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THE VALUE OF INDEPENDENCE

China vs. United States: Coopetition, Co-Dependence, and the Medium-Term Thucydides Trap

The global relationship that matters most for markets, capital allocation, and long-term geopolitical stability is the one
between the United States and China. Last week’s summit diplomacy in Beijing suggests that both sides are trying, at least
for now, to stabilize the relationship rather than accelerate confrontation. That matters because the downside scenario is
not a routine recession or even a typical geopolitical shock; it is a military conflict between the two largest powers in the
world, a development that would likely trigger a near-immediate global depression through trade collapse, financial
dislocation, supply chain rupture, and a severe shock to confidence.

Strategists often describe this kind of great power rivalry using the concept of the Thucydides Trap: when a rising power
threatens to displace an established one, the resulting fear, mistrust, and miscalculation can pull both toward conflict over
time, even if neither side initially seeks war. The term comes from Thucydides, the ancient Greek historian of the
Peloponnesian War, who argued that Sparta’s fear of a rising Athens made war more likely. In today’s context, China is
the rising power, the United States the incumbent, and Taiwan the most likely fault line where that structural tension
could eventually break into the open.

The right framework is therefore not simply competition, and not even merely coopetition. It is coopetition layered on
top of deep co-dependence: two powers that are strategic rivals, but that remain sufficiently entangled in trade, finance,
technology, manufacturing, and global market psychology that each still has the capacity to damage the other while also
damaging itself. That mutual exposure is one reason the short-term risk of war remains lower than the long-term rhetoric
would imply.

The core point is therefore twofold. First, the number one global risk remains a potential war between China and the
United States, with Taiwan the most plausible trigger. Second, while conditions remain fragile, current evidence argues
that this is not the base case for the short term. The more sober assessment is that this is a medium-term risk: not
imminent, but persistent, structural, and in all likelihood a question of time rather than a question of if.

Coopetition and Co-Dependence

The present moment is best described as coopetition under conditions of co-dependence. Washington and Beijing remain
strategic rivals, yet they are also too economically entangled, too financially interconnected, and too globally
consequential to behave as if outright rupture were costless. That tension was visible in the May 2026 Trump-Xi summit,
where both governments publicly emphasized stability and constructive engagement even as Taiwan, technology, and
military risk remained unresolved.

Chinese official messaging framed the meeting around a “constructive” relationship of “strategic stability,” while outside
analysis described the outcome as a delicate détente with low expectations and few concrete breakthroughs. The practical
meaning is important. Neither side appears ready to concede its core interests, but both still see value in buying time,
managing temperature, and preventing a slide from competition into open conflict. The reason is not goodwill alone. It is
that the two systems, while steadily de-risking from one another, still rely on each other in critical ways: China still depends
on access to advanced technology, external demand, and the wider dollar-centered financial architecture, while the
United States still depends on Chinese-linked manufacturing ecosystems, critical minerals, and the deflationary force of
globally integrated supply chains.
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This is not peace in the traditional sense. It is a managed rivalry in which cooperation continues where mutual benefit is
obvious, including selected trade flows and broad macro stability, while competition intensifies in advanced technology,
military posture, industrial policy, and regional influence. In market terms, investors should think less in binaries and more
in regimes: periods of tactical thaw can coexist with a strategic trajectory that still points toward harder confrontation
over time, precisely because co-dependence delays rupture without eliminating the underlying conflict.
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Why the Taiwan Issue Dominates

Taiwan remains the central fault line because it is the issue where nationalism, military planning, alliance credibility, and
economic consequence all intersect. Xi told Trump during the summit that Taiwan is “the most important issue” in U.S.-
China relations and warned that mishandling it could produce “clashes and even conflicts,” language that underscores
how directly Beijing links Taiwan to the broader state of bilateral ties.

