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Summary

The so-called Miracle on the Han River is a well-known rags-to-riches story that would
make Horatio Alger proud. In five decades, South Korea rose from being one of Asia’s
poorest countries to become one of the region’s richest and most advanced economies. South
Korean firms like Samsung and SK Hynix make a wide array of electronic products, in-
cluding some of the world’s most advanced semiconductors. Hyundai Motors is a world-re-
nowned automobile manufacturer, and South Korea is also a major shipbuilder.! And most
recently, the explosion of K-pop and K-culture has raised the country’s soft power brand as
never before.

South Korea has been able to do all this while facing one of the world’s most dangerous geo-
political and geoeconomic landscapes: neighboring North Korea with its growing number
of nuclear warheads and other weapons of mass destruction (WMD), China’s increasingly
robust and aggressive military power-projection capabilities, a newly formed Russian—North
Korean defense pact, the worsening U.S.-China technology wars, and the highly uncertain
state of global supply chains.

Moreover, throughout the 2020s and beyond, anemic economic growth will be the norm
rather than the exception, due in no small part to South Korea’s rapidly aging population
and low birth rate. According to a long-term projection made by the Korea Development
Institute (KDI)—South Korea’s premier economic think tank—the “baseline” prediction for
the country’s average economic growth rate between 2023 and 2030 is 1.9 percent, drop-
ping to 1.3 percent between 2031 and 2040, and then to 0.7 percent from 2041 to 2050.
Compared to the country’s frequent double-digit growth rates from the mid-1960s until the
late 1980s, South Korea’s economic growth looks increasingly like Japan’s weak growth in



recent decades.” The authors of this November 2022 long-term economic growth report by

KDI noted that longer-term growth projections have three trend lines: pessimistic, baseline

(cited above), and optimistic. From 2041 to 2050, for example, the worst-case scenario is an
annual average growth rate of 0.2 percent, while the best-case forecast is 1.1 percent.

South Korea’s domestic political future is also uncertain. Political divisions between the
right and the left remain deep and unrelenting. The country’s April 10, 2024, National
Assembly election was a major defeat for the ruling People Power Party (PPP) and a clear-cut
victory for the main opposition, the Democratic Party (DP). Although it is beyond the scope
of this study to delve into critical dimensions of South Korean politics, the DP earned 175
National Assembly seats out of 300, while the PPP only got 108 seats.” The rest of the seats
were divided among minor opposition parties and independents. The outcome was a major
setback for President Yoon Suk Yeol with three years remaining in his five-year term, which
will end in May 2027.

For the next three years, the DP and its de facto coalition partners in the opposition are
going to use a legislative supermajority to pass their own bills that are likely to run counter
to Yoon’s agenda. Gridlock is going to be the new normal, since Yoon is going to veto bills
that conflict with his administration’s beliefs, cost concerns, and stance on populism. In
turn, the DP will do everything possible to stymie Yoon’s presidential agenda in hopes of
bolstering its own chances of winning the country’s next presidential election in March
2027. How much the Yoon administration is willing to cooperate with the DP remains
uncertain, but if South Korea wants to be at the forefront of economic and technological
innovation in this age of artificial intelligence (AI), a new political consensus must emerge to
spur new growth with more business-friendly policies. But even though the DP argues that
it also supports Al-driven innovation, its call for higher corporate taxes, its pro-labor stances,
its antinuclear energy platform, and its opposition to the abolishment of South Korea’s
extremely high capital gains tax all point to greater regulations and other policies that are
unfriendly toward South Korea’s large businesses.*

Can South Korea reinvent itself as it did starting in the late 1960s with its then unprecedent-
ed economic transformation? Will Seoul overcome immense structural shifts and threats and
emerge as a major Al hub? Many doubt that South Korea can continue to be a significant
middle power with major military and technological capabilities. The magnitude of the
threats and challenges confronting the country is formidable.

But at the same time, writing off Seoul as a has-been powerhouse in the areas of exports and
technology is likely to be a losing proposition. Despite all the odds stacked against South
Korea, the country could reach a new phase in its transformation if it becomes a laboratory
for the Al revolution. To do so, South Korea must maximize its strengths as a global export-
ing power with a highly educated workforce, capitalize on smart investments in cutting-edge
technologies to move up the value chain, deftly balance its alliance with the United States
while navigating severe security challenges posed by North Korea and China, and continue
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to leverage the attractiveness of South Korean soft power and cultural exports. And while it’s
impossible to accurately forecast future scenarios in North Korea, the possibility of regime
or state collapse in the country cannot be ruled out. Even though North Korean Supreme
Leader Kim Jong Un’s grip on power seems to be as strong as ever since he ascended to
power in December 2011, most of North Korea’s threats are domestic rather than external.

Finally, although the mantra of expanding economic growth was a key facet of post-1945
global development, there are mounting counterarguments to the doctrine of continuing
growth based on accelerating environmental effects (including climate change) and socioeco-
nomic inequalities. As proponents of so-called degrowth such as economic anthropologist
Jason Hickel say, “degrowth is about reducing the material and energy throughput of the
economy to bring it back into balance with the living world, while distributing income

and resources more fairly, liberating people from needless work, and investing in the public
goods that people need to thrive.” Even if degrowth is highly unlikely to be adopted as offi-
cial doctrine by future governments, given that South Korea functions as a thriving market
economy, much lower growth rates will affect virtually every aspect of life in the country.

South Korea is well aware of these challenges, and it should seriously consider several policy
proposals to reinvent itself in an era characterized by much lower growth rates. Some of the
key steps South Korea should take during the rest of the 2020s include:

* Managing its massive demographic transitions, including its rapidly falling
birth rate and swiftly aging population, as a core national security issue with not
just a whole-of-government effort but a new private-public partnership with the
involvement of civil society to formulate viable solutions such as guaranteed daycare;
tax, financial, and education incentives for new parents; and legal frameworks to
encourage better work-life balance.

* Implementing key structural economic reforms designed to balance South
Korea’s competing needs to maintain economic vitality and competitiveness while
facing the realities of a shrinking population, much lower growth rates, and rising
social welfare costs. Seoul also should implement tax reforms (such as lowering its
high inheritance taxes) and enact crucial pension reforms (including for the national
pension fund and the national insurance fund). If bipartisan divisions continue to
prevent structural reforms including stemming the massive debt of public compa-
nies—such as the Korea Electric Power Corporation, Korea Gas Corporation, and
Korea Railway Corporation, for example—South Korea’s problem of mounting

public sector debt, which hovered around $1.2 trillion in 2022, will only get worse.°

* Embracing the opportunities provided by emerging technologies to help South
Korea become a global leader in harnessing the momentum of the accelerating
Al revolution and other emerging technologies such as quantum computing, new
materials, biomedical breakthroughs, and the space industry. In addition, South
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Korea should strive to become a global leader in robotics and autonomous vehicles
with special attention to healthcare for the elderly and the country’s transportation
grid in light of rapid population drops in rural areas.

* Pursuing political reforms that can produce greater bipartisan compromises in
an era of much lower economic growth rates, lower tax revenues, and rising gov-
ernment deficits. In addition, South Korean policymakers should consider revising
the 1987 constitution’s stipulation that the president can only serve a single five-
year term to instead allow for the possibility of serving two four-year terms. They
should also consider lowering the number of seats in the National Assembly (which
currently has 300 seats for a population of 51 million).” After all, there are other
democracies with much larger populations where legislators represent much larger
constituencies. Consider that the United States has 335 million people and has 535
members in Congress.® Meanwhile, India has 1.4 billion people and has around 800
seats in Parliament.” South Korean policymakers should also consider introducing
a system with multi-seat constituencies so that the total percentage of votes a party
receives is weighted more heavily, unlike the current single-seat constituency system
that allots only a small number of proportional seats based on the total votes that a
given party receives.

* Building a more self-sufficient military that can hold its own in the face of North
Korea’s nuclear arsenal, pressure from China, renewed Russian—North Korean
military cooperation, worsening U.S.-China competition, and the uncertainties as-
sociated with the long-term U.S. commitment to South Korean defense. This might
involve beginning to think seriously about the pros and cons of South Korea having
its own nuclear deterrent as the North Korean nuclear threat rises significantly.

* Shoring up ties with major allies like the United States, Japan, and Europe to
coordinate policy effectively over a range of security, economic, and technological
domains in order to ensure more resilient supply chains and to cope with massive
disruptions across all sectors due to the Al wave. A special emphasis should be
placed on institutionalizing trilateral security cooperation involving Japan, South
Korea, and the United States to ensure more effective responses to major contin-
gences and crises and to enhance the resilience of defense supply chains.
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Is South Korean Power Peaking?

The story of South Korea’s economic takeoff starting in the late 1960s and its emergence as a
major manufacturing powerhouse is well known. This successful trajectory has been referred
to as the Miracle on the Han River, catapulting South Korea from being one of Asia’s most
impoverished countries in the 1950s after the Korean War to becoming Asia’s fourth-largest
economy in the twenty-first century.

Today, South Korea’s economy boasts notable strengths including leading semiconductor
manufacturers such as Samsung and SK Hynix that have become increasingly important
players in the accelerating Al revolution. Seoul also has a formidable military, including an
emerging defense industry that has provided billions of dollars in arms and munitions to
members of the North Atlantic Treaty Organization (NATO) like Poland in the shadow of
Russia’s February 2022 full-scale invasion of Ukraine."” If one adds in the growing populari-
ty of K-pop and other types of South Korean cultural exports (such as movies, dramas, food,
and fashion), the country’s hard and soft power have never been in such demand.

While there is no universal definition of power, the term is used here to refer to “the ability
to act or produce an effect and a possession of control, authority, or influence over others,”
the definition provided by Merriam-Webster."" Measuring power is more of an art than a
science, although key indicators such as gross domestic product (GDP), branding, techno-
logical prowess, military capabilities, total trade, level of education, governance structures,
and depth and availability of universal healthcare provide a fairly accurate depiction of a
country’s global standing. This study uses the term “K-power” to refer to a holistic under-
standing of the various strands of economic, technological, military, and cultural power that
Seoul must harness to meet the challenges ahead.

According to a 2023 study by U.S. News and World Report, South Korea ranked sixth in
total power among the eighty-seven countries included in the study.'? As seen in table 1,
South Korea ranks in the upper echelons of states on a range of metrics including GDP
and exports, shipbuilding and other advanced manufacturing, military power, soft power
influence (due in part to the popularity of K-pop and Korean cinema), life expectancy, and
global competitiveness.
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Table 1. South Korea's Hard and Soft Power Rankings

Global and Regional Power Rankings

U.S. News and World Report (2023) 6th (out of 87)

Lowy Institute (2023) 7th (out of 26 Indo-Pacific countries)
Specific Power Indicators Rankings

GDP (2024) 14th (out of 212) [$1.76 trillion]
International Institute for Management Development World

Competitiveness (2024) 20th (out of 67)

International Institute for Management Development World

Digital Competitiveness Ranking (2023) 6th (out of 64)

Patent applications (2024) 4th [145,882]

Spending on R&D as percentage of GDP (2021) 2nd (4.9%)

Global soft power index 15th (out of 193)

Quality of life (2024) 24th (out of 87)

Life expectancy (2024) 9th (out of 229)

Total exports (2023) 8th [$648 billion]

Ship exports (2022) 2nd [$16.1 billion]

Military power (Global Fire Power) 5th (out of 145)

Sources: “Power,” U.S. News and World Report, 2023, https://www.usnews.com/news/best-countries/rankings/
power; “South Korea,” Lowy Institute Asia Power Index, 2023, https://power.lowyinstitute.org/countries/south-
korea; "GDP Ranked by Country 2024,” World Population Review, 2024, https://worldpopulationreview.com/
countries/by-gdp; “World Competitiveness Rankings: Rankings Out of 67 Countries,” IMD, 2024, https://www.
imd.org/centers/wcc/world-competitiveness-center/rankings/world-competitiveness-ranking/rankings/wcr-
rankings/#_tab_Rank; “Digital Competitiveness Ranking: Korea Rep.,” International Institute for Management
Development, 2023, https://worldcompetitiveness.imd.org/countryprofile/KR /digital; “Patents by Country /
Number of Patents Per Country 2024," World Population Review, 2024, https://worldpopulationreview.com/
country-rankings/patents-by-country; “Gross Domestic Spending on R&D,"” Organisation for Economic Co-operation
and Development, 2021, https://data.oecd.org/rd/gross-domestic-spending-on-r-d.htm; “Global Soft Power Index,”
Brand Finance, 2024, https://static.brandirectory.com/reports/brand-finance-soft-power-index-2024-digital.pdf;
“Quality of Life,” U.S. News and World Report, 2024, https://www.usnews.com/news/best-countries/rankings/
quality-of-life; “Life Expectancy by Country 2024,” World Population Review, 2024, https://worldpopulationreview.
com/country-rankings/life-expectancy-by-country; “Passenger and Cargo Ships,” Observatory of Economic
Complexity, 2022, https://oec.world/en/profile/hs/passenger-and-cargo-ships; and “2024 Military Strength
Ranking,” Global Fire Power, 2024, https://www.globalfirepower.com/countries-listing.php.

