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Introduction
South Korea’s geopolitics is shaped by four major powers: the USA, China,
Japan and Russia and its core national interest is the peace and prosperity
of the Korean Peninsula. The USA is the most important security ally while
China is the most important economic partner. This is generally true for many
countries in Asia, China’s economic ascent directly impacts them and its
influence is growing in military, economic, and technology spheres.
The ongoing US-China trade war has a first order effect on South Korea. In fact,
any geopolitical strategies, visions or concepts involving the two major powers
have immediate impact on South Korea. The Free and Open Indo-Pacific (FOIP)
is such a concept advocated by the USA, Japan and others. On the other hand,
China’s Belt and Road Initiative (BRI) is another such concept that directly
influences South Korea. Understandably, South Korea’s instinct is not to take
sides, a response shared by many other countries in Asia. In such context,
President Moon Jae-in announced the New Southern Policy (NSP) in November
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2017 stating “(T)he policy seeks to elevate Korea’s relations with ASEAN
member states and India in the political, economic, social and cultural spheres,
among others, to the same level Korea maintains with the four major powers
(the United States, China, Japan and Russia)1.” Hence, the geographical focus of
NSP is ASEAN and India, which are at the heart of the Indo-Pacific.
There are variations in the definition of the Indo-Pacific according to each actor
and their own positioning, but it is broadly viewed as an interconnected space
between the Indian Ocean and the Pacific Ocean, which includes East Africa,
the Middle East, South Asia and Southeast Asia. With some variations, those
regions are also covered by the 21st-century Maritime Silk Road in China’s BRI
and Japan’s FOIP. This chapter investigates South Korea’s economic outreach in
the world and to what extent South Korea is currently involved in the economic
spheres of the Indo-Pacific to understand the rationale behind South Korea’s
international relationships. The following general observations stand out.
South Korea’s trade dependency on China is high, but ASEAN is fast rising
as a critical trade partner. This may be welcome as South Korea seeks to
reduce its trade dependency on China. South Korea’s foreign direct investment
(FDI) to ASEAN has exceeded that to China and is growing too. Vietnam is
now South Korea’s largest trade partner and investment destination within
ASEAN. Vietnam accounted for 6 percent of South Korea’s total trade in 2018
and 5.2 percent of South Korea’s total FDI in 2019. In contrast, South Korea’s
trade volume with India is only about a half of that with Vietnam and its FDI to
India is only about one third of the amount to Vietnam. Except for South Korea
importing more than 85 percent of its crude oil from the Middle East, there
is no country in South America or Africa, that accounts for more than 1% of
South Korea’s either total trade volume in 2018 or total FDI in 2019. Therefore,
South Korea’s outreach in the Indo-Pacific beyond ASEAN is limited. Vietnam
is the cornerstone for South Korea’s NSP and the Middle East is the lifeline for
South Korea’s energy. South Korea’s manufacturing supply chains and energy
dependency largely explain South Korea’s international relationships in the
Indo-Pacific.

South Korea is one of the largest trading nations
South Korea is the twelfth largest economy in the world with a Gross Domestic
Product (GDP) of $1.6 trillion and a population size of 52 million in 2019. The
economy is characterised by its dependency on trade. South Korea’s trade to
GDP ratio was 83 percent in 2018 much higher than the world’s average of 60
percent or more than two times Japan’s 37 percent. Not only is South Korea’s
trade dependency higher than Japan’s trade dependency, it has constantly run
a trade surplus in the past decades while Japan has run trade deficits in most
years since 2011. This means that South Korea’s economy has been growing as
the world economy has.
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China is the largest trading partner of South Korea. The USA is the second and
Japan is the third. More than 25 percent of South Korea’s exports go to China,
which is more than two times the amount to the USA. More than 20 percent of
its imports come from China, which is twice as much as the amount from the
USA. This alone shows the over-proportional influence of China on South Korea.
Concerns about overreliance on trade with China are the first reason why the
Indo-Pacific is relevant for South Korea.
Machinery and transport equipment occupy 57 percent of South Korea’s exports
and 31 percent of its imports (see Table 1). This shows that the manufacturing
industry dominates South Korea’s trade with other countries.
Table 1 - South Korea’s export and import by key industrial sectors in 2018 ($, billion)
Import

Export

Total

605

100%

Total

535 100%

1

Machinery & transport
equipment

345

57%

1

Machinery & transport
equipment

166

31%

2

Chemicals & related
products, n.e.s.

