingly consider how many eggs they have in the China basket and de-

globalisation and decoupling trends will see an extra push. On the geopolitical 

front we move faster towards what could resemble a new Cold War between the 

West and China/Russia, albeit a different Cold War than the first, as the world 

will stay more connected economically and the rest of the world is reluctant to 

choose sides. This leads to a multipolar and more fragmented world. 

A Taiwan war would have significant impact on global economy 

A war on Taiwan would first and foremost be a human tragedy that would lead to a 

significant loss of lives. It would likely also cause economic hardship around the world, as 

we believe it would trigger a deep economic recession through the following channels: 

1. Sanctions. China would likely face extensive sanctions from the West and could 

retaliate by for example restricting exports of ‘rare earth minerals’. The minerals are 

needed in many electronic and defence products and China is exporting the majority 

of these minerals today. A sharp decline in the Chinese economy would also lead to a 

feedback to the rest of world, with China being the second largest economy in the 

world in nominal terms and the largest in PPP terms. On top of this, Western 

companies have a lot more investments in China than was the case in Russia. Exactly 

because the Western world has much more vested interests in China, we do not expect 

the same extensive sanctions on China as has been the case with Russia. Even so, the 

effects would probably be significant. 

2. Supply chains. Taiwan today exports around 2/3 of global microchips, which are used 

in all electronic products. The supply of these would likely be hugely disrupted in case 

of a war similar to what we have seen with exports out of Ukraine since the Russian 

invasion. Shipping would be impaired as ports and airports become military targets 

and with the Taiwan Strait being a key shipping route. Around half of the world’s 

container fleet passed through the strait this year and while alternative routes can be 

used, it will extend time and costs. Being the factory of the world, sanctions on Chinese 

goods could also create challenges to find alternative suppliers. 
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3. Uncertainty. A war on Taiwan that potentially becomes a direct war between the US 

and China would cause significant uncertainty. Fears would rise over a possible 

WWIII and risks of it spiralling into a nuclear war would curtail spending by 

companies as well as consumers. 

The bottom line is that both the Chinese as well as the global economy would likely move 

into a deep recession in case of a Taiwan war. The Taiwanese economy would clearly 

also be affected very negatively. It is a very open economy with exports at 57% of GDP 

and semiconductors constituting 40% of all exports. The company TSMC is by far the 

biggest semiconductor producer selling 53% of microchips in the world.  

Implications of persistently higher tensions 

Effect on companies: Fewer eggs in the China basket? 

The Ukraine war was a bit of a wake-up call for how geopolitical developments can affect 

companies’ investments. The development leaves the obvious question of how to think 

about investing in China, since a possible future war could also have a severe impact on 

activities in China. We believe it is wise for companies to increasingly think about how 

many eggs to put in the China basket. While we do not see a war coming soon, direct 

investments have a long time horizon and could face big write-downs in case of a war in, 

say 5-10 years.  

Generally companies make foreign investments in China for two purposes. One is to 

use China as a sourcing place for production sold outside of China. Another is setting up 

production for selling to the Chinese market. When it comes to sourcing, we have for some 

time seen a rising trend of a so-called China+1 strategy, still using China as the main place 

of production, but adding one or more countries for sourcing. The US-China trade war, the 

freight rate shock in 2020-21, rising tensions between China and the West and recently the 

covid lockdowns during spring have added to this pressure of diversifying supply chains. 

A good example is Apple increasing supply deliveries from Vietnam and India.  

With the risk of a Taiwan war now moving from a low-probability outcome to 

something that one needs to consider with a reasonable risk, the diversification effort 

has gotten a further push. It will take time, though, as for many industries it is not easy 

to find alternatives that can match China’s capacity for scale, skill set and infrastructure. 