Despite the advantages of South Korea’s economic strengths (including its manufacturing
prowess), its world-class high-tech industries, its formidable military, and its enviable soft
power, Seoul faces severe headwinds. The country’s demographic trajectory poses the most
critical challenge. South Korea’s population in 2022 stood at 51 million, but the country has
the lowest fertility rate in the world (0.72 expected babies per woman); this figure continues
to drop, and the country also has one of the fastest-aging populations among the world’s
developed economies.”® About 19 percent of South Koreans are sixty-five years or older, and
in 2023, those in their seventies outnumbered those in their twenties. South Korea is on the
cusp of becoming a super-aged society, a benchmark reached when 20 percent of a country’s
people are sixty-five or older."
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One of the reasons for South Korea’s rapidly falling birthrate is a decline in marriages over
the past fifty years. According to Statistics Korea, the number of marriages per 1,000 people
reached a peak of 10.6 in 1980 but was only 3.8 in 2023.” The number of divorces was
92,400 in 2023, a slight decrease of 0.9 percent from 2022. But with the country’s rapidly
aging population, so-called gray divorces among people ages sixty and older are on the rise.
The most recent data shows that 16 percent of all divorces in South Korea involved couples
who had been married for thirty years or more.”” With longer life expectancies, changing
social norms, and stronger support for women pushing for a more balanced distribution of
household work, the divorce taboo in the country has weakened considerably over the past
four decades.

There are also clear signs that the pressures of the extremely competitive nature of the

South Korean workplace and educational system are taking their toll. According to the
Organisation for Economic Co-operation and Development, South Korea had the highest
suicide ranking in 2020 at 24.1 per 100,000 persons.”® Many factors are likely at play,
including the falling living standards of retired persons (especially men), mounting financial
difhiculties following the coronavirus pandemic, intense competition to enter the country’s
top universities, the proliferation of costly after-school cram schools, and the infamously
long hours of South Korean workers.”” Moreover, the growth in smaller families or even
one-person households has also contributed to mounting loneliness among South Korea’s
aging population.

While office working cultures have improved somewhat, South Korean companies (like
their Japanese counterparts) remain very hierarchical with top-down management styles.
Work-life balance is getting increasing attention as South Korea has entered the ranks of
high-income countries, but the pressure for young people to shoot for the best universities
and to work at leading companies continues to persist. South Koreans worked more than
1,900 hours per year in 2022, or about 150 hours more than the average for countries in the
OECD, though there has been a downward trend over the past decade.?

These demographic figures and societal challenges cast a long shadow over South Korea’s
economic future. According to a long-term projection made by KDI, the country’s baseline
average growth rate was expected to be 1.9 percent between 2023 and 2030, 1.3 percent
between 2031 and 2040, and a mere 0.7 percent from 2041 to 2050.?' Compared to the
double-digit GDP growth that South Korea often achieved between the mid-1960s and the
late-1980s, South Korea’s future economic growth looks increasingly like Japan’s anemic
growth: Tokyo has garnered at least 2 percent growth in only seven of the past thirty years.”?

Overall, South Korea faces three major challenges as illustrated in figure 1.
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Figure 1. The Biggest Challenges Facing South Korea

1. Demographic
Transition

» Lowest fertility rate in the
world (0.72 babies per
woman), a figure that
continues to drop

® One of the fastest “super-
aging societies” among
the world's developed
economies

* Immense implications for
productivity, science and
technology innovation,
military power, and global
competitiveness

"\

2. Lower Growth
Rates

= Over the next ten to fifteen
years, annual GDP growth
is projected at 1-1.5 percent

» Falling tax revenues
and rising healthcare and
social welfare costs

p

3. Rising Security
Threats

* Long-term U.S.-China
strategic competition

* North Korea's growing
nuclear weapons arsenal

® China's increasing
military strength and
more aggressive
posture

= Possible North Korean
collapse and Chinese
military intervention

If these structural problems weren’t enough to hold back South Korea’s future power poten-

tial, the country’s role as a key middle power in Asia exposes it to the economic and geopo-

litical risks of being caught in the center of worsening tensions and competition between the

world’s two superpowers, the United States and China. India, Indonesia, and Vietnam are

also key competitors as their economies develop.

In addition, Seoul’s neighbor to the north poses the most severe security threat and source of

instability on South Korea’s doorstep. Although developments in North Korea are extremely

difficult to forecast, including projections of the resilience of the Kim dynastic dictatorship,

the possibility of severe political turmoil following potential regime or state collapse cannot

be dismissed. South Korea must also contend daily with North Korea’s nuclear arsenal and

its 1.1-million-strong military on the other side of a border just 50 or so kilometers north

of Seoul—the capital and heart of South Korea with its 10 million inhabitants.*® Even as

social welfare, healthcare, and educational costs continue to rise—together making up some

50 percent of the South Korea government’s roughly $500 billion budget for 2024—Seoul

continues to spend more than $40 billion on defense.**

Under the world’s only family-based Communist dynasty and a totalitarian state that

continues to spend between 20 and 30 percent of its GDP on defense to accelerate its

nuclear weapons and other WMD programs, North Koreans have weathered endemic food
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shortages, malnutrition, and destitute living conditions.” In 2022, the South Korean Joint
Chiefs of Staff and Ministry of Foreign Affairs estimated that North Korea spent a total of
$560 million on ballistic missile launches in 2022—more than enough to cover the estimat-
ed $417 million needed to fill North Korea’s annual food gap and keep the country’s popula-
tion fed.? In September 2022, Voice of America reported an estimate of the costs of North
Korea’s nuclear weapons program: between $1.1 billion and $1.6 billion since Pyongyang’s
first nuclear test in 2006, according to a study by the Korea Institute for Defense Analyses,
the main think tank of the Ministry of National Defense (MND). If one adds those costs,
it’s very clear that North Korea is choosing to develop increasingly more powerful WMD
weapons rather than to feed its population. For now, however, Kim has gotten a small
second wind by supplying Moscow with much-needed munitions and receiving food, fuel,
arms upgrades, and consumer goods from Russia.*®

Aside from these pressing economic and security challenges, South Korea also faces hurdles
to ensure that the country’s impressive exporting of cultural products keeps the hard-won
momentum gained in recent years through the popularity of K-pop and hit South Korean
films like Parasite and television shows like Squid Game. Sustaining South Korea’s cultural
attractions depends on a wide range of factors including constantly developing new content,
reducing reliance on cookie-cutter K-pop groups, building stronger cultural brands, and
facilitating tourism and work-study programs.

Possible Pathways: Innovating, Peaking, and Struggling

South Korea is no stranger to challenging geopolitical conditions. It has faced immense
challenges since the Korean War (1950-1953), including economic ones. The oil crises of
the early to mid-1970s, political turmoil and an economic downturn in 1979 and 1980, the
outbreak of the Asian economic crisis from 1997 to 1998, and the global financial crisis in
2008 are among the most visible economic perils South Korea has had to overcome. As in
the past, South Korea does not have abundant natural resources; it imports nearly all its oil
and natural gas, remains highly dependent on exports, and is situated in one of the most
dangerous geopolitical regions in the world.” These factors won’t change.

What is going to be crucial for the rest of the 2020s is whether South Korea’s political
leaders, corporate executives, technocrats, rising entrepreneurs, and educational leaders are
willing to consider fundamental changes to how the country and its economy create and
wield different sources of power.

Implementing long-term reforms across successive administrations with extremely divergent
ideologies is a major bottleneck confronting South Korea. However, if the country’s econom-
ic and political stakeholders continue to rely on business-as-usual approaches, K-power will
not only peak, but begin to decline rapidly with enormous economic, political, military, and
social consequences. While accurate forecasting is extremely difficult, three main scenarios
can be projected for South Korea.
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Scenario 1: Innovating Korea: A key question is whether South Korea can adroitly adapt
itself to the Al revolution and undertake key reforms in industrial policy, governance, and
(most importantly) a strategy for enhancing the use of unmanned systems (referred to in

the U.S. military as manned-unmanned teams [MUM-T]) and for incorporating Al-driven
autonomous platforms to mitigate and (if possible) overcome the country’s demographic
challenges. If Seoul can do so, it could emerge as a key global model. Expanding robot-based
healthcare for the elderly is going to depend on the degree of social acceptance, facilities that
will be able to handle robotic and online healthcare, and breakthroughs in wearable technol-
ogies. Even if South Korea opens its doors to significant immigration—an unlikely prospect
for the foreseeable future—expanding robot-based healthcare is going to become crucial.

How South Korea copes with a dwindling farming population, redesigns of major urban
centers, and educational reforms to account for an imploding student population are also
critical benchmarks for ensuring a spirit of constant innovation. The country has been an
innovator before. Beginning in the early 1980s when South Korea laid the groundwork for
shifting from analog to digital communications and moved to become an early adapter of
high-speed internet, South Korea has become one of the most wired countries in the world.?
While Seoul will face steep competition in technological innovation from major powers

like China, the United States, Japan, and key European Union (EU) states, if South Korea
manages to capitalize on its strengths as an early adapter of emerging technologies, a cul-
tivator of a highly trained workforce, and an innovator that already prizes automation, the
combination of these factors could give the country an important edge in an era that will be
marked by massive Al-driven disruptions.

Scenario 2: Peaking Korea: Even though South Korea enjoys considerable global prestige
due to its advanced economy, powerful armed forces, and magnetic pop culture, its popula-
tion is also aging very rapidly.”! Japan and other advanced economies face similar population
trajectories, but Japan has a much larger domestic market, a bigger world-class ecosystem for
technological research and development (R&D), and more extensive global networks. Even
under the best of circumstances, the South Korean economy most likely will grow between
1 and 2 percent over the next twenty to thirty years even as it weathers rapidly increasing
social welfare costs, declining tax revenues, and lower productivity.*> Overall, if South
Korea’s aging population and tepid growth play a defining role over the next two decades,
the country’s national power is likely to experience a steady decline. In this scenario, while
South Korea would still retain competitiveness in certain areas such as semiconductors and
shipping, for example, its overarching national power would be highly unlikely to fully
recover after peaking in the 2020s.

Scenario 3: Struggling Korea: Worsening geopolitical conditions such as long-term
instability in the Middle East, including the oil-rich Persian Gulf states, would have major
repercussions for the South Korean economy given its heavy dependence on imported oil
and natural gas.*> Mounting tensions between the United States and China over Taiwan,
intensified naval and maritime competition in the South China Sea, and a high-tech U.S.-
China arms race could have severe spillover effects for South Korea. If these challenges
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coincide with a persistent and worsening South Korean political divide, the country’s
existing social contract can only weaken. And if its demographic cliff cannot be mitigated or
its deep-seated reservations about more open immigration changed despite intensifying labor
shortages, South Korea’s labor and manpower deficits will affect every sector of the economy
as well as the national security domain, since the military won’t be able to meet minimum
conscription requirements.

Coming Out Stronger Through Major Headwinds

South Korea’s cloudy economic outlook could be exacerbated by major security problems.
Across the border, while North Korea might remain firmly under Kim’s control, he could
face growing socioeconomic challenges as he prepares one of his children (such as his teenage
daughter Kim Ju Ae) to be the fourth leader of the Kim family’s hereditary dictatorship.**
The Kim regime would likely continue to rely on China for economic and political support,
but Beijing might be unwilling to provide extensive aid, leaving North Korea’s already
struggling economy in potentially dire straits.

While it’s beyond the scope of this study to delve into the potential future trajectory of
North Korea, the Kim regime’s biggest threats are increasingly coming from within, such
as a population that is no longer willing to endure massive food shortages while the coun-
try’s few select party and military elites have no empathy for the masses. And because of
the rapid proliferation of cell phones, laptops, and flash drives in North Korea (despite the
fact that the internet is banned), access to information, entertainment, and news from the
outside (mainly from South Korea but also from China) has increased dramatically over
the past two decades. The net result is likely significantly weakened ideological unity and
indoctrination that no longer appeals to North Korea’s youths or the so-called “Jangmadang
Generation,” who survived and grew up without government support and relied almost
exclusively on private markets.?®

The growing number of crackdowns on those who are caught watching South Korean
movies and dramas and using South Korean words offers further evidence of Kim’s worsen-

3¢ Many have been sent to reeducation camps or, in many cases, executed

ing ideological grip.
for watching enemy propaganda. As a result, even though South Korea focuses correctly on
responding to North Korea’s growing nuclear arsenal as an existential threat, it must also
prepare for a range of other scenarios within North Korea, including regime collapse, that

would have immense implications for South Korea.

Elements of all three scenarios are going to be visible in the South Korea of the 2030s and
2040s. But can a country be innovative, peaking, and struggling all at the same time? The
preferred outcome is an innovative and constantly adapting country that can successfully
mitigate the risks of peaking power and manage its rising social welfare costs. None of the
core trends, such as South Korea’s demographic cliff and rising geopolitical tensions, are
going to go away. Hence, the more apt question is what solutions or mitigating factors a
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future South Korea can realistically engineer and how readily it can implement them. If
deep political logjams frustrate efforts to pass much-needed structural reforms—such as
preventing the hollowing out of pension funds by exponentially rising social welfare costs
including healthcare (while also controlling the rise of such costs), passing business-friendly
regulations to spur startups, and allowing increased immigration—South Korean power will
probably peak and then decline rapidly from the early to mid-2030s onward.

One crucial bellwether is South Korea’s ability to stem the implosion of its fertility rate,
which stands at 0.72 babies per woman today and is expected to drop further to 0.68 by the
end of 2024.%” Reversing South Korea’s sinking birth rate is an extremely difficult task, as
other similar countries (like Japan) have shown. But providing affordable housing, signifi-
cantly expanding daycare facilities, and reforming one of the world’s most intense and costly
private educational systems will be crucial if South Korea is to keep its rapidly falling birth
rate from dropping further. The critical litmus test for the future of K-power is internalizing
South Korea’s falling birth rate as an existential national security issue that is as significant, if
not more so in some ways, as responding to a nuclear-armed North Korea.