13%

2

Mineral fuels,
lubricants
and related materials

81

147

27%

3

Manufactured goods
classified by material

74

12%

3

Chemicals & related
products, n.e.s.

55

10%

4

Mineral fuels, lubricants
and related materials

48

8%

4

Miscellaneous
manufactured articles

53

10%

5

Miscellaneous
manufactured articles

42

7%

5

Manufactured goods
classified by material

52

10%

Source: Korea International Trade Association, Foreign Trade Statistics

Looking beyond China there are some notable changes in South Korea’s trade
relationships with other countries in the past decade. While the share in South
Korea’s trade has significantly increased for China and ASEAN, it has decreased
for the USA, the EU and Japan (see Figure 1). There is especially a stark
contrast between ASEAN and Japan. While the share for ASEAN has jumped up
from 9.7 percent to 14 percent, it has dropped from 12.3 percent to 3.5 percent
for Japan.
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Trade with China remains the largest while it rises with Vietnam  
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Figure 1 - Main trading partners of South Korea’s in 2006 and 2018
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Figure 2 - South Korea’s trade with the ASEAN countries ($, billion)
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Occupying nearly 50 percent of South Korea’s trade with ASEAN, Vietnam
stands out as a trading partner whereas the Philippines, Singapore, Malaysia,
Indonesia, and Thailand each occupy between 8 percent and 12 percent (see
Figure 2). Rapidly rising as a key trading partner of South Korea, Vietnam is now
South Korea’s third-largest export market and seventh-largest import market.

South Korea’s outward investment is growing but not yet a significant
source of income
The difference between a country’s external financial assets and liabilities
is its net international investment position. South Korea’s net international
investment position has grown fast in the past decade reaching $413 billion
in 2018 although it is small compared to Japan’s $3,081 billion or China’s
$2,130 billion.
South Korea’s outward FDI has contributed to the growth of South Korea’s
net international investment position in the past decade. South Korea’s net
FDI outflow has increased gradually in the past decade reaching $39 billion in
2018, although it is small relative to Japan’s or China’s outflow. By region, Asia
is the largest destination of South Korea’s FDI followed by North America and
Europe. Between 2010 and 2019, 34 percent of South Korea’s FDI went to Asia
followed by 27 percent to North America and 18 percent to Europe. In contrast,
only 1 percent went to Africa and 2 percent to the Middle East only in the same
period. South Korea’s FDI to Africa and the Middle East are not growing. By
industry, manufacturing received 28 percent , finance 24 percent and mining 13
percent of South Korea’s FDI between 2010 and 2019 (see Figure 3). While the
manufacturing industry is still the top recipient of South Korea’s FDI, its share
has dropped to almost a half of that in the previous decade between 2000 and
2009. Meanwhile, the share of the finance industry has increased six-fold from
3 percent between 2000 and 2009 to 24 percent between 2010 and 2019. This
shows that South Korea’s outward investment has become more diversified in
the past decade.
Figure 3 - Korea’s FDI by industry (%) between 2000-2009 and between 2010-2019
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Investment does not immediately generate profit. South Korea’s outward
investment has been growing but has not yet become a significant contributor
to South Korea’s GDP. South Korea’s net primary income (receipts and
payments on direct investment, portfolio investment, other investments, and
receipts on reserve assets) was only $2.7 billion in 20182. Japan’s $189.1 billion
dwarfs this amount. On the other hand, China’s net primary income has been
unstable and even negative in recent years. This indicates that it takes time for
FDI to translate into profit for investors. South Korea’s and China’s history of
outward investment is short relative to Japan’s investment in the world in the
past over a half a century.