But Taiwan is not only a geopolitical flashpoint. It is also one of the indispensable industrial nodes of the global Al economy.
Taiwan sits at the center of advanced semiconductor manufacturing, and TSMC is the single most important company in
that ecosystem because it produces the leading-edge chips and advanced packaging capacity that underpin the buildout
of Al infrastructure worldwide. As TSMC itself has emphasized, Al is now the principal growth engine for the chip industry,
and the company is expanding capacity aggressively to meet that demand.
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This gives Taiwan a significance that goes well beyond traditional geography. In practical terms, without Taiwan and
especially without TSMC, there is no smooth global scaling path for advanced Al compute. The world can diversify some
manufacturing over time, including through TSMC investment in Arizona, but current output and know-how remain
heavily concentrated, and it will take years rather than months to replicate that capacity at scale. This is exactly why
Taiwan has become so central to the strategic logic of both Washington and Beijing.

. ESTIMATES
Taiwan’s Top 10 Largest Export Markets (2024) -
$ billion

Share of
Taiwanese Effective September 25,
Exports 2024, Chinese mainland no

N o longer exempts import tariffs
China - ‘ 151 31.7% on 34 agricultural products
us B ‘ 111 23.5% originated from Taiwan
Singapore 34 71%

More than 90% of Taiwan’s
Japan ® 26 5.4% imported sand and gravel is
gt 0 il from China in 2020, which is
South Korea @, :l 21 4.4% key to construction and
; B= 0 roducing semiconductors
Malaysia — 20 4.2% P g
Vietnam [ |14 3.0%
Thailand — o "™ Taiwan accounts for >90%
arian _— j 12 2.5% -=a- of the world’s advanced
m— 10 -¥Ad- semiconductor
Netherlands 2.09 i
— ] g " manufacturing capacity
Mexico I'#I ]8 1.7%
China remains Taiwan’s largest trade partner

*Mainland China and Hong Kong
Source: World's Top Exports, Bloomberg, The Economist, Asia Alternatives analysis

At the same time, Trump said after the summit that the two leaders had discussed in detail a pending $14 billion U.S.
weapons sale to Taiwan and made clear that he did not want a war “9,500 miles away.” That combination of remarks
captures the essence of the current environment: deterrence is still functioning, but diplomacy is now intertwined with
uncertainty about how firmly Washington will sustain it over time.

This matters because a war over Taiwan would not stay regional for long. It would immediately threaten major shipping
lanes, semiconductor supply chains, insurance markets, energy flows, and global risk assets. Even absent a direct strike on
the U.S. homeland, the financial and economic consequences would likely be felt worldwide within days, which is why this
remains the single most important tail risk for serious long-term investors.

Why This is Not the Short-Term Base Case

For all the rhetoric, several factors argue against near-term war. First, both leadership teams appear to understand that
the economic and political costs of immediate confrontation would be immense. The summit itself, while short on
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deliverables, was long on symbolism and stabilization, suggesting that both sides still prefer a controlled rivalry to an
uncontrolled break. That preference is reinforced by co-dependence: even after tariffs, export controls, and strategic de-
risking, the two economies remain interconnected enough that a financial or trade shock in one would reverberate rapidly
through the other and across the global system.

Second, both countries still benefit from selective cooperation. Reporting from the summit pointed to continued
discussion of commercial purchases, trade mechanisms, and broader efforts to maintain a workable floor under the
bilateral relationship. Even modest efforts at stabilization matter because they indicate neither side currently believes
that the strategic environment is improved by forcing an abrupt decoupling now. The most realistic description is partial
decoupling inside continued co-dependence: the most sensitive sectors are being ring-fenced, but the broader system
remains too intertwined for a clean break.

Third, deterrence remains alive. The unresolved debate over U.S. arms sales to Taiwan is itself a reminder that military
balance, signaling, and political ambiguity are all still in play. As long as Beijing cannot be confident of a cheap or rapid
victory, and Washington cannot be certain it can manage escalation at low cost, both sides retain strong incentives to
postpone the ultimate test.