Global Top Ten, But Critical Structural
Challenges

Considering the many constraints that South Korea’s economy is facing, a key issue is
whether the country can continue to develop new sources of economic and technological
power. Given South Korea’s status as an exporting powerhouse, it is impossible to imagine its
economic future without exports. As shown in table 2, integrated circuits, refined petroleum,
and cars together accounted for one-third of South Korea’s total exports in 2022.

Table 2. Top Ten South Korean Exports (2022)

Integrated circuits 17.2%
Refined petroleum 8.7%
Cars 7.4%
Automobile parts and accessories 2.8%
Passenger and cargo ships 2.3%
Office machine parts 2.3%
Individual function machines 2%
Blank audio media 1.7%
Cyclic hydrocarbons 1.4%
Electric batteries 1.4%

Source: “South Korea,” Observatory of Economic Complexity, 2022, https://oec.world/en/profile/country/kor.
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While South Korea is one of the world’s leading exporters of advanced manufacturing goods
(including semiconductors, consumer electronics, cars, ships, and key defense systems) and
while Seoul’s services exports have grown, it still lags behind the United States and other
advanced economies such as Japan and the United Kingdom (UK) in service exports. South
Korean service exports grew from about $120 billion in 2021 to around $130 billion in 2022
to reach a total of 15.8 percent of total exports, but this share still was only about half of the
corresponding share for the G7 economies on average (29.9 percent).”® Overall, manufactur-
ing accounts for about one-quarter of South Korea’s GDP, one of the highest rates among
the advanced economies, while services in 2021 accounted for 57 percent of South Korea’s
GDP compared to 77.6 percent in the United States, 69.5 percent in Japan, 62.9 percent in
Germany, and an OECD average of 71 percent.”” Coupled with the fact that South Korea
imports nearly all of its oil and natural gas, the country remains highly vulnerable to major
political and economic turbulences in key regions.*

But as the Al revolution begins in earnest, while South Korea should fully exploit the oppor-
tunities provided by Al-based or Al-enhanced manufacturing, it also has to ensure that it
remains competitive in emerging global services markets, including science and technology
research in key areas such as Al, quantum computing, new materials, clean energy, next-gen-
eration batteries and fuel cells, fintech, and advanced healthcare databases.

One increasingly important external factor that is affecting South Korean exports and
outbound flows of foreign direct investment (FDI) is the growing U.S.-China economic and
technology competition that has resulted in a realignment of critical global supply chains
and derisking moves by South Korean companies. While South Korea’s exports to China
have been dropping over the past two years, China still accounted for 25.3 percent of overall
South Korean exports (including 4.1 percent to Hong Kong), followed by 15.9 percent to the
United States, 8.6 percent to Vietnam, and 4.3 percent to Japan (see table 3).

Table 3. Top Ten Destinations of South Korean Exports (2022)

China (including Hong Kong) 25.3%
United States 15.9%
Vietnam 8.6%
Japan 4.3%
Taiwan 4%
Singapore 3.2%
India 2.9%
Australia 2.7%
Mexico 2%
Canada 1.3%

Source: “South Korea,” Observatory of Economic Complexity, 2022, https://oec.world/en/profile/country/kor.
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South Koreans have major partisan policy differences on China—South Korean progressives
favor closer political ties with Beijing, while the conservatives stress the importance of South
Korea’s alliance with the United States and trilateral relations between Seoul, Tokyo, and
Washington. Despite this, South Korea’s high-tech companies have more to gain by aligning
themselves with the United States than with China in the growing U.S.-China tech com-
petition. And as China faces mounting demographic and socioeconomic problems at home,
it makes sense for South Korean firms to sharply decrease their dependence on the Chinese
market. Given South Korea’s geographic proximity and heavy investments in China over
the past three decades, it will take time for South Korean firms to shift investments to other
economies. But one key factor that is going to spur South Korean companies to look else-
where for future growth is the fact that Chinese companies are themselves global leaders in
sectors like consumer electronics, electric vehicles (EVs), shipbuilding, and renewable energy
that compete directly with all major South Korean conglomerates.

Diversifying and Derisking: Shifting South Korea's Economic
Alignment

In 2023, South Korean exports to China fell for the first time since official relations were
established in 1992. That year, South Korea also had its first trade deficit with China in
three decades ($18 billion). South Korean exports to China dropped to $124.8 billion, or

a decline of about one-fifth compared to the previous year.*! Still, as illustrated in table 3,
South Korean exports to China (including Hong Kong) in 2022 amounted to about a fourth
of South Korea’s total exports. The decrease in trade with China was offset by a 5 percent
increase in South Korean exports to the United States in 2023, reflecting a shift in govern-
mental policy to strengthen bilateral economic, technological, and security cooperation.

Part of Seoul’s recalculation has been driven by the Chinese government’s authoritarian
tactics at home and its willingness to resort to economic coercion with its trading partners.
While Beijing is conducting a charm campaign to entice greater foreign investment, General
Secretary Xi Jinping’s harsh crackdown on China’s big tech firms and Beijing’s passage of
the National Security Law in July 2015 have given the Chinese Communist Party (CCP)
unfettered power over all companies based in China, including foreign firms.*?

In March 2024, Hong Kong’s legislature passed Article 23, which supplemented a separate
national security law that Beijing imposed on Hong Kong after antigovernment protests in
2020. This bill includes heavy punishments for foreign interference endangering national
security, and it criminalizes the possession or disclosure of state secrets, measures that some
foreign executives say could make the city less attractive for international businesses.” A
government spokesman responded to criticisms by stating, “enacting laws on safeguarding
national security is an inherent right of every sovereign state . . . It is outrageous to single
out Hong Kong and suggest that businesses would only experience concerns when doing
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business here but not in other countries.”™* But such official rebuttals often likely have

the opposite effect, deterring foreign businesses from investing in Hong Kong (or for that
matter, in China) because of the CCP’s increasing heavy-handedness toward its own major
high-tech companies and threats to crack down on acts that are detrimental to China’s
perceived national security interests.

Although South Korean companies continue to feel squeezed between the United States and
China, it makes eminent sense for South Korean companies to lessen their dependence on
the Chinese market because of the growing surveillance of foreign companies doing business
in China. China’s Ministry of State Security (MSS) announced in March 2024 that overseas
spy agencies were using consulting companies “as a cover” to steal classified information that
posed “major risks to national security.” The MSS warned,

[S]uch information, if accumulated to a certain extent and analysed in

a comprehensive manner, can reflect important information about our
economic operation, national defence and military, which are important
targets coveted by overseas espionage and intelligence agencies, and once
leaked, will seriously endanger national security.

Worsening U.S.-China trade tensions and growing competitive frictions over technology
have triggered a shift in South Korea’s long-term dependence on the Chinese market.
According to the Dong-A Ilbo newspaper, Bank of Korea Governor Rhee Chang-yong stated
in a July 2023 forum that South Korea had a “deadly [addiction]” to the gains from trading
with China in ways that made structural reforms more difficult. He added, “blinded by
China’s cheap labor, which kept the share of manufacturing unchanged on the country’s
[South Korea’s] industrial portfolio, the country [South Korea] has found itself late for [a]
paradigm shift . . . [and] we should associate the recent decreases in exports to China not
only with the growing tension between Washington and Beijing but also with the hidden
causes of the country’s economic structure.™’

As noted above, South Korea’s major trading partners are in Asia and North America;

even though ties with the EU have grown over the past decade, South Korea’s exports to
Germany, Poland, the Netherlands, the UK, Italy, and France accounted for approximately
6.5 percent of total exports in 2022.“ And while Russia has threatened retaliation if South
Korea ships arms to Ukraine, only a paltry 0.9 percent of South Korean exports were
destined for the Russian market in 2022.% (Seoul hasn’t sent any weapons to Ukraine as of
early July 2024 because of legal restrictions on the exporting of armaments to conflict or
war zones, although the government is examining whether it can do so in the aftermath of
Russia’s signing of a new defense pact with North Korea in June 2024.) Prior to the outbreak
of the full-scale Russia-Ukraine war in 2022, imports from Russia such as coal, naphtha,
natural gas, and crude petroleum comprised “a little over 9 percent of South Korea’s imports
by value and volume,” but South Korea’s fossil fuel imports from Russia dropped “from
$13.2 billion in 2021 to just $5.5 billion last year [in 2023].”°

Chung Min Lee | 15



Rising Anti-Chinese Sentiment in South Korea

Although firms from the United States and other major Western countries are the preferred
targets of the MSS, South Korean companies are also under surveillance given Seoul’s
alliance with Washington and close U.S.—South Korean alignment on technology policy.
Ironically, Xi and other CCP officials continue to parrot the official line that China is “open
for business.” But as the New York Times noted in February 2024, “[China’s] crackdown has
amplified the challenges of investing in China at a time when FDI in the country has fallen
to its lowest levels in three decades, as companies are increasingly unwilling to endure the

trade-offs of operating in China for an economy no longer growing by leaps and bounds.”"

In light of rising economic tensions between the United States and China and Beijing’s on-
going efforts to strengthen the CCP’s control over companies, South Korean corporations—
like their counterparts in the United States, Japan, and the EU—are going to be even more
wary of expanding their investments and business dealings in China. As the Wall Street
Journal noted in April 2023, “Mr. Xi’s offensive against foreign businesses could threaten the
government’s growth objectives at a time when some senior officials have grown worried that
heightened geopolitical tensions are driving foreign investors and businesses away.””

One major contributing factor to growing South Korean wariness of China is deepening
anti-China sentiment among South Koreans. According to a survey released by the Asan
Institute for Policy Studies in November 2023, favorability ratings of China in South Korea
dropped from 5.2 in January 2015 to 3 in March 2023. The rating system was based on a
ten-point scale where 0 meant “not favorable at all” and 10 meant “very favorable.” As figure
2 illustrates, the favorability ratings of both China and Xi declined at about the same rate,
but Xi had a lower unfavorable rating of about 2 in March 2023 compared to a high of 5.2
in January 2015.

A joint survey by the Central European Institute of Asian Studies and Sinofon released in
2022 showed that among respondents from twenty-three countries, South Koreans had

the most negative perceptions of China, with 81 percent of all South Korean respondents
reporting such views. This figure was higher than those for South Koreans’ negative attitudes
toward other nearby countries, including Russia (77 percent), North Korea (69 percent), and
Japan (62 percent).”

By contrast, nearly 75 percent of South Koreans polled in that survey had a positive view of
the United States.” In a separate Pew Research Center survey released in November 2023
comparing views on the United States and China in twenty-four countries, South Korea had
the third-highest share of those who viewed the United States but not China favorably (61
percent) after Poland (63 percent) and Japan (63 percent). Only 5 percent of South Korean
respondents said they had a favorable view of China but not the United States; meanwhile,
17 percent said they had a positive view of both China and the United States, and 16 percent
said they didn’t have a favorable view of either the United States or China (see figure 3).”
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Figure 2. Favorability Ratings of China and Xi Jinping (2016-2024)
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Figure 3. How Select Countries See the United States and China (2023)
Surveyed populations reported positive views of:
. The United States but not China . The United States and China
. Neither the United States nor China . China, but not the United States No opinion
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Source: Laura Silver et al., “Comparing Views of the U.S. and China in 24 Countries,” Pew Research Center, November 6, 2023,
https://www.pewresearch.org/global/2023/11/06/comparing-views-of-the-us-and-china-in-24-countries.
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Although there are multiple contributing factors to growing anti-Chinese sentiment

among South Koreans, Beijing’s harsh response to Seoul’s decision to deploy U.S.-provided
Terminal High Altitude Air Defense (THAAD) batteries following North Korea’s sixth
nuclear test in 2016 was a major trigger. At that time, China responded by boycotting major
South Korean companies such as Lotte that invested heavily in China and pressured then
president Moon Jae-in’s government into agreeing to the so-called “Three Noes” agree-
ment—meaning no additional stationing of U.S. air defense systems; no strengthening of
trilateral defense cooperation between Seoul, Tokyo, and Washington; and no South Korean
participation in a U.S.-led missile defense system.”®

When the Yoon administration came into office in May 2022, it argued that it would no
longer abide by the Three Noes agreement Moon had made. Chinese officials have contin-
ued to lambast Seoul on the THAAD issue, including Beijing’s departing envoy to Seoul,
Ambassador Xing Haiming, who stated in August 2022 that THAAD posed “the biggest
challenge” to bilateral relations.”” Since taking up his post in Seoul, Xing has been infamous
for his inflammatory remarks, often behaving as if he were a Chinese viceroy during the era
of imperialist China, when the country’s representatives were empowered to make significant
demands of host governments. During a meeting with opposition party leader Lee Jae-
myung in June 2023, Xing said, “I can say definitely that those betting on China’s defeat
will certainly regret it later.”® In March 2023, during a campaign rally on behalf of the

DP, Lee stated that South Korea should not be involved on the issue of Taiwan and that
South Korea should just say “xie xie” (thank you) to the Chinese. Yoon’s ruling party
immediately attacked his remarks as tantamount to being subservient to an increasingly
aggressive China.”’

While the THAAD issue has been a major factor in increasing anti-Chinese attitudes

in South Korea, other developments also have been at play. For example, while tensions
surrounding historical issues are usually the most visible in Korean-Japanese ties, historical
disputes have also flared up between South Korea and China. For example, China claims
that key parts of ancient Korea during the Goguryeo dynasty (37 BC-688 AD) were in fact
Chinese, not Korean. South Koreans have reacted sharply to constant reminders of China’s
cultural imperialism as well as rabid anti-Westernism among Chinese youths often with
encouragement from the CCP.