With Vietnam as a cornerstone, South Korea is gaining a foothold in
Southeast Asia
The ASEAN member countries combined have become the second
largest trading partner for South Korea after China, and Vietnam’s role is
unmistakable. One measure of a country’s engagement in developing countries
is the disbursement of Official Development Assistance (ODA). Between 2009
and 2018, while other ASEAN countries such as Cambodia, the Philippines and
Laos were also among the top recipients of South Korea’s ODA in Asia, Vietnam
alone has received ODA of $1,707 million from South Korea, which is 24 percent
of its total disbursement for Asia.
ODA often lays the ground for a country’s businesses to set foot in host
countries. That is true for South Korea’s businesses too, judging by the amount
of its FDI in ASEAN. The rise of South Korea’s FDI in ASEAN is apparent. It is
remarkable that ASEAN took over China as a top FDI destination for South
Korea in 2014. Given the trade relationship, it is not surprising that Vietnam is
also the largest destination of South Korea’s FDI within ASEAN. South Korea’s
FDI to Vietnam has tripled from 2010 to 2019 and in the same period Vietnam
has received 36 percent of South Korea’s FDI to ASEAN (see Figure 4). Only in
2019, Singapore has caught up with Vietnam.
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The New Southern Policy’ goal reflects the growing significance of South
Korea’s trade and investment with ASEAN. In tandem with growing people to
people (P2P) exchanges between South Korea and ASEAN, the policy aims to
deepen the relationship in social and cultural spheres as well (see Figure 5).
The same cannot be said about India. South Korea’s trade volume with India
was a mere 2.4 percent of its total trade between 2008 and 2018, which is
about a half of the volume South Korea trades with Vietnam. Similarly, India
has received only 4 percent of South Korea’s FDI between 2008 and 2019 while
Vietnam has received 15 percent. Moreover, while South Korea’s trade and
investment share with Vietnam has been rising, that is not the case for India.
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Figure 4 - South Korea’s FDI in ASEAN between 2010 and 2019

Figure 5 - Number of visitors between South Korea and ASEAN (thousands) and number
of ASEAN students in South Korea
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Beyond Southeast Asia, South Korea’s economic outreach in the IndoPacific is limited, except for its energy imports from the Middle East   
To see South Korea’s engagement beyond Southeast Asia, we first look at
South Korea’s ODA disbursements. Outside Southeast Asia, Afghanistan and
Bangladesh were the only countries that received more than $500 billion in
disbursements in the past decade from 2009 to 2018. The share of Afghanistan
and Bangladesh in South Korea’s ODA was 9 percent and 7 percent of its total
disbursements. India, which is explicitly a New Southern Policy country has
received less than 0.1 percent of South Korea’s ODA in the same period. Beyond
Asia, South Korea’s ODA has been on rise in Africa and America. In Africa,
Tanzania, Ethiopia, Mozambique, Senegal and Ghana received $1,566 million or
50 percent of Korea’s ODA to Africa between 2009 and 2018. This is more than
$1,154 million the amount South Korea spent on America in the same period
but less than the amount South Korea spent on Vietnam. The Middle East
received only 4 percent of Korea’s ODA between 2009 and 2018. This shows that
South Korea’s engagement in developing countries outside Asia is limited.
South Korea’s trade with countries in Central and South America and Africa
is also small compared to its trade with countries in Asia, the USA, or Europe.
While Mexico, Brazil, Chile, Peru and Panama are the 17th, 28th, 31st, 40th and
50th largest trade partners respectively for South Korea in 2018, their combined
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The countries in the Middle East are important trade partners for South Korea.
Trade volume with Saudi Arabia, Qatar, Kuwait, Iraq, United Arab Emirates, Iran,
Oman and Israel account for 9 percent of South Korea’s total trade volume in
2018. However, South Korea’s trade with countries in the Middle East is onesided with countries in the Middle East exporting energy resources to South
Korea. Indeed, more than 95 percent of South Korea’s energy depends on
imports, and its crude oil imports from the Middle East has increased in the
past two decades, accounting for more than 85 percent of its total import. South
Korea’s gas imports are more diversified, but Qatar and Oman together still
accounted for 45 percent of South Korea’s gas import in 2018 (see Figure 6). The
Middle East received 2 percent of South Korea’s total FDI in the period between
2010 and 2019.
Figure 6 - South Korea’s oil and gas imports in 2018
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trade volume is $37 billion, which is about the same volume that South Korea
trades with Taiwan, or 3 percent of South Korea’s trade volume in 2018. South
Africa and Algeria are the 38th and 42nd largest trade partners of South
Korea and the only countries in Africa that are ranked within 50. South Korea’s
investment in Central and South America and Africa is not significant either.
While Central and South America have received 14 percent of South Korea’s FDI
between 2010 and 2019, two third of which went to the two offshore financial
centers, Cayman Island and British Virgin Island. Only 1 percent of South
Korea’s FDI went to Africa.
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The predominance of the manufacturing industry and
Samsung Electronics