When it comes to investing in China for selling in the Chinese market, investments 

have continued to increase in recent years. For many companies the market is too 

attractive to let the challenges stop further investments. No country can match the scope 

for a similar rise in the middle class, which is set to raise demand for Western consumer 

brands for decades to come. Markets like technology, manufacturing, green tech,  and 

health care also offer big opportunities. If you want to be able to sell more as a compnay, 

you need more capacity, which requires investments. Many companies also already have a 

lot of vested interests in China. General Motors for example, sell more cars in China than 

in the US. Volkswagen sell 50% of their cars in the Chinese market and twice as many as 

in Europe.   

In a survey conducted in February by the EU Chamber of Commerce in China, 62% of the 

respondents said they were planning an expansion in China, the highest number on record 

and up from 47% six years ago. A more recent survey of French companies conducted in 

April (hence after the outbreak of the Ukraine war and covid lockdowns) showed 68% of 

companies planning to extend investments or expand current production sites. The chart to 

the right shows how investment into China has continued to rise in recent years. According 

to Rhodium Group, EU investments into China increased 15% in the first half of 2022. 

No sign of foreign investment into 

China slowing yet 

 

Source: Macrobond Financial, UNCTAD 
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China 
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Even so, the mentioned EU Chamber survey also showed that 33% of respondents viewed 

the market as having become “less attractive as a future investment destination due to 

geopolitical tensions garnering more attention in boardrooms”. The survey was 

conducted prior to the invasion of the Ukraine war and the heightened Taiwan tensions, so 

the number has likely increased since then. According to FT many multinationals are 

already drawing up contingency plans in the event of a US-China conflict. On top of the 

Taiwan tensions, companies have also felt a lot more challenges in the Chinese market this 

year, with the lockdown in Shanghai, no end in sight to the zero-covid policy and a sharp 

downturn in Chinese growth giving a hit to profits. It seems likely, that company 

headquarters will become more hesitant to approve new investment proposals from Chinese 

subsidiaries.  

One strategy for companies to consider, is investing more through joint ventures with 

Chinese companies, as it provides more flexibility to pull out or reduce exposure if needed, 

compared to wholly-owned investments.  

Effect on China: Fewer FDI, more export restrictions and continued self-

reliance push 

One effect on the Chinese economy will likely be fewer foreign direct investments 

(FDI). However, FDI are not a huge part of China’s total investments and as such it should 

not have a major direct effect on growth. In 2021 total FDI was USD173bn corresponding 

to 1% of China’s GDP. Also as just shown, surveys do not suggest that foreign companies 

are moving out of China on a big scale at this point.  

However, China could face an even faster pace of new US export restrictions on key 

technologies. As late as on Monday 15 August, new export controls on technologies for 

the production of advanced chips and gas turbine engines to Chinese microchip producers 

took effect. The motivation was national security. In the future, the US could also have 

more success in convincing the EU to impose export controls, as the EU’s stance on China 

is hardening fast these years. Less access to technology is a headwind to Chinese growth. 

On the other hand, it is strengthening China’s drive for self-sufficiency and underlines 

the huge sums China is pouring into development of technology these years. While in the 

short term export restrictions are slowing China down, they could ultimately strengthen 

China, if they succeed in catching up or leapfrogging into new technologies, like quantum 

computing. This could eventually lead to a big loss of market share for Western tech 

companies. 

As is the trend in the West, sourcing from ‘friends’ where possible is becoming more 

important for China too. China will work even harder on being less reliant on the USD 

system and strengthen its own payment systems and its digital currency. The goal has been 

underway for some time, but the recent tensions around Taiwan – and not least the sanctions 

on Russia – has underlined that China sees no choice, but to give strong priority to the self-

reliance agenda. China may also find it easier for other emerging or developing countries 

to switch to CNY payments as many of them have become anxious over the US 

weaponizing SWIFT, fearing that it might hit themselves one day. 

Effect on the global economy: Faster de-globalisation and higher prices 

As suggested above the world is moving towards de-globalisation and some degree of 

decoupling. The heightened tensions around Taiwan will strengthen this drive. 