Other factors have included severe sandstorms in China that have contributed to worsening
air pollution in South Korea. As the BBC reported in April 2023, “Yellow dust is a seasonal
ordeal for millions in North Asia, as sandstorms from the Gobi desert that borders China and
Mongolia ride springtime winds to reach the Korean peninsula and this year, farther east to
Japan.”® However, it is also important to stress that air quality in South Korea, as measured by
the concentration of fine dust called particulate matter 10, has decreased over time, and a study
conducted by the South Korean National Institute of Environmental Research and the U.S.
National Aeronautics and Space Administration in 2022 indicated that “52 percent of the fine
dust . . . in Seoul comes from domestic South Korean factories, while only 34 percent comes
from western China.™!
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Perhaps another major factor behind South Koreans’ increasingly negative views of China
is the fact that South Koreans born after the democratization of South Korea in 1987 have
much less affinity with China or North Korea.®* One indicator starkly illustrates changing
South Korean sentiments toward China. According to the South Korean Ministry of
Education, between 2017 and 2023 (a period that included the coronavirus pandemic), the
number of South Korean students studying in China plummeted from nearly 75,000 to
under 16,000.9

Forging Stronger Economic and Technological Ties With the
United States

As South Korean exports to China have slipped, investments in the United States by South
Korean firms have continued to rise over the past several years. In 2022, South Korean in-
vestments in the United States totaled $74.7 billion, an increase of over 5 percent compared
to the previous year.®* In early 2023, major South Korean conglomerates such as Samsung,
Hyundai, LG, Hanwha, and CJ (formerly CheilJedang) pledged to invest about $103.2
billion to build various plants in the United States or to buy stakes in U.S. companies.® In
2022, U.S. trade with South Korea in goods and services totaled $224.4 billion, with $36.7
billion in U.S. investments in South Korea. Although South Korea enjoyed a trade surplus
of $35.7 billion in 2022, its key role in the semiconductor, shipbuilding, and automobile
industries has strengthened its profile as a critical supply chain partner.®

When the U.S. Congress passed the Inflation Reduction Act in August 2022, South Korean
companies such as EV manufacturers were worried that they would face discrimination in
favor of U.S. companies. But major battery manufacturers such as LG Energy Solution, SK
On, and Samsung SDI have shown strong growth in the U.S. market, with a 27 percent
jump in Korean-made EV batteries sold to the United States through November 2023. As
South Korean companies have invested billions in new EV battery factories in the United
States, the U.S. government is providing $11.7 billion in loans to them.®” According to one
trade expert, “Despite the shortcomings of the IRA, it is providing significant benefits to
Korea by expanding the market for clean energy products. Korean firms are leaders in many
of these industries and now have access to tax credits to support sales and a combination of
tax credits and loans to support production.”

In May 2022, Yoon and U.S. President Joe Biden released a joint statement that reaffirmed
the importance of the bilateral security alliance but also stressed the growing importance of
economic and technological collaboration. As South Korea’s global branding and influence
has grown, so too has its role as an increasingly valuable ally that possesses a wide range of
capabilities. For example, the two leaders stressed:

Fully recognizing that scientists, researchers, and engineers of [South

Korea] and the U.S. are among the most innovative in the world, the two
Presidents agree to leverage this comparative advantage to enhance public
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and private cooperation to protect and promote critical and emerging
technologies, including leading-edge semiconductors, eco-friendly EV batteries,
Artificial Intelligence, quantum technology, biotechnology, biomanufacturing,
and autonomous robotics . . . Recognizing the importance of energy security
as well as commitment to address climate change given the rapid increase
of volatility in the global energy market as a result of Russia’s further
aggression against Ukraine, the two Presidents will work to strengthen
joint collaboration in securing energy supply chains that include fossil fuels,
and enriched uranium, acknowledging that true energy security means rapidly
deploying clean energy technology and working to decrease our dependence

on fossil fuels.®® (Emphasis added)

Although specific developments will take several years and also depend on each country’s
political climate, what is noteworthy is how much of the joint statement was devoted to
nonmilitary areas compared to previous joint statements, where security and defense domi-
nated bilateral summit discussions. To be sure, domestic political shifts in the United States
and South Korea will affect how readily greater technological cooperation will be forged as
the rest of the 2020s unfold, but as the Al revolution begins in earnest, South Korea’s closer
alignment with the United States on critical technologies is likely to continue.

Clearly, there are question marks about both countries’ political futures. The April 2024
National Assembly election in South Korea resulted in a major defeat for Yoon and the
ruling party. While the opposition DP and other minor opposition parties hold an over-
whelming majority and generally are more antibusiness than the conservatives, the DP is
unlikely to directly oppose growing South Korean investments in the United States.

Another major political uncertainty is former U.S. president Donald Trump’s possible victo-
ry in the November 2024 U.S. presidential election. He has already threatened to force allies
to make up for trade deficits, increase defense cost-sharing amounts for allies such as South
Korea, decouple from China, and continue to push for greater FDI in the United States.”’
Nevertheless, even if Trump returns to power, South Korea has leverage, since key Korean
companies have invested billions in plants and factories in swing states like Georgia and
Michigan.”” And as South Korean investments in high-tech sectors such as chip plants in
Texas expand, a second Trump administration would likely welcome growing South Korean
investments in the United States.”!

In December 2023, the South Korean Ministry of Trade, Industry, and Energy announced
its 3050 Strategy Initiative, which was “designed to stabilize South Korea’s key supply chains
and reduce dependence on China [for raw materials] to less than 50 percent by 2030.” As
one Asia Times op-ed put it, “South Korea appears to be drawing away from China’s geo-
economic orbit as South Korean investment in the United States reinforces the geopolitical
choices of the Yoon administration.””* As South Korea seeks to lower its dependence on
China, its companies are becoming critical to U.S. efforts to manufacture more EVs. South
Korean firms are the number-two producer of EV batteries for the United States (18 percent
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market share) and boast “60 percent of the world’s non-Chinese battery capacity,” according
to the Financial Times.® Yet the same article points out that these South Korean firms have
warned that less expensive imports of Chinese-made batteries could undercut their battery
sales unless the U.S. government provides tax credits.”*

In this regard, Samsung received welcoming news in April 2024 when the Biden adminis-
tration announced that the firm would receive $6.4 billion in grants as Samsung plans to
increase investments in Texas to $45 billion. U.S. Commerce Secretary Gina Raimondo
stated, “[these investments) will allow the U.S. to once again lead the world, not just in
semiconductor design, which is where we do now lead, but also in manufacturing, advanced
packaging, and research and development.””

Yet the bilateral economic relationship is hardly a one-way street. In 2022, U.S. FDI in
South Korea was estimated at $36.7 billion, although this figure had fallen by 10 percent
compared to the previous year; meanwhile South Korea’s FDI in the United States in

2022 was $74.7 billion.”® As Seoul’s investments and exports have grown, South Korea has
emerged as an economic partner of such major U.S. states as Texas and California. In 2022,
South Korea was Texas’s fourth-largest trading partner with about $33.1 billion in two-way
trade.”” In a turn of events that would have been unimaginable a decade ago, “South Korea
is the #1 source country for capital investment created by FDI in Texas and the sev-
enth-largest source for new jobs created by FDI,” according to the Texas state government.”®
Economic ties with California have become similarly strong. South Korea was California’s
fifth-largest export destination in 2022 as the West Coast state exported about $11.6 billion
to South Korea, while South Korea exported about $31 billion to California; this two-way
trade is dominated by “non-electrical machinery, computers and electronics, transportation
equipment, and processed foods.””

A critical potential litmus test on the durability of a U.S.—South Korean technology alliance
is how a possible second Trump term would affect bilateral ties. When he was in office,
Trump held three meetings with Kim, and he has said that he would be willing to restart
talks with Kim if he wins in 2024. Contrary to the previous Moon administration’s policy
of engaging extensively with Pyongyang, ignoring North Korea’s abhorrent human rights
abuses, and even forcibly repatriating North Korean defectors, the Yoon administration has
taken a much sterner stance toward the North. If Trump chooses to restart nuclear nego-
tiations with Kim, it could result in the dilution of the U.S. commitment to South Korea’s
defense (through potential steps such as canceling the Nuclear Consultative Group that
Biden and Yoon created to strengthen U.S. extended deterrence), in which case ties between
Seoul and Washington would fray.

But even a reelected Trump would need South Korean companies to continue to invest
in the United States and to stay aligned with Washington in terms of counterbalancing
Chinese economic and technological power. Hence, strengthening U.S.—South Korean
economic ties, especially in semiconductors, EV batteries, renewable energy, and biopharma-
ceuticals, would be critical to containing the possible fallout from contrasting approaches to
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North Korea that could arise during a potential second Trump term and during the remain-
ing three years of the Yoon administration. Jin Roy Ryu, who heads South Korea’s most
powerful business lobby, the Federation of Korean Industries, told Nikkei Asia in January
2024 that U.S.—South Korean business ties won’t change even if there is a change in admin-
istration in the United States. Ryu noted, “while the Democratic Party supports American
companies politically, Trump tends to welcome companies investing in the U.S. regardless of
their nationalities . . . [and] South Korea, the U.S. and Japan must unite not only politically
but also economically through their businesspeople, which the U.S. also wants strongly.”*

Next Frontier: South Korea as an Al
Innovation Hub

One of the most remarkable transformations South Korea has achieved is its rise as a
technological powerhouse. When the country embarked on its first Five-Year Plan in 1962,
its GDP was $2.8 billion and per capita GDP was $106. In 2023, South Korea’s GDP was
$1.71 trillion and its per capita GDP was $33,121, according to World Bank data.’ Even
when South Korea began to grow rapidly in the late 1960s and emerged as a major exporting
economy in the mid-1970s, its overall technological level was low. As illustrated in figure 4,
low-end technologies made up about 38 percent of the value-added share of South Korea’s
total technology in 1980, while high-end technologies made up about 17 percent.®? By

2018, however, high-tech sectors accounted for between 40 and 50 percent of South Korea’s
value-added share, whereas low-tech sectors’ share had dropped to about 10 percent.®

In light of the prominence of high-tech firms in South Korea, its standing as the country
with the world’s second-highest R&D budget measured as a percentage of GDP (4.9 percent
in 2021), its highly educated workforce, its advanced manufacturing industries, and its key
role in many global supply chains, the prospects for sustained technological growth in South
Korea remain relatively high.® As figure 5 shows, in terms of real spending, South Korea
spent $112.9 billion on domestic R&D and was among the top five countries worldwide for
R&D spending in 2020 (in figures adjusted for purchasing power parity) behind the United
States ($720.9 billion), China ($582.8 billion), Japan ($174.1 billion), and Germany ($143.4
billion).®> A 2019 study by the U.S. National Science Foundation and the National Science
Board concluded, “South Korea’s ratio has . . . more than doubled from 2.13% in 2000

to 4.64% in 2019; its growth in R&D intensity has been particularly rapid since the

late 1990s.7%6

Like other advanced economies, South Korea does not want to be left behind in the race to
harness promising technologies like Al, quantum computing, semiconductors, 6G networks,
and virtual reality services and products. And although South Korea is a latecomer to the
space race, Seoul is determined to ensure that it has a niche space market into the 2030s and
beyond.
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Figure 4. Value-Added Share of South Korean Manufactured Exports by Level of
Technology (1980-2018)
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Figure 5. R&D Spending of the Top Twenty Countries (Billions of U.S. Dollars in Current Purchasing
Power Parity)
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At the same time, however, South Korea faces enormous demographic threats such as the
world’s lowest fertility rate and a rapidly aging population. South Korea could open immi-
gration, introduce a wider class of working visas, provide incentives for retirees to reenter the
workforce, and provide near-universal daycare for working parents. But all of these options
face obstacles. There is limited political and social consensus on the question of increasing
immigration. And if more retirees were to rejoin the workforce, that would leave even fewer
job opportunities for those in their twenties and thirties. Meanwhile, South Korea also faces
mounting social welfare costs during a period of lower tax revenues.

Building the Most Robot-friendly Society

South Korea excels at demonstrating the pitfalls and possibilities of new technologies and
the corresponding levels of social adaptability. In the automobile industry, South Korea has
the highest density of robots (measured by the number of robots in operation per 10,000
human workers) with a figure of 2,867 robots in use as of late 2021 or “almost triple the
average industrial robot density,” according to the International Federation of Robotics.®”
The South Korean industry minister said in December 2023 that the government planned
to invest $2.3 billion in the private sector “to bolster competitiveness of the local robot
industry.”® The government also plans to increase the number of service robots from 63,000
to 700,000 by 2030.% Since 2017, industrial robot density in South Korea has grown at an
annual pace of 6 percent in light of mounting labor shortages due to the country’s rapidly
falling birthrate.”

In September 2022, the South Korean government announced a digital strategy that
encompasses focused investments and developments in six key areas: Al, data integration,
6G networks, quantum computing, diverse digital platforms including the Metaverse,

and inclusive digital transformation.” In August 2023, RCR Wireless News reported that
South Korea’s Ministry of Science and Information and Communication Technology (ICT)
conducted a preliminary feasibility assessment of next-generation 6G network technologies
and that its plan was to unveil pre-6G technologies by 2026 and to secure 30 percent of 6G
global patents.”” The same article quoted the ministry as saying, “by the end of the project
in 2028, in collaboration with major domestic corporations and SMEs, we aim to showcase
the potential and vision of the 6G ecosystem and to secure competitiveness in the initial 6G
market.”