Except for its energy imports from the Middle East, South Korea’s economic
outreach in the Indo-Pacific is heavily concentrated on ASEAN, and primarily
focused on Vietnam. This implies at the same time that South Korea’s
economic outreach is driven by its manufacturing industry. Indeed, twothirds of South Korea’s FDI in Vietnam between 2010 and 2019 was in the
manufacturing industry.
South Korea’s multinational enterprises have gradually moved their production
bases to Vietnam where wages are lower than in China. Since Samsung
Electronics opened its first factory in 2008, Vietnam has become the production
base of the company. In 2018, the company posted $65.7 billion in sales in
Vietnam accounting for 30 percent of its total sales worldwide3. Samsung
Electronics’ influence in South Korea’s trade is apparent in that the price of
semiconductors has a crucial impact on its current account.
Represented by Samsung Electronics, the electrical and electronic equipment
industry is the largest industry by market capitalisation in South Korea. The
market capitalisation of the industry has climbed up fast in the last decade and
its share in the whole market has soared from 21 percent in 2010 to 34 percent
in 2019. One can see the magnitude of Samsung Electronics’ impact in that
the company has reached a market capitalisation of KRW367 billion as of 17
January 2020, which is equal to 24 percent of the whole market or 73 percent
of the market capitalisation of the electrical and electronic equipment industry
in 2019.
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South Korea’s economic outreach in the Indo-Pacific is concentrated in ASEAN.
Within ASEAN, Vietnam absorbed nearly 50 percent of South Korea’s trade in
2018 and 36 percent of South Korea’s FDI between 2010 and 2019. With a less
diversified industrial base than Japan, for example, South Korea concentrates
resources in the manufacturing industry, which accounts for 65 percent of
South Korea’s FDI in Vietnam, in order to gain a foothold in ASEAN. Samsung
Electronics is at the forefront of South Korea’s outreach and Vietnam is the
most important production base for the company.
Compared to the significance of Vietnam, South Korea’s trade and investment
with any other country in the Indo-Pacific is small except for South Korea’s
energy imports from the Middle East. South Korea’s imports more than 85
percent of oil from Saudi Arabia, Kuwait, Iraq and other countries in the
Middle East. South Korea’s imports of gas are more diversified geographically
including Australia, the USA, Malaysia, Indonesia and Russia, although Qatar
and Oman still account for 45 percent of its gas imports.
On the technology and science front, China and the USA are competing to be
the world leader in areas such as automation, artificial intelligence, computing,
robotics and wireless technologies that are driving the fourth industrial
revolution. Even though US and Chinese companies dominate in many of the
areas, Samsung Electronics is well-placed in number of artificial intelligence
related applications4. Much of South Korea’s economic presence will depend on
how companies in South Korea will lead in “Industry 4.0.”
Contestation over the supremacy of the USA and China presents risks to South
Korea. Should the US-China tech decoupling intensify, so too would South
Korea’s dilemma of its export dependency. How China’s growing influence
and the US involvement in the Middle East will affect the stability of the region
is critical for South Korea’s energy dependency. Finally, to what extent South
Korea can strengthen its economic relationships with countries other than
Vietnam depends on the success of diversifying its industrial structure, which is
right now centered on manufacturing.
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