Companies will work more to diversify production away from China where possible. Both 

closer to home but also to other emerging markets. Western governments will encourage 

this trend and in some cases offer subsidies for bringing back production.  

China’s middle class rising – with a lot 

more potential over next decade 

 
Source: Macrobond Financial, Danske Bank 
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On key technologies, regulation will increasingly require Western components to be used 

in products sold in Western markets for security reasons. And a similar trend will be seen 

in China demanding Chinese inputs for goods sold on the Chinese market. It means 

companies will eventually need to work with two separate supply chains if they sell in 

both markets. Similarly, just like China works on reducing reliance on Western products, 

governments in the West will push for less reliance on the Chinese market. Especially in 

key areas that are deemed sensitive, such as technology (not least microchips) and medical 

resources. But also when it comes to key minerals, such as ‘rare earths’.  

A gradual decoupling and rising localization of production will obviously be less 

efficient and in a sense is a negative supply shock for Western (and Chinese) economies. 

That said, it is a shock that happens gradually, as such a shift will take time. The end result 

is, though, that with lower productivity growth, real wage growth in Western countries will 

have to be lower to reflect the lower efficiency. It can happen either by lower nominal wage 

growth or higher inflation. Since central banks have a 2% inflation target, it means they 

will have to keep monetary policy tight enough as to keep wage growth adequately low. 

Since it will happen in an environment with rising demand for labour due to the relocation 

needs, it suggests that interest rates will be higher. A need for more real investments to 

relocate production also points to higher demand for capital and thus higher bond yields.  

A mitigating factor on the loss of productivity could come from the increased investments 

into technology as part of the tech race between China and the West. That could in the long 

run lead to innovations having a positive effect on productivity. Many technological 

innovations (internet, cloud technology, microchips etc.) accelerated during the Cold War 

helped by strong government support and defence research. 

Effect on financial markets: Limited effect 

While a war itself would give a big hit to risk assets, we do not expect the heightened 

tensions to have much impact. This was also visible during the recent round of tensions 

around the Pelosi visit to Taiwan, which had limited impact on markets and mainly in Asia. 

The reason is that higher tensions are unlikely to have much impact on spending by 

consumers or businesses in the near term. Financial assets tend to be driven by fluctuations 

in the business cycle and this is not impacted by higher tensions. If we see bouts of elevated 

tensions that raises the risk of war, markets may react temporarily until tensions ease again. 

In bond markets, the trend of rising de-globalisation may lead to tighter monetary 

policy, all else equal, to keep inflation at 2%. This would point to higher bond yields than 

in a scenario without de-globalisation. 

Effect on geopolitical trends: The West, China and the rest 

The heightened Taiwan tensions are also adding a further push to the Cold War 

sentiment developing between the West and China. Taiwan is a key piece in the 

‘democracy vs. autocracy’ battle the West is orienting itself towards in foreign and security 

policy. In some aspects, it will resemble a new Cold War with the West on one side and 

China,Russia and some other autocracies on the other side. However, it will differ a lot 

from the first Cold War, as the world is much more entangled and there will continue to be 

trade between the two ‘blocks’ – despite attempts to decouple to some degree.  

Another difference is that while during the Cold War most countries were either on one 

side or the other, forming two blocks centred around ideology – communism or not 

communism. This time it is not about ideology as such, but to a wider extent centred around 

values and ‘the democracy vs autocracy’ agenda. A large part of the world, the Global 

South, is not willing to choose sides in this. It was clear when looking at how few 
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countries outside the West put sanctions on Russia. Even India, normally a Western ally, 

refrained from doing so. Many of the countries of the Global South are also not well 

functioning democracies and to some extent share Chinese dissatisfaction about ‘US 

meddling’. An example of how the “democracy vs. autocracy” is not necessarily working 

well with the Global South was the boycotts by several Latin American leaders (one of 

them Mexico’s President) at the Summit of the Americas, because Biden had not invited 

Cuba, Nicaragua and Venezuela because of their autocracy. Biden’s strategy in Africa of 

pushing for democracy is also meeting challenges. When Biden visited South Africa earlier 

this month, the country’s foreign minister said “if your tactic is to approach African 

countries and say, ‘Listen, you must be democratic and use our model, it works,’ I think 

it’s bound to lead to some failure,”. Also, for most of the Global South the economic 

benefits of trading with China are too big to ignore. This is not least the case for many 

countries in Asia. 