Akin to earlier science and technology goals announced by previous South Korean govern-
ments, the Yoon administration released its science and technology roadmap in February
2024 in a strategy document entitled “New Growth 4.0.” As the leading body that oversees
and decides South Korean science and technology policies, the Presidential Advisory
Council on Science and Technology approved a blueprint with a focus on five key areas:
“next-generation nuclear power, aerospace and ocean engineering, emerging communica-
tions, advanced robotics, and cybersecurity.”*®
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Given the global race toward mastering Al and quantum computing, Seoul plans to open a
20-qubit quantum computing cloud service in late 2024, and it aims to “develop 50-qubit
quantum computer technology by 2026 and escalate to 1,000 qubits by 2032.”%* Whether
Yoon’s science and technology programs will get sufficient funding depends on the upcom-
ing budget battle with an opposition-dominated National Assembly; even if the DP supports
the Yoon government’s science and technology budgets, the opposition will demand that its
own priority agendas are also factored in. Moreover, while South Korea’s technology giants
such as Samsung, SK, Hyundai, LG, Naver (a South Korean company akin to Google), and
Kakao are all working on various aspects of emerging technologies, if the DP raises corpo-
rate taxes as it has threatened and seeks to curb the power of South Korea’s tech giants, that
could stymie the country’s competitiveness in key sectors such as Al-driven innovation and
R&D on quantum computing,

It is impossible to forecast precisely how South Korea’s science and technology ecosystem
will change over the next ten to twenty years. Yet the country’s strengths as one of the most
wired places in the world, its advanced manufacturing capabilities, and its status as an
exporting powerhouse could help it become a key model for interacting with Al-based and
Al-driven platforms. Such a dividend will appear, however, only after devoting significant
resources to science and technology R&D; aligning South Korea with the United States,
Japan, and key EU economies on critical technologies; and regulating Al to the extent
possible while also seeking to foster business-friendly policies.

South Korea's Military Power Amid Great
Power Competition

South Korea’s armed forces have made remarkable progress since the 1960s and early 1970s,
when they were neatly totally dependent on U.S. weapons systems. Today, some rankings
put Seoul in the upper echelon of military powers in the world. For instance, Global
Firepower’s 2024 index ranks South Korea as the world’s fiftth-most powerful military out
of 145 countries—ahead of formidable countries like the UK (sixth), Japan (seventh), and
Tirkiye (eighth).” From many perspectives, the South Korean military is a formidable fight-
ing machine. It is armed today with an increasing array of sophisticated weapons, including
a wide range of ballistic missiles, such as the Hyunmoo surface-to-surface missile, that can
destroy key North Korean targets. South Korea’s armed forces are also very closely linked
with U.S. Forces Korea (USFK) through the Combined Forces Command and the presence
of 28,500 U.S. troops.”
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But the South Korean military also faces key weaknesses. First and foremost, even though
Seoul is under a U.S. nuclear umbrella, a second Trump presidency may result in key shifts,
such as a gradual withdrawal of USFK at a time when North Korea is accelerating its nuclear
weapons program. Second, even though the South Korean military is better educated, fed,
supplied, and trained than North Korean forces, it faces one critical deficit: the fact that
North Korea is a de facto nuclear-weapon state with other WMDs such as biological and
chemical weapons. Third, changes in South Korea’s government between the left and the
right have resulted in fundamentally different approaches to North Korea, particularly in the
parties’ differing ways of assessing the range of threats emanating from North Korea.

And fourth, the last time that South Korean forces were engaged in extensive combat was
during the Vietnam War more than half a century ago. This is not to suggest that South
Korean forces must somehow be engaged in combat. But since they have not developed any
significant battleground knowledge and experience, unlike their U.S. counterparts, South
Korean forces have had to make up for that deficit with very intensive training and realistic
counterstrike capabilities.

Addressing South Korea's Defense Deficits

South Korea faces four main defense and security challenges. First, it must respond more
effectively to North Korea’s sophisticated and growing nuclear and WMD arsenals and

to China’s increasing power-projection capabilities (see table 4). Second, Seoul must help
bolster U.S. extended deterrence by building stronger integrated deterrence capabilities and
by thinking seriously about South Korea’s long-term deterrence options, including the need
to prepare for nuclear threshold capabilities, policies, and strategies.

While there are contrasting definitions of what constitutes nuclear threshold policy, it refers
to the strategy of seeking the requisite technologies and material to develop nuclear weapons
but not doing so. For example, a senior Iranian foreign policy advisor, Kamal Kharrazi,
stated in July 2021 that Iran “has the required technological capabilities to produce a nuclear
bomb” but that the regime did “not want that” and had “not decided to do s0.”” In East
Asia, many nuclear nonproliferation specialists consider Japan, South Korea, and Taiwan to
be “latent nuclear powers” or nuclear threshold states.”®

Third, South Korea must shift to a force structure that operates under severe manpower
deficits not only in the available pool of conscripts but among the noncommissioned
officers (NCOQs) that serve as the backbone of the armed forces. Fourth, the South Korean
government should implement intelligence reforms to prepare actively for the Al revolution
and the expanding nature of the threats confronting the South Korean military. Special
attention should be paid to breaking down intra-service and intra-ministry barriers.
Relevant factors include the National Intelligence Service’s ongoing efforts to lead imagery
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Table 4. Conventional Military Balance Between the Two Koreas

North Korean Armed Forces

South Korean Armed Forces

Active: 1.28 million (Army: 1,100,000; Navy:
60,000; Air Force: 110,000; Strategic Forces:
10,000; Paramilitary: 189,000

Active: 555,000 (Army: 420,000; Navy: 70,000;
Air Force: 65,000; Paramilitary: 13,500

Reserve: 600,000

Reserve: 3.1 million

Strategic Forces: 10,000 (for ballistic missiles and
nuclear weapons, see tables 5 and 6)

Reserve Paramilitary: 3 million

Army: 1,100,000; infantry corps HQ: 10, Capital
Defense corps HQ: 1; armored division: 1, armed
brigades: 15, infantry divisions: 27; special forces:
88,000; reserves: 600,000; main battle tanks:
3,500+; armored personnel carriers: 2,500+;
artillery: 21,600

Army: 420,000; corps HQ: 8, Capital Defense
command HQ: 1; special forces command: 1, com-
mando regiments: 6; armored brigades: 7, infantry
divisions: 15; main battle tanks: 2,149; armored
personnel carriers: 2,566; artillery: 12,128+

Navy: 60,000; submarines: 71; principal surface
combatants: 2; patrol/coastal combatants: 372+;
landing ships: 10

Navy: 70,000 (including 29,000 Marines),
submarines: 19; principal surface combatants: 26,
frigates: 17, mine warfare: 12, principal amphibious
ships: 6

Air Force: 110,000; 545 combat aircraft; 401

MiG-15; 107 MiG-17; 100 MiG-19; 120 MiG-21F/J-7;

56 MiG23; 18+ MiG 29; FGA 30 MiG-21, ATK 34
Su-25K

Air Force: 65,000; 602 combat aircraft; FTR: 173
including 141F-5E, 32 F-5F; FGA: 349 including 29
F-4E, 59 F-15K, 117 F-16C, 44 F-16D, 40 F-35A, 60
FA-50; AEW&C: 4 B-737 AEW

Air Defense: 209+ SAM

Air Defense: 120 SAM

USFK: 8th Army: 21,500; U.S. Air Force: 8,350,
U.S. Marine Corps: 200

Source: 2024 Military Balance (London: IISS, 2023), 262-269.

intelligence—sharing processes; competition between the MND and the Ministry of Science
and ICT on designing next-generation intelligence, surveillance, and reconnaissance (ISR)
platforms; and the need to foster much closer cooperation between the military, the intelli-
gence community, and key companies to enhance the country’s ISR capabilities.

One of the most contentious defense issues in South Korea today is whether it should pursue
its own nuclear weapons program. In a poll conducted by the Chicago Council on Global
Affairs in February 2022, 67 percent of domestic respondents responded that South Korea
should develop its own nuclear weapons, 24 percent said that there should be no nuclear
weapons in South Korea, and 9 percent said that the United States should reintroduce nu-
clear weapons into South Korea.”” At the same time, 61 percent of respondents said that they
remained confident that the United States would continue to defend South Korea, including
with nuclear weapons.' Yoon triggered alarm bells in the United States and beyond when
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he stated in January 2023, “if the issue [North Korea’s nuclear threat] becomes more serious,
we could acquire our own nuclear weapons, such as deploying tactical nuclear weapons here
in South Korea,” but he also cautioned that “it is important to choose realistically possible

options.”'"!

There is very little possibility that South Korea is going to push through its own nuclear
weapons program, given the impact such a decision would have on its alliance with the
United States, the geopolitical and military repercussions, and even the economic conse-
quences of potential international sanctions. But even though U.S. extended deterrence
remains in place, a future U.S. president (such as Trump) may opt to withdraw all or part of
the USFK. Moreover, during the 2016 campaign, Trump suggested that if South Korea and
Japan pursued their own nuclear weapons program, it would be all right with him. In an
interview with 77/ME magazine in August 2016, Trump noted that South Korea and Japan
might need to develop their own nuclear weapons to protect themselves from China and
North Korea and said, “if the United States keeps on its path, its current path of weakness,
they’re going to want to have that anyway with or without me discussing it, because I don’t

think they feel very secure in what’s going on with our country.”'?*

In the 2024 campaign,
Trump has constantly criticized South Korea for being a defense free rider, although it pays
roughly $1 billion annually for defense cost sharing. Nonetheless, Trump has repeated his
claim, saying, “I told South Korea that it’s time that you step up and pay. They’ve become a

very wealthy country. We've essentially paid for much of their military, free of charge.”*

South Korea’s rapidly falling birth rate has critical implications for the country’s armed
forces. The MND no longer sees the 500,000-force level as achievable, since the number of
males available for conscription continues to drop (see figure 6). To maintain viable forces,
the South Korean military needs to enlist 200,000 soldiers per year, but this is not going to
be possible indefinitely with the country’s low birth rate.'* Since the armed forces knew that
this manpower shortage was coming, the number of active troops was cut from 674,000 in
2006 to 500,000 in 2020. According to a South Korean military manpower expert, if South
Korea’s low birth rate persists, as is likely, the “number of military personnel is expected to

stay around 470,000 on average in the next 10 years.”'®

To help mitigate this shortfall, the MND has stressed an infusion of Al and other advanced
technologies including next-generation drones, unmanned platforms, MUM-T combat sys-
tems such as drone jets that can act as unmanned wingmen, submarine fleets that maximize
the use of unmanned submersibles, and improved missile and artillery defense systems that
use more autonomous early warning and response mechanisms.

But while technological add-ons will help, they will not fundamentally solve the problem of
the country’s decreasing military manpower. Since South Korean women are exempt from
military service, some analysts have called for the incremental drafting of women, but this
idea has minimal support in the National Assembly. Although there is deep resistance to
conscripting women, the South Korean military wants to increase the number of female vol-
unteer soldiers. According to the Korea Times, “the ratio of female soldiers has risen from 6.2
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Figure 6. South Korea's Shrinking Military Conscription
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Source: “S. Korea's Low Birth Rate Poses Challenges for Military Conscription,” Yonhap News Agency, December 6, 2023,
https://en.yna.co.kr/view/AEN20231206005500315.

percent in 2018 to 9 percent last year [2022].” The South Korean military has said, “given
the sharp fall in the number of young males, the Army needs to consider various measures to

address the personnel shortage, including the expansion of female military personnel.”%¢

The MND has argued that it can help offset these personnel shortages by recruiting and
retaining commissioned officers, warrant officers, and NCOs; such personnel has grown to
make up an increased share of the country’s military—rising from 31.6 percent in 2017 to
40.2 percent in 2022, and expected to rise further to 40.5 percent by 2027, according to
CNN reporting. However, the problem lies in unattractive work packages. Recruitment of
commissioned officers, for example, has fallen from about 30,000 in 2018 to 19,000

in 2022.1%7

The South Korean military’s manpower shortage is unlikely to be mitigated or improved
anytime soon. Various options have been floated, such as selective conscription of women in
nonlethal areas, increasing pay to provide incentives to NCOs to join and to reenlist, and
allowing foreign nationals who can pass language and other tests and can then be eligible
for citizenship through a South Korean version of America’s Military Accessions Vital to
the National Interest (MAVNI) program. But options like conscripting women or exploring
something like the MAVNI program have run into major political obstacles and are thus
unlikely to stem the decline in military manpower."’®

South Korea could become a global leader in adopting unmanned weapons systems and
platforms to overcome, or at least partially mitigate, its severe manpower shortage. But to
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accomplish this end, the armed forces must implement massive structural reforms such as
reducing the number of generals, integrating and merging similar units, and modernizing
and streamlining command, control, communications, computers and ISR capabilities.

One additional constraint is whether the South Korean government will be able to continue
to allocate the necessary resources for defense modernization and structural reforms with the
country’s rising healthcare and social welfare costs. As illustrated in figure 7 below, South
Korea has spent an average of about 2.6 percent of GDP on defense since 2005, but given
Seoul’s need to upgrade its Three-Axis counterstrike and missile defense system, significantly
increase wages for NCOs and junior officers, and upgrade its ISR capabilities, South Korea
may have to spend even more on defense going into the 2030s. But worsening strategic and
geopolitical realities are also going to run into the challenges of much lower levels of eco-

nomic growth, lower tax revenues, and rapidly increasing social welfare costs.