Why This Remains a Medium-Term Certainty Risk

Yet it would be a mistake to confuse postponement with resolution. The underlying drivers of confrontation are not
cyclical; they are structural. China seeks greater regional primacy, reduced vulnerability to U.S. pressure, and eventual
movement toward unification with Taiwan, while the United States seeks to preserve alliance credibility, open sea lanes,
technological leadership, and a favorable balance of power in Asia. Co-dependence slows the path to rupture, but it does
not reverse these strategic objectives. In some ways it may intensify them, because each side increasingly sees
dependence itself as a vulnerability to be reduced before any future showdown.

Those goals overlap only partially. In practice, each year of “stability” is also a year of rearmament, industrial competition,
technological restriction, and narrative hardening. That is why the right framing is not whether short-term calm disproves
long-term danger. Rather, short-term calm may simply be the mechanism through which both sides prepare for a more
consequential confrontation later.

This is what makes the medium-term outlook so difficult. War is not preordained on a calendar, and no responsible analyst
should pretend to know the date. But when the strategic direction is persistent, the military preparation is ongoing, and
the political symbolism of Taiwan keeps intensifying, the probability accumulates over time. For asset allocators, the
challenge is to recognize that the world can remain investable in the near term while still carrying a deepening geopolitical
fault line beneath the surface.

Investment Implications

The first implication is conceptual: clients should distinguish between near-term market calm and true strategic safety.
These are not the same thing. A stable summit, constructive language, or selective commercial deals can reduce
immediate tension, but they do not eliminate the underlying collision between a rising China and a United States
determined not to yield the architecture of the global order.

The second implication is portfolio-related. A China-U.S. war scenario would not behave like a normal geopolitical
headline; it would strike at the core plumbing of the world economy through logistics, trade finance, technology supply,
and confidence. Most importantly, it would threaten the physical infrastructure of the Al buildout by disrupting Taiwan’s
semiconductor complex and TSMC’s role at the heart of advanced chip fabrication and packaging. That argues for
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maintaining exposure to resilience: liquidity, quality balance sheets, supply-chain awareness, defense and cyber
capabilities where appropriate, and a realistic appreciation for how quickly global growth assumptions could reprice under
a Taiwan shock.

The third implication is strategic patience. The current phase still favors disciplined observation over dramatic positioning
because the evidence points to fragility, not imminence. But long-term capital should not ignore the direction of travel.
The most important geopolitical relationship in the world has entered a phase where managed competition can persist
for a while, yet the ultimate confrontation risk continues to build in the background.

Conclusion

The current U.S.-China relationship is neither a new Cold War nor a durable partnership. It is coopetition under strain and
co-dependence under suspicion: enough overlap to avoid a near-term rupture, enough rivalry to make eventual
confrontation plausible. That is why the highest-conviction macro view is uncomfortable but clear. A U.S.-China war
remains the number one global risk because it would likely produce an immediate global depression, and while the latest
signals suggest that this is not a short-term event, the medium-term trajectory still points toward increasing danger over
time.

Contributors

Ignacio Pakciarz

Co-Founder and Co-CEO



=~ The Thinking Man’s Approach www.bigsurpartners.com

7N

e

Important Disclosures and Disclaimers

This material is distributed for informational purposes only and intended solely for BigSur Wealth Management, LLC
(“BigSur” or the “Adviser”) clientele and or other parties to whom BigSur chooses to share such information. The
discussions and opinions in this document (or “report”) are intended for general informational purposes only, and are not
intended to provide investment advice and there is no guarantee that the opinions expressed herein will be valid beyond
the date of this document. While taken from sources deemed to be accurate, BigSur makes no representations regarding
the accuracy of the information in this document and certain information is based on third-party sources (e.g. Bloomberg,
Factset, Wall Street Journal) believed to be reliable, but has not been independently verified and its accuracy or
completeness cannot be guaranteed. Any asset allocation proposals described herein are based on proprietary ratings
and categorizations which involve varying levels of subjective analysis and interpretation. The asset allocation breakdown
is intended to be a summary of BigSur’s view on each asset class and its risk components which includes various factors
including, but not limited to: market conditions and trends, correlation of securities, volatility, interest rate and issuer risk.