The bottom line is that, the world is moving beyond two ‘blocks’ into a more multipolar 

world. But no doubt the recent Taiwan tensions and the Ukraine war has worked to 

galvanize the Western alliance with China (and Russia) increasingly being on the other 

side. It points to more confrontations between the West and China in a wide range of areas, 

such as trade, technology and relations with Taiwan. 

 

https://edition.cnn.com/2022/06/07/politics/summit-of-the-americas-joe-biden/index.html


 

6 |     19 August 2022 https://research.danskebank.com 
 

 

Research China  

 
 
 
Disclosures 
This research report has been prepared by Danske Bank A/S (‘Danske Bank’). The authors of this research report 

is Allan von Mehren, Chief Analyst. 

Analyst certification 

Each research analyst responsible for the content of this research report certifies that the views expressed in the 

research report accurately reflect the research analyst’s personal view about the financial instruments and issuers 

covered by the research report. Each responsible research analyst further certifies that no part of the compensation 

of the research analyst was, is or will be, directly or indirectly, related to the specific recommendations expressed 

in the research report. 

Regulation 

Authorised and regulated by the Danish Financial Services Authority (Finanstilsynet). Deemed authorised by the 

Prudential Regulation Authority. Subject to regulation by the Financial Conduct Authority and limited regulation 

by the Prudential Regulation Authority. Details of the Temporary Permissions Regime, which allows EEA-based 

firms to operate in the UK for a limited period while seeking full authorisation, are available on the Financial 

Conduct Authority’s website. 

Danske Bank’s research reports are prepared in accordance with the recommendations of the Danish Securities 

Dealers Association. 

Conflicts of interest 

Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of high-quality 

research based on research objectivity and independence. These procedures are documented in Danske Bank’s 

research policies. Employees within Danske Bank’s Research Departments have been instructed that any request 

that might impair the objectivity and independence of research shall be referred to Research Management and the 

Compliance Department. Danske Bank’s Research Departments are organised independently from, and do not 

report to, other business areas within Danske Bank. 

Research analysts are remunerated in part based on the overall profitability of Danske Bank, which includes 

investment banking revenues, but do not receive bonuses or other remuneration linked to specific corporate finance 

or debt capital transactions. 

Financial models and/or methodology used in this research report 

Calculations and presentations in this research report are based on standard econometric tools and methodology as 

well as publicly available statistics for each individual security, issuer and/or country. Documentation can be 

obtained from the authors on request. 

Risk warning 

Major risks connected with recommendations or opinions in this research report, including as sensitivity analysis 

of relevant assumptions, are stated throughout the text. 

Date of first publication 

See the front page of this research report for the date of first publication. 

General disclaimer 
This research has been prepared by Danske Bank A/S. It is provided for informational purposes only and should 

not be considered investment, legal or tax advice. It does not constitute or form part of, and shall under no 

circumstances be considered as, an offer to sell or a solicitation of an offer to purchase or sell any relevant financial 

instruments (i.e. financial instruments mentioned herein or other financial instruments of any issuer mentioned 

herein and/or options, warrants, rights or other interests with respect to any such financial instruments) (‘Relevant 

Financial Instruments’). 

This research report has been prepared independently and solely on the basis of publicly available information that 

Danske Bank A/S considers to be reliable but Danske Bank A/S has not independently verified the contents hereof. 

While reasonable care has been taken to ensure that its contents are not untrue or misleading, no representation or 

warranty, express or implied, is made as to, and no reliance should be placed on, the fairness, accuracy, 

completeness or reasonableness of the information, opinions and projections contained in this research report and 

Danske Bank A/S, its affiliates and subsidiaries accept no liability whatsoever for any direct or consequential loss, 

including without limitation any loss of profits, arising from reliance on this research report. 