Figure 7. South Korea's Defense Spending Since the End of the Cold War (1990-2022)

~

Sources: Stockholm International Peace Research Institute (SIPRI) Yearbooks 1990-2022; and World Bank, “Military Expenditure (Current
USD), Republic of Korea,” 2022, https://data.worldbank.org/indicator/MS.MIL.XPND.CD?locations=KR.
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Responding to a Nuclear-powered North Korea

South Korean military leaders must also contend with how to address the security threat on
the country’s northern border. For Kim and his regime, the centrality of nuclear weapons
and WMDs cannot be overstated. Without them, he would not be able to outspend South
Korea on increasingly sophisticated conventional military technologies, nor would he be
able to ensure the survival of his regime. Despite the tanking of the North Korean economy
and the worsening plight of average North Koreans, Kim will continue to develop nuclear
weapons and maintain the 1.1 million-strong force structure of the Korean People’s Army
for four key reasons.'”

First, nuclear weapons shield North Korea from the full range of military power that

the United States could bring to bear in the event of a major crisis or war on the Korean
Peninsula (see table 5). Second, mobilizing the entire nation on a constant war footing is
impossible without maintaining a very large conventional force and the world’s most brutal
secret police network. Third, the North Korean economy cannot create enough jobs for
North Korean youth, and long-term service in the armed forces enables Kim to keep the
younger population in check. And fourth, modernizing and accelerating North Korea’s
nuclear and WMD programs provides Kim with political leverage in managing crucial ties
with China and Russia.

Table 5. Estimates of North Korean Nuclear Weapons

Type(s) of nuclear weapons in a Range of number of

possible arsenal Median nuclear weapons Constraints

All simple fission weapons 72 551096 Uranium and plutonium
stock

All composite-core fission weapons 20 17 to 23 Plutonium stock

Mix of one-stage thermonuclear
weapons and simple fission and/or 49 31to 74
composite-core

Uranium and plutonium
stock

Combination of three estimates 46 35t0 63 Averaging

Source: David Albright, “North Korean Nuclear Weapons: New Estimates of its Size and Configuration,”
Institute for Science and National Security, April 10, 2023, https://isis-online.org/isis-reports/
detail/2023-north-korean-nuclear-weapons-arsenal-new-estimates.

South Korea has adopted a three-pronged defense strategy known as the Three-Axis strategy
in response to North Korea’s growing nuclear and WMD capabilities. This strategy is com-
posed of the following elements: an operational plan (known as Korea Massive Punishment
and Retaliation) to incapacitate the North Korean leadership in the event of major conflict;
a preemptive strike platform known as the Kill Chain strategy, designed to take out North
Korea’s nuclear and WMD sites; and the Korea Air and Missile Defense System. The Yoon
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administration pledged to create a new strategic command to oversee this defense strategy,
and in January 2023, the military launched the nuclear and WMD response headquarters as
a precursor to setting up the strategic command.

According to the Dong-A Ilbo newspaper, the strategic command is slated to assume multiple
tasks. It “will integrate and operate a variety of capabilities, including not only the military’s
precision and high-powered strike capabilities but also space cyber and electromagnetic
capabilities, to carry out its mission of deterring North Korea’s nuclear and missile threats.”'
The command “will [also] oversee the coordination of various assets, such as the Hyunmoo
series ballistic missiles, F-35A stealth fighters, Aegis destroyers, medium submarines
equipped with submarine-launched ballistic missiles (SLBMs), and interception missiles like
Cheongung and Patriot (PAC-3), for preemptive strikes against North Korea, missile defense,

and massive retaliation forces” (see table 6).!!!

Table 6. Inventory of South Korean Ballistic and Cruise Missiles

Missile Name Class Range Status
Haeseong | ASCM 150 - 250 km Operational
Haeseong |l LACM 500 km Operational
Haeseong Il LACM 1,500 km Operational
Hyunmoo 3B LACM 1,000 km Operational
Hyunmoo 3C LACM 1,500 km Operational
Hyunmoo 3D/4 LACM 3,000 km In development
Hyunmoo-2A SRBM 300 km Operational
Hyunmoo-2B SRBM 500 - 800 km Operational
Hyunmoo-2C SRBM 800 km In development
Hyunmoo-3 LACM 500 km Operational
NHK-1 SRBM 180 km Obsolete
NHK-2 SRBM 180 - 250 km Operational

Source: “Missiles of South Korea,” Center for Strategic and International Studies, August 10, 2021,
https://missilethreat.csis.org/country/south-korea.

More broadly, in December 2023, the MND released its 2024—2028 Mid-Term Defense
Plan, outlining a planned annual budget increase of 7 percent."? Over the next five years,
the government plans to spend a total of about $260 billion (or an average of $52 billion an-
nually)."® Force modernization and maintenance costs will both increase. The plan stressed
three key areas. The first is upgrading the Three-Axis system and related weapons platforms
so that they can more effectively meet growing asymmetrical threats, especially in the face
of North Korea’s sophisticated nuclear and WMD capabilities. The second is improving
compensation packages and working conditions especially for NCOs and for officers at the
front end of their careers. And the third task is implementing force structure reforms, since
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the military’s 500,000 manpower ceiling is no longer tenable; such reforms should ensure
that key reorganized units have adequate personnel to support the strategic command and to
operate the requisite advanced weapons systems.

As part of this force modernization plan, the MND has said that it plans to deploy the
Cheongung-II midrange surface-to-air missile and the long-range Hyunmoo-V surface-to-
air missile by 2028, with parallel development of improved midrange and long-range sur-

face-to-air missiles.'™

Long-range surface-to-air missiles are part of South Korea’s lower-tier
missile system that targets terminal-phase upper- and lower-tier air defense systems. South
Korea plans to build up to 120 KF-21 Borame 4.5-generation combat aircraft by 2032 and if
the government decides to proceed with more advanced versions such as a 5G-variant of the
KF-21, new variations could be built.'"® While the KF-21 uses two General Electric engines,
plans are under way to supply the next-generation KF-21s with engines built by Hanwha

Aerospace by 2040.¢

South Korea continues to maintain a nonnuclear posture and depends on U.S. extended
deterrence, although opinion polls have shown rising public support for an indigenous
nuclear program, as illustrated in figure 8 below. To be clear, Seoul is not on the verge of
going nuclear, given the very high opportunity costs such a move would entail, such as a
weakened alliance with the United States, international economic repercussions, growing
military pressures from China and Russia, and the risk of triggering a nuclear domino effect
in East Asia.

Figure 8. Support for South Korean Nuclear Weapons by Party Affiliation
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Source: Sang Sin Lee, Tae-eun Min,Kwang-il Yoon, and Bon-sang Koo, “KINU Unification Survey 2023: Executive Summary,” Korea Institute
for National Unification,” 2023, 19, https://web.archive.org/web/20240609220654/https://cms.kinu.or.kr/eng/module/report/view.
do?idx=114340&nav_code=eng1691113830.
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Nevertheless, as Seoul ponders the long-term future of U.S. extended deterrence—especially
if Trump reclaims the White House in January 2025—the possibility of a gradual with-
drawal of U.S. forces on the Korean Peninsula and a weakening of the U.S. nuclear umbrella
cannot be ruled out. In addition, Seoul and Washington are slated to negotiate in 2024 on

a new multiyear special measures agreement on defense cost sharing, and if Trump returns
to office, he may well push for a major hike in South Korea’s annual contributions of around
$1 billion."” During his first term, Trump called on Seoul to increase its annual defense
cost-sharing support from approximately $1 billion to $5 billion, though negotiations ended
with Seoul agreeing to increase its contribution by 13.9 percent, “the biggest annual rise in

nearly two decades.”"'®

Talks are under way between the Yoon and Biden administrations to reach a new agreement
to ensure a smooth transition even if Trump wins a second term in November 2024. As

a Reuters article put it, “from 2016 through 2019, the U.S. Department of Defense spent
roughly $13.4 billion in South Korea for military salaries, construct facilities, and perform

maintenance, while South Korea provided $5.8 billion to support the U.S. presence.”'”

A Rising Arms Exporter

As noted above, one of the main concerns over the long-term prospects for South Korean
military power is the growing shortage of troops due to the country’s rapidly falling birth
rate. But despite the country’s declining military manpower, South Korea’s defense indus-
try has continued to develop a range of weapons systems and ISR capabilities to respond
more effectively to growing threats from North Korea and, increasingly, from China. One
consequence of maintaining an advanced defense industrial base has been the growing
attractiveness of South Korean weapons, especially when many NATO member states, for
example, weren’t able to rapidly resupply key weapons because existing supplies were shipped
to Ukraine following Russia’s full-scale invasion in February 2022.

Although South Korea’s arms sales began to rise starting in the 2010s, a big boost came

with the outbreak of the Russia-Ukraine war in 2022, when South Korea rapidly sent tanks,
artillery, and even combat aircraft to several NATO states, since many of them couldn’t
fulfill orders to resupply the initial batch of weapons that had been sent to Ukraine. In 2023,
South Korea’s arms exports were worth nearly $14 billion, after reaching a high of $17.3
billion in 2022, including huge contracts with Poland.'*® According to 2023 data from the
Stockholm International Peace Research Institute on arms transfers, South Korea ranked
number ten in the world in arms exports (see table 7).

34 | The Future of K-Power: What South Korea Must Do After Peaking



Table 7. Top Twenty Global Arms Exporters (2023)

Percent change

Share of global arms Share of global arms between the two

Exporter exports (%) 2019-2023 exports (%) 2014-2018 periods
1. United States 42 34 17
2. France n 7.2 47
3. Russia n 21 -53
4. China 5.8 59 -5.3
5. Germany 5.6 6.3 -14
6. Italy 43 2.2 86
7. United Kingdom 3.7 41 -14
8. Spain 2.7 2.7 -3.3
9. Israel 24 31 -25
10. South Korea 2 1.7 12
1. Turkiye 1.6 0.7 106
12. Netherlands 1.2 2.2 -46
13. Sweden 0.8 0.7 15
14. Poland 0.7 0.1 1138
15. Canada 0.6 0.5 20
16. Australia 0.6 0.3 88
17. Switzerland 0.5 1 -47
18. Ukraine 0.4 14 -73
19. Norway 0.4 0.4 -16
20. UAE 0.3 0.4 -24

Source: “Trends in International Arms Transfers, 2023,” Stockholm International Peace Research Institute Fact Sheet,
March 2024, 2, https://www.sipri.org/sites/default/files/2024-03/fs_2403_at_2023.pdf.

There are five reasons behind South Korea’s surging arms exports. First, unlike many of the
countries in NATO, South Korea did not mothball or downsize its defense industries after
the end of the Cold War with German unification in 1990 and the fall of the Soviet Union
in 1991. Countries such as the Czech Republic were an exception, since they did not sus-
pend the sizable defense industries that had existed throughout the Soviet era. As Ukrainian
forces have begun to run out of artillery shells, Czech companies have evaded bureaucratic
hurdles and have provided a tranche of 300,000 shells.'*
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Given the ongoing military standoff between Seoul and Pyongyang, and especially after
North Korea conducted its first nuclear test in 2006, South Korea has continued to empha-
size a growing self-reliance on asymmetric, domestically made weapons systems, such as
more sophisticated and powerful ballistic and cruise missiles to counter a nuclearized North
Korea. Second, South Korea is developing and manufacturing increasingly sophisticated
platforms such as military satellites, advanced combat ships, submarines, missiles, tanks,
and precision munitions, and many of the systems that the country produces have a cost
advantage over their Western counterparts and, importantly, much faster delivery capabili-
ties. Moreover, maintenance costs are also generally lower than they are for similar classes of
arms produced by leading Western countries.

Third, although South Korean forces have not been involved in a major war since the
Vietnamese War in the 1960s and early 1970s, when Seoul sent troops to support South
Vietnam, the country’s forces have been on constant alert because the two Koreas remain
technically at war. North Korean provocations and limited attacks such as the sinking of a
South Korean vessel and the bombing of South Korea’s Yeonpyeong Island in March and
November 2010, respectively—not to mention a constant barrage of missile tests—have
spurred the South Korean defense industry to develop and manufacture a wide range of
weapons systems. Fourth, most South Korean armaments are interoperable with U.S. sys-
tems, thanks to the combined war posture that South Korea and the United States maintain
on the Korean Peninsula and the continued stationing of 28,500 U.S. forces in South Korea.
Hence, South Korean arms exports to NATO members, for example, do not face problems
of interoperability.'*

And fifth, all previous administrations have actively supported South Korea’s arms exports,
although the total share of the global market for South Korean firms remained marginal
throughout the Cold War.!® But as South Korea’s advanced manufacturing capabilities
spread throughout the defense sector—coinciding with growing tensions between the
United States and China along with the ongoing Russia-Ukraine war—demand for South
Korean arms began to surge. As an Australian analyst has noted, “the country has an
industrial infrastructure whereby it can quickly provide arms to countries that need them,

and buying from Korea is good policy from a value-for-money perspective.”*

The nearly $13 billion arms contract that Seoul secured from Poland in 2022 has also
spurred growing interest from other former Warsaw Pact countries and NATO members
in buying South Korean arms as their inventory of Soviet-era weapons become too outdat-
ed. Although leading European arms manufacturing countries such as France, the UK,
Germany, Italy, and Spain have an edge over South Korean arms exports, a director at
Hanwha Aerospace stated in May 2023, “now it is more well known that you can buy at a

low price and have [defense products] delivered quickly from [South] Korean companies.”'?
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While exports to countries in Asia, Europe, and the Middle East are increasing, a key target
for South Korean firms is to penetrate the Five Eyes markets of the United States, the UK,
Canada, Australia, and New Zealand. In terms of market size, the United States, the UK,
and Australia are the largest."” In July 2023, Australia awarded Hanwha a $3.4 billion
contract for infantry fighting vehicles, “making it one of the largest capability acquisition

projects in the history of the [Australian] Army.”