This article is not intended to provide personal investment advice and it does not take into account the specific investment
objectives, financial situation, and the particular needs of any specific investor. Views regarding the economy, securities
markets or other specialized areas, like all predictors of future events, cannot be guaranteed to be accurate and may result
in economic loss to the investor. Any strategies referenced BigSur believes may present opportunities for appreciation
over the subsequent time periods. BigSur closely monitors securities discussed and client portfolios and may make
changes when warranted as a result of evolving market conditions. There can be no assurance that any investment
strategies and/or performance included or referenced in the article will remain the same and investment strategies,
philosophies, and allocation are subject to change without prior notice.

Any specific securities or companies identified and described may or may not be held in portfolios managed by the Adviser
and do not represent all of the securities purchased, sold, or recommended for advisory clients. The reader should not
assume that any investments in securities and/or sectors identified and discussed were or will be profitable. BigSur may
change its views on these securities at any time. There is no guarantee that, should market conditions repeat, these
securities will perform in the same way in the future. Any performance illustrations shown herein have not been audited
and may reflect the reinvestment of dividends, interest and other earnings. Any performance and return illustrations
have not been independently verified or audited by BigSur. Returns may be estimated and may not reflect actual
performance. Further, past performance and returns may be subject to revision. BigSur does not undertake to update
this information, and the results discussed may change without notice.

There are many factors that an investor should be aware of when trading options which can impact their overall
performance such as market volatility, interest rates, and time horizon. Investors should only engage in options trading
that is best suited to their financial condition and option experience. There is the potential to lose your entire investment
in options as well as suffer unlimited downside loss. The options strategy outlined in this commentary only reflects
BigSur’s opinion and is subject to change at any time. Before trading options, you should understand these risks and
carefully review and read the booklet entitled “Characteristics and Risks of Standardized Options” which is available
at www.theocc.com. BigSur can provide you a copy of this booklet as well.

Please also note that this commentary is not investment research or considered a research recommendation for regulatory
purposes as it does not constitute substantive research or analysis. In discussion of any strategy, results and risks are
based solely on assumptions and hypothetical examples. Actual results, performance and risks will vary depending on
specific circumstances. You are urged to consider carefully whether such services in general, as well as the products or
strategies discussed in this material, are suitable to your needs.


http://www.theocc.com/
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Certain public offerings of Alternative Investment products (e.g. interests in real estate, private equity and hedge funds)
are generally offered in reliance upon an exemption and do not require registration under the Securities Act of 1933.

Alternative Investments, therefore, pose additional risks which are different from those inherent in traditional
investments. Investments in Alternative Investments may also involve the use of leverage which involves a high degree
of risk factors including substantial loss of initial investment. Alternative Investments are not required to provide periodic
pricing or valuation information to investors. As such, Alternative Investments are highly illiquid and are generally not
transferrable without the consent of the sponsor/issuer.

This report may include forward-looking statements and all statements other than statements of historical fact are to be
considered forward-looking and subjective (including words such as “believe,” “estimate,” “anticipate,” “may,” “will,”
“should,” and “expect”). Although we believe that the expectations reflected in such forward-looking statements are
reasonable, we can provide no assurance that such expectations will prove to be correct. Many factors including changing
market conditions and global political and economic events could cause actual outcomes, results or performance to differ
materially from those discussed in such forward-looking statements. BigSur shall not be responsible for the consequences
of reliance upon any opinion or statements contained herein, and expressly disclaims any liability, including incidental or
consequential damages, arising from any errors, omissions or misuse.

”

This information is highly confidential and intended for review by the recipient only. The information should not be
disseminated or be made available for public use or to any other source without the express written authorization of
BigSur. Distribution of this document is prohibited in any jurisdiction where dissemination of such documents may be
unlawful. Please contact your investment adviser, accountant, and/or attorney for advice appropriate to your specific
situation.

BigSur Wealth Management, LLC
1441 Brickell Avenue, Suite 1450
Miami, FL 33131

Office (Main): 305-740-6777
Fax: 305-350-9998
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