The opinions expressed herein are the opinions of the research analysts and reflect their opinion as of the date 

hereof. These opinions are subject to change and Danske Bank A/S does not undertake to notify any recipient of 

this research report of any such change nor of any other changes related to the information provided in this research 

report. 

This research report is not intended for, and may not be redistributed to, retail customers in the United Kingdom 

(see separate disclaimer below) and retail customers in the European Economic Area as defined by Directive 

2014/65/EU. 



 

7 |     19 August 2022 https://research.danskebank.com 
 

 

Research China  

This research report is protected by copyright and is intended solely for the designated addressee. It may not be 

reproduced or distributed, in whole or in part, by any recipient for any purpose without Danske Bank A/S’s prior 

written consent. 

Disclaimer related to distribution in the United States 
This research report was created by Danske Bank A/S and is distributed in the United States by Danske Markets 

Inc., a U.S. registered broker-dealer and subsidiary of Danske Bank A/S, pursuant to SEC Rule 15a-6 and related 

interpretations issued by the U.S. Securities and Exchange Commission. The research report is intended for 

distribution in the United States solely to ‘U.S. institutional investors’ as defined in SEC Rule 15a-6. Danske 

Markets Inc. accepts responsibility for this research report in connection with distribution in the United States solely 

to ‘U.S. institutional investors’. 

Danske Bank A/S is not subject to U.S. rules with regard to the preparation of research reports and the independence 

of research analysts. In addition, the research analysts of Danske Bank A/S who have prepared this research report 

are not registered or qualified as research analysts with the New York Stock Exchange or Financial Industry 

Regulatory Authority but satisfy the applicable requirements of a non-U.S. jurisdiction. 

Any U.S. investor recipient of this research report who wishes to purchase or sell any Relevant Financial Instrument 

may do so only by contacting Danske Markets Inc. directly and should be aware that investing in non-U.S. financial 

instruments may entail certain risks. Financial instruments of non-U.S. issuers may not be registered with the U.S. 

Securities and Exchange Commission and may not be subject to the reporting and auditing standards of the U.S. 

Securities and Exchange Commission. 

Disclaimer related to distribution in the United Kingdom 
In the United Kingdom, this document is for distribution only to (I) persons who have professional experience in 

matters relating to investments falling within article 19(5) of the Financial Services and Markets Act 2000 

(Financial Promotion) Order 2005 (the ‘Order’); (II) high net worth entities falling within article 49(2)(a) to (d) of 

the Order; or (III) persons who are an elective professional client or a per se professional client under Chapter 3 of 

the FCA Conduct of Business Sourcebook (all such persons together being referred to as ‘Relevant Persons’). In 

the United Kingdom, this document is directed only at Relevant Persons, and other persons should not act or rely 

on this document or any of its contents. 

Disclaimer related to distribution in the European Economic Area 
This document is being distributed to and is directed only at persons in member states of the European Economic 

Area (‘EEA’) who are ‘Qualified Investors’ within the meaning of Article 2(e) of the Prospectus Regulation 

(Regulation (EU) 2017/1129) (‘Qualified Investors’). Any person in the EEA who receives this document will be 

deemed to have represented and agreed that it is a Qualified Investor. Any such recipient will also be deemed to 

have represented and agreed that it has not received this document on behalf of persons in the EEA other than 

Qualified Investors or persons in the UK and member states (where equivalent legislation exists) for whom the 

investor has authority to make decisions on a wholly discretionary basis. Danske Bank A/S will rely on the truth 

and accuracy of the foregoing representations and agreements. Any person in the EEA who is not a Qualified 

Investor should not act or rely on this document or any of its contents. 

Report completed: 19 August 2022, 12:36 CET 

Report first disseminated: 19 August 2022, 13.35 CET 

 
 