In 2021, South Korea’s annual arms sales were $7.3 billion, and this amount jumped to over
$17 billion in 2022."*® As noted above, this surge occurred mainly because of a bulk order
from Poland following the outbreak of the full-scale Russia-Ukraine war in February 2022.'*
The aforementioned advantages of South Korean arms exports—competitive pricing,
advanced manufacturing capabilities, rapid delivery capacity, and interoperability (with U.S.
and NATO forces)—have enabled key items such as the K-9 self-propelled artillery to attain
a majority market share (of 69 percent).’*

As South Korea’s arms exports grow, so too will competition from established industry lead-
ers such as Germany, France, and Italy. South Korea’s increasing defense exports coincide
with a major global cycle of arms modernization. For example, multiple former Warsaw Pact
members who joined NATO after the end of the Cold War still rely heavily on Soviet-era
arms and are beginning to replace them with Western armaments. But given the scope of
weapons systems that are manufactured by South Korean firms, the South Korean govern-
ment believes that the country’s share of global arms exports can grow from its current level
of 2 percent to 5 percent by 2027."°! In order to support such a goal, the Yoon government
announced plans to invest some $90 million in upgrading defense R&D and global collab-
orative networks and in fostering closer intra-industrial cooperation in areas such as ship-

building, semiconductors, and ICT to maintain South Korea’s global competitiveness.'*

South Korea’s arms industry is also going to be affected immensely by technological de-
velopments, including the accelerating Al revolution, a new global space race, the whole
spectrum of autonomous weapons systems, and advanced ISR assets. A former director of
South Korea’s Defense Acquisition Program Administration, Kang Eun-ho, emphasized in
an interview with the Chosun Ilbo in January 2024 that, notwithstanding the importance
of advanced fighter jets such as the F-35 and hypersonic missiles, sustained growth in the
global arms market would be in the middle to advanced range of weapons systems.'*> Kang
also noted that main battle tanks, self-propelled artillery, FA-50 fighters, conventional sub-
marines, and surface-to-air missiles such as the Chungoong-2—key export products man-
ufactured by South Korean firms—would continue to be in high demand. But for South
Korea to remain ahead of the curve, Kang stressed that space, manned-unmanned teams,
and advanced materials would become critical to ensuring South Korea’s arms manufactur-

ing and exporting competitiveness.'*
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The Global Reach of South Korean Soft
Power

The harnessing of hard power has been a major pillar of South Korea’s success story, but it
would have been nearly impossible to imagine two or three decades ago the rapid growth
that South Korean soft power would experience. Nowadays, by virtue of South Korean
movies and dramas (including global Netflix hits), fashion, food, and music (including
K-pop), South Korean soft power is now global in reach.

Although measuring a country’s soft power is arguably even more subjective than ranking
its hard power, South Korea’s global branding has reached remarkable heights. According
to Brand Finance’s 2024 Global Soft Power Index, South Korea ranked number fifteen out
of 193 nations. The same organization’s 2024 Nation Brands index ranked South Korea
number ten out of 193 countries.”” U.S. News and World Report’s Best Countries rankings
in 2023 placed South Korea at number twenty-one out of eighty-seven countries, with high
marks in cultural influence, entrepreneurship, and power."*® The 2023 Anholt-Ipsos Nation
Brands Index looked at six factors including exports, tourism, culture, governance, people,
and immigration, and ranked South Korea number twenty-four out of sixty countries."”’
Table 8 below illustrates South Korea’s soft power and branding rankings and provides
a bird’s-eye view of the current stature of the country’s soft power projection and global
branding,.

Table 8. South Korea's Soft Power and Branding Rankings

Soft Power (Brand) Indicators Rankings
Brand Finance's Global Soft Power Index (2024) 15 out of 193
Brand Finance's Nation Brands Index (2024) 10 out of 193
U.S. News and World Report's Best Countries Index (2023) 21 out of 87
Anbholt-lpsos Nation Brands Index (2023) 24 out of 60

International Institute for Management Development,

World Competitiveness Ranking (2024) 20 out of 64

Samsung (5), Hyundai (32), Kia (88)

Interbrand's Best Global Brands (2023) [in top 100 globally]

The FutureBrand Index 2023 Samsung (5) [in top 100 globally]

Sources: “Global Soft Power Index,” Brand Finance, 2024, https://static.brandirectory.com/reports/brand-
finance-soft-power-index-2024-digital.pdf; “Nation Brands 193 2024 Ranking,” Brand Finance, 2024, https://
brandirectory.com/rankings/nation-brands/; “U.S. News Best Countries,” U.S. News and World Report, 2023,
https://www.usnews.com/news/best-countries/rankings; “The Anholt-Ipsos Nation Brands Index,” Ipsos,
November 2023, https://www.ipsos.com/sites/default/files/ct/news/documents/2023-10/NBI_2023_Press_
Release_Supplemental_Deck_WEB.pdf; “World Competitiveness Ranking,” International Institute for Management
Development, 2024, https://www.imd.org/centers/wcc/world-competitiveness-center/rankings/world-compet-
itiveness-ranking; “Best Global Brands,” Interbrand, 2023, https://interbrand.com/best-global-brands/; and “The
Futurebrand Index 2023," Futurebrand, 2023, https://www.futurebrand.com/futurebrand-index-2023.
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Hallyu or the “Korean Wave” of cultural influence began in the late 1990s to early 2000s as
South Korean pop music slowly gained a global audience. But it wasn’t just K-pop, with its
familiar names like BTS or Blackpink, or global hits such as Netflix’s Squid Game that left
their mark. Rather, the Korean Wave was due to decades of nurturing by the government
and entertainment industries, producing pop music, drama, movies, fashion, and games that
appealed to Asian and non-Asian cultures.””® The rise of South Korean high-tech firms such
as Samsung, LG, Hyundai, and Kia, for example, also coincided with the growing popular-
ity of K-pop and South Korean movies and dramas. See table 9 below for a more granular
look at one of South Korea’s global soft power rankings.

Table 9. South Korea's 2024 Global Soft Power Index Rankings

Indicators Score Ranking
Global Soft Power Index 58 15
Familiarity 7.3 17
Reputation 6.8 26
Influence 5.2 17
Business and Trade 74 15
IR 53 24
Education and Science 5.6 6
Culture and Heritage 5.6 n
Governance 47 23
Media and Communication 41 15
Sustainable Future 5.2 22
Recommendation 6.9 27
Net Positive/Negative Impact 40.5 26

Source: “Global Soft Power Index,”, Brand Finance, 2024, https://static.brandirectory.com/reports/brand-finance-
soft-power-index-2024-digital.pdf.

As a British journalist wrote in the Guardian in September 2022, “ever since Elvis, it has
been understood that there is no more ardent love than that of teenagers for pop idols. One
of the masterstrokes of the government of Korea was to recognise that such love might

be weaponised, a force for national good.””** As Hollywood has demonstrated over the
years, global blockbusters can bring in hundreds of millions and even billions of dollars in
international earnings. This popularity has effects on other sectors of the economy too. As
one South Korean newspaper article put it, “South Korea’s consumer goods are emerging as
main exports as the country harnesses its cultural soft power, namely the global influence
of Korean TV shows, movies and music.”*” According to data from the Korea International
Trade Association, the “share of exports of consumer goods such as food, clothing, and

»
>

footwear reached 29.8 percent [in 2023],” a level not reached for thirty years; at the same

time, exports of South Korean cosmetics “increased 34.9 percent in the past five years.”™!
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In tandem with the growing attractiveness of South Korean soft power and national brand-
ing, major conglomerates such as Samsung, Hyundai, LG, and SK have become better
known than ever before. Nevertheless, according to Interbrand’s Best Global Brands index,
only three South Korean companies were in the top 100 globally in 2023: Samsung (fifth),
Hyundai (thirty-second), and Kia (eighty-eighth). But what is undeniable is the rise in South
Korean cultural exports, the growing popularity of South Korean pop culture content, and
the tangible economic value flowing from the exporting of soft power—based products and
services.

The Appeal and Openness of South Korean Pop Culture

The fact that South Korea is free and democratic with a flourishing civil society has been

a major advantage when it comes to strengthening the country’s soft power over the past
thirty years. Consider the trajectory of one of South Korea’s most popular cultural exports
in recent years: the television series Squid Game. When Netflix aired the Korean-made show
in 2021, it became the most watched Netflix series globally for the year.'** By then, K-pop
was already a growing international phenomenon, but South Koreans were as shocked by the
show’s success as global audiences were.

Even though the basic premise of the show was a harsh critique of the die-hard, intensely
competitive nature of South Korean society, South Korean netizens welcomed the show’s
global popularity, since it was another success story in the spreading popularity of the
Korean Wave. Although many factors contributed to Squid Game’s popularity, Psychology
Today noted in October 2021 that the show’s underlying premise and the power of K-culture
were key factors: “[ TThe show is Korean. It is set in Korea, and people speak Korean. This. . .
»143

taps into the global Korea-mania, evidenced by the breathtaking popularity of K-pop.

The show’s stellar success still came as a huge surprise, even though South Korean movies
like Parasite, which won the Best Picture Oscar in 2020, and the 2019 Netflix series
Kingdom had already showed the potential for South Korean content to attract a global
audience. As Julia Alexander, a senior strategy analyst, wrote in October 2021, “I'm assum-
ing that the executives knew because of the talent they used, because of the region they
released it in, that this was going to be a hit in South Korea. I would put good money that

the executives had no idea this was going to be a global hic.”"**

By contrast, consider the case of China, which ranks highly on soft power metrics for its
successful companies, scientific achievements, and cultural heritage, even though its repu-
tation has taken a hit due to the single-party rule of the CCP, its anti-Western propaganda,
pervasive online censorship, and the lack of a free press. China placed third in the 2024
Global Soft Power Index, but Chinese citizens themselves are not necessarily able to freely
enjoy the products of that cultural influence because of heavy political controls.
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For instance, when Netflix aired 3 Body Problem, based on the popular science fiction trilogy
by Chinese writer Liu Cixin, in March 2024, Chinese viewers were not able to watch it
without resorting to a virtual private network (or VPN) or a pirated version of the show,
since Netflix is banned in China. Some Chinese observers attacked the show for pandering
to Western tastes and showing the dark sides of China, such as the brutal killings during the
Cultural Revolution crackdowns in the 1960s and early 1970s. One Chinese human rights
lawyer posted that he had seen struggle sessions as a child during that dark era of purges and
upheaval, saying, “if I lived a bit longer, I might even get to experience it firsthand. It’s not
called reincarnation. It’s called history.”'® This example is a poignant reminder that cultural
products are not produced or enjoyed in a vacuum, separated from domestic politics and the
extent of censorship.

The Economic Footprint of South Korea's Cultural Exports

South Korea’s Ministry of Culture, Sports, and Tourism reported in January 2024 that
South Korea’s exports of copyrighted pop culture content in 2022 attained a new peak of
$13.2 billion, a more than 6 percent jump over 2021."¢ These exports fall among eleven
different sectors, including “publishing, music, games, broadcasting, film, and animation.”
South Korea’s content industry topped $114 billion in 2021 revenue.

It is worth noting that cultural exports make up just a small portion of South Korea’s

major exports, most of which are industrial goods: the country’s top overall exports include
semiconductors, ships, refined petroleum, and cars. And although South Korean cultural
content is attracting more global attention, the Korea International Trade Association has
stressed that 70 percent of these cultural exports were destined for Asian markets and that
licensing and standards, for example, had to be updated and standardized to spur growth in

other markets.'

Still, the economic importance of South Korean pop culture has grown: “the value of [the
country’s] cultural exports surpassed that of imports for the first time” back in 2008.4
K-pop played a crucial role in pushing South Korea’s cultural exports. According to data
from Spotify, since 2018, K-pop music streaming has grown by more than 100 percent in
the United States and more than 200 percent globally to reach “8 billion streams per month
around the world.”* More investments in South Korean pop culture appear to be around
the corner. When Yoon made an official visit to the United States in April 2023, he met
with Netflix co-CEO Ted Sarandos, and Netflix announced that it was going to invest $2.5
billion in South Korea or “double what Netflix [had] invested in Korea since entering the

Korean creative ecosystem in 2016.”"°
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Soft power is likely to become a key facet of South Korea’s stronger global branding, but
the country will also face growing competition from established cultural powerhouses like
Japan. South Korea’s K-content explosion was also the result of very lucky timing, since it
coincided with the rise in South Korea’s high-tech and consumer exports. At the same time,
South Korea’s restoration of democracy in 1987 also opened the floodgates, since almost all
government censorship over the arts, cinema, literature, and the media was lifted.

Such competition also spurred soft power growth. Former South Korean president Kim
Dae-jung and his administration’s decision to lift bans on Japanese cultural imports in 1998
was a key watershed moment, since it meant that South Korean content had to compete
head-on with popular Japanese movies, anime, drama, and music. Asahi Shimbun reported
in February 2024 on the continuing popularity of Japanese music in South Korea and noted,

Once considered to be a minor genre of music here, J-pop has now become
music to the ears of young South Koreans. For example, tickets for a
concert here of popular music duo Yoasobi instantly sold out, while a bar

playing J-pop tunes in a college area . . . is enjoying a roaring business.”

The longevity of K-dramas, South Korean movies, and K-pop will depend on numerous
factors such as sustained financial support, the ability to produce interesting stories and
content, and constant attentiveness to changing regional and global tastes. South Korea also
has several other core advantages to consider, such as its advanced manufacturing, its status
as one of the most wired countries in the world, its powerful ICT sector, and its positioning
as a close U.S. ally that also has deep historical linkages with China and the rest of Asia.
Soft power can play an indispensable complementary role if it grows alongside these other
key strengths.

Yet there are inherent limitations to South Korean soft power. To be sure, it is not going to
persuade Kim to give up his nuclear ambitions, nor will it change Xi’s aggressive posture
toward Seoul. But Pyongyang’s ongoing crackdown on South Korean cultural influence
suggests that North Korea’s younger generations are not eager to give up their lives for the
Kim dynasty and that they see the attraction of South Korean cultural wares.

Such content has proven popular enough among all levels of North Korean society to gain
the attention of North Korea’s rulers.”* In 2020, North Korea passed the [Democratic
People’s Republic of Korea] Law on Rejecting Reactionary Thought and Culture, illustrat-
ing Kim’s determination to wipe out South Korean cultural influence, especially among
younger generations.”” In January 2024, the South and North Development Institute
(SAND Institute) released video footage of a North Korean trial of two teenagers who were
sentenced to twelve years of hard labor for watching and distributing South Korean dramas.
The narrator says, “they were only 16 years old, just at the beginning of their lives. However,

they were seduced by foreign culture, ultimately ruining their future paths.”>*
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These developments have not rocked the Kim regime to its core nor led to its collapse.
Nevertheless, the most feared weapon in the eyes of the leaders of this closed-off, starving,
and totalitarian state is that the soft power attraction of its archenemy, South Korea, is grow-
ing despite deeper surveillance, harsher sentences and crackdowns, and intensified indoctri-
nation sessions at schools and workplaces. Apart from Seoul’s economic and global branding
advantages, if South Korean soft power continues to penetrate North Korea, it should be
seen as one of the most successful unintended consequences of South Korean creativity and
as a tool for reaching out to a new generation of North Koreans to convey the unparalleled
advantages of living in a free and democratic society.

Conclusion

As geopolitical, economic, and technological challenges continue to mount and as South
Korea faces much slower growth, high social welfare costs, and accelerating labor shortages,
how will the country’s national power change over the next two to three decades? Can Seoul
reinvent itself as it did starting in the late 1960s with its then nearly unprecedented eco-
nomic transformation? Will South Korea overcome immense structural shifts and threats to
emerge as a major technological hub, security partner, and leading purveyor of soft power?

If one looks at the list of challenges facing South Korea, including a shrinking and aging
population, worsening North Korean nuclear threats, China’s growing military assertive-
ness, worsening political divisiveness at home, generational clashes, and a highly uncertain
international environment, prospects for a second Miracle on the Han River seem highly
unlikely. As an economy that imports almost all its oil and natural gas, is overly dependent
on exports, is growing vulnerable to shifts in global supply chains, and has anemic economic
growth projections, the odds that South Korea can grow at 2 or 3 percent levels into the
foreseeable future remain very slim. Based on these trends, South Korea’s ability to emerge as
a major technology hub and security partner in the 2030s and 2040s seems to be fundamen-
tally constrained.

The good news is that South Korea successfully extricated itself from the 1998 Asian
financial crisis and also weathered the 2008 global financial crisis. The bad news is that
South Korea is being pulled down by demographic “quicksand” that will limit how fast and
successfully it can recover from another major economic downturn.

But writing off South Korea is likely to be a losing proposition. Despite all the odds stacked
against it, the next big phase of South Korea’s transformation could still be realized if it finds
new sources of growth, harnesses emerging technologies, responds adroitly to the security
challenges posed by North Korea and China, and retains the appeal of its cultural exports.
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Clearly, just because South Korea succeeded in extricating itself from poverty and in rising
to become one of the world’s major tech powers with growing soft power appeal doesn’t
mean that it will succeed in overcoming the immense obstacles in its path. Everything from
a declining population, a rapidly aging society, growing geopolitical threats, and the uncer-
tainties associated with the coming Al revolution means that business-as-usual approaches

will fail.

But in past cases such as the Asian financial crisis of 1997-1998 and the global financial
crisis of 2008, South Korea was able to come out of major economic disruptions with a spirit
of increased competitiveness. The biggest obstacle that hinders South Korea in meeting
these unparalleled challenges is the entrenched political divisions that are preventing crucial
bipartisan reforms in key areas such as fixing the national pension fund and national health
insurance and expanding affordable housing. And unlike previous examples where South
Korea emerged from massive crises, the role of the private sector and public-private collabo-
ration are absolutely critical for South Korea to traverse the many minefields ahead.

There are several steps that South Korean policymakers should undertake for the remainder
of the 2020s, and they include:

* Tackling the country’s demographic problems as a critical national security issue
since South Korea’s falling birth rate and rapidly aging society will have major ramifications
for every corner of the South Korean economy. A whole-of-government effort has been
stressed by every administration for the past two decades, but despite spending billions of
dollars to mitigate South Korea’s twin demographic bombs, all policies so far have failed.
Thus, new private-public initiatives and policy options must be pursued, including affordable
and guaranteed daycare, tax and financial incentives for new parents, educational subsidies,
and efforts to promote a better work-life balance. But South Korea’s population being on the
verge of dropping off the 50 million mark doesn’t mean the end of the country’s striving to
remain economically competitive.

* Implementing key structural economic reforms designed to balance South
Korea’s competing needs of maintaining its competitiveness and facing the realities
of a shrinking population. Top goals should include reforming South Korea’s ex-
tremely rigid labor market, ensuring a more competitive playing field for small and
medium-sized enterprises, increasing the country’s high-end technological R&D
capacity, and reducing its dependence on China as an export market. South Korea
only has ten or fifteen years to undertake crucial reforms before the cumulative
impact of a super-aging society, mounting social welfare costs and national deb,
and the effects of climate change take their toll and reduce the likelihood of a full

recovery.
*  Embracing the opportunities provided by emerging technologies to help South

Korea become a global leader in harnessing the momentum of the accelerating Al
revolution and the potential spillover effects of other emerging technologies, such as
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quantum computing, new materials, and biomedical breakthroughs. This includes
preparing for the massive repercussions these technologies (especially AI) have in
store for countless parts of the economy, the government, the armed forces, and

the educational system. Every major country is going to grapple with how best to
accelerate the momentum of Al while also putting guardrails in place. Although
the shockwaves Al is likely to generate will probably be incomparable to previous
transitions such as the advent of the internet and related digital transformations,
South Korea could capitalize on this momentum by demonstrating its ability to re-
design cities, workplaces, transportation and energy grids, and virtual reality—based
services.

Pursuing political reforms with the aim of reducing gridlock and the country’s
partisan political divisions. This would entail revising the current Sixth Republic
constitution (promulgated in 1987), which limits the president to a single five-year
term, and reducing the size of the 300-seat National Assembly. Sustained political
gridlock and the deepening partisan divide between the right and the left won’t be
overcome just through structural political reforms unless a consensus can be reached
on revitalizing the South Korean economy for an age of emerging technologies.

The original rationale for having a single five-year presidency term limit was to pre-
vent a return to authoritarianism and to ensure that the army remained firmly under
civilian control. Since 1987, South Korean democracy has been firmly established,
including irreversible civilian control over the military, so it is time to consider
alternative presidential systems, such as the American one based on two four-year
terms (provided that the incumbent is willing and able to run for and win a second
term). The South Korean president wields significant power, but by his or her
second or third year in office, the officeholder’s presidential power begins to wane,
especially if the opposition controls the National Assembly, as is the case today.
South Korea must assure vital checks and balances against an imperial presidency,
but if a second term were allowed, it would incentivize the incumbent president to
forge more bipartisan policies. And while no political system is free from gridlock
and built-in ideological and policy preferences, revising the Constitution to shift

to two four-year presidential terms would temper presidents’ urge to push through
massive changes at the beginning of their terms and would provide greater impetus
for bipartisan collaboration.

Building a more self-sufficient military that can hold its own in the face of
North Korea’s nuclear arsenal, pressure from China, and worsening U.S.-China
competition. This includes guarding against the possibility of war over Taiwan or a
major U.S.-China naval conflict in the South China Sea. While South Korea gains
critical dividends from its long-standing alliance with the United States, it is also
undeniable that different U.S. presidents have called for a reduction in the USFK
or a gradual withdrawal. To ensure that the South Korean military has the requisite
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capabilities to effectively counter mounting threats from North Korea and beyond,
its alliance with the United States remains a key requirement as Washington begins
to adjust its global security commitments.

* ¢ Shoring up ties with major allies like the United States, Japan, and Europe to
coordinate policy effectively in a range of security, economic, and technological
areas. This includes making more resilient supply chains even as partners’ respective
companies compete head on with each other. But if South Korea is to retain geopo-
litical and economic edges in an era of derisking its economy from China’s, it makes
sense for Seoul to ramp up investments in the United States and the EU.

The future of South Korea’s national power, or K-power, is being contested on all sides. If the
country’s growth rate continues to stagnate at between 1 and 2 percent over the next twenty
to thirty years with a rapidly aging and shrinking population, tax revenues will also fall."®
Unlike other major world economies, South Korea’s domestic market is relatively small (and
shrinking), and Seoul has little choice but to continue to rely on exports. But as it faces
increasing competition from developing economies, it must move up the export value chain.
South Korea’s economic takeoff was led by the chaebols, including Samsung, SK, Hyundai,
and LG among others. According to Statista, the share of South Korea’s GDP contributed by
Samsung and affiliated companies from 2017 to 2022 averaged slightly over 20 percent, or

about one-fifth of the country’s GDP."*

Domestic politics also form a bottleneck that hampers progress. Political divisions between
the right and the left remain deep, unrelenting, and likely to persist, including the divided
government pitting Yoon and the PPP against their DP rivals in the National Assembly ma-
jority. But it must also be stressed that the PPP received about 45 percent of the vote versus
approximately 50 percent for the DP; because South Korea has single-seat constituencies and
a winner-take-all system, the DP gained a huge majority in the National Assembly.”” Yet if
Yoon faces an uphill struggle, so does Lee as the face of the DP. The latter faces a number

of indictments and ongoing trials on various corruption charges."®

If he is convicted by the
high courts and if the ruling is ultimately upheld by the Supreme Court, the DP will face
a massive internal power struggle. Former justice minister Cho Kuk, whose newly formed
Rebuilding Korea Party shocked the political world by gaining twelve seats in the National
Assembly, also faces a number of indictments.” Not unlike Trump’s unprecedented indict-
ments and trials during a crucial U.S. election year, these cases confronting the opposition’s

leading figures dominate South Korean politics.

A significant difference between the major parties lies in their perception of the role of South
Korea’s chaebols such as Samsung, SK, LG, and Hyundai. The PPP has favored deregulation
of cumbersome labor laws and lowering the corporate tax rate, whereas the DP has main-
tained opposing stances. But the DP cannot have it both ways—it cannot seek to spur South
Korea’s next-generation wave of scientific and technological innovation but also clamp down
on the chaebols. Since these conglomerates are the main technology drivers in the country,
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it would be nearly impossible for South Korea to compete globally without them. Unless the
DP overcomes this internal catch-22, its economic and technology policies will face mount-
ing internal contradictions.

Chacebols were and remain major engines of South Korea’s economic growth, but they have
to become much more innovative and competitive to become real pioneers in the Al age.
One silver lining is the growing role of small and medium-sized businesses in the economy.
As one long-time observer wrote in 2022,

It is undeniable that the Big Five chaebols have a commanding presence in
terms of capital, technologies, skilled human capital, superior management
capabilities, and brand power. They are both competitive and profitable . .
. Still, as South Korea’s age of industrialization crosses the half-century mark
highly competitive SMEs are emerging'*® (Emphasis added).

South Korea can only hope to remain globally competitive and spur new sources of power
at home if it can drive new collaborations in science and technology coupled with policy
support from the president’s office, all of the key ministries and agencies, and the country’s
major political parties. The chaebols and SMEs have to coexist, and Al-related disruptions
should be mitigated as much as possible. Business-as-usual solutions simply will not work
given the scale of the challenges the country faces. The critical impediment is the National
Assembly and the deep political divisions between the left and the right on how to steer
South Korea through this period of transition. Indeed, because of the many threats assailing
the sustainability of K-power, South Korea can either opt for a slow but irreversible decline
or implement reforms that will enable it to emerge as a global economic, technological,
security, and cultural leader in an age that prizes innovation.

The choices facing South Korea have rarely been so stark or consequential. South Koreans
can opt for higher national debt; enact economic reforms; increase populist policies to entice
voters; and keep delaying South Korea’s economic and technological alignment with partners
like the United States, Japan, Australia, key members of the Association for Southeast Asian
Nations, and the EU. Or they can bite the bullet and reengineer South Korea into one of the
world’s most advanced innovation hubs by leveraging emerging technologies to build more
ecofriendly urban centers, allowing all types of businesses to flourish, enacting educational
reforms in a period of rapidly falling student populations, and challenging existing norms
that stifle growth and inventiveness.

The key burden rests on the shoulders of South Korea’s two major political parties, with their
penchant for populist policies at the expense of structural reforms. If South Korea’s political
leaders fail to construct a new development paradigm (as is likely), South Korea’s future as a
model economy for embracing Al and other emerging technologies cannot succeed. Hence,
the reengineering of South Korea in the age of Al must be led by the business community
together with a fresh and powerful intellectual movement that strives to create a new social
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contract, enable next-generation R&D pioneers to create multiple “next Samsungs,” and
expand new world markets. Remaking South Korea as the world’s leading-edge Al labora-
tory won’t happen because of South Korean politicians, but rather despite them. That’s the
critical element that could prevent K-power from peaking.
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