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Changes in Interdependence, US-China
Strategic Competition, and the New Dynamics
of the East Asian Regional Order

Seungjoo Lee

The immediate cause of the East Asian states’ pursuit of new economic statecraft,
which has led to changes in the regional order, was the rise of US-China strategic
rivalry. However, one structural factor behind the adoption of this statecraft is the
economic network formed in East Asia. The emergence of new economic statecraft
has had systemic effects, such as the spread of network sanctions, the adoption of
divergent strategies, and the dual dynamics of cooperation and competition between
states.
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Introduction

The strategic rivalry between the United States and China and the global spread
of COVID-19 brought about the reemergence of geoeconomics. As East Asia has
become the site of US-China strategic competition, the East Asian states, as well
as the United States and China, have begun actively pursuing a new economic
statecraft that links economics and security in their dealings with each other. In
this study, I make a distinction between geoeconomics and economic statecratt.
Geoeconomics is a system-level phenomenon in which the pattern of resolving
conflicts and disputes between countries through economic means is reinforced.
Economic statecraft refers to a state strategy in which individual countries link
their economic and security policies to secure an advantage in geostrategic
competition (Mattlin and Wigell 2016; Aggarwal and Reddie 2020).

This paper aims to identify the factors that have caused the East Asian
states to practice new economic statecraft, which in turn has led to changes
in the regional order in East Asia. While the US-China strategic rivalry is the
immediate cause of the adoption of a new economic statecraft, one structural
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factor that has prompted the East Asian nations, including the United States and
China, to pursue this rather than the traditional form of economic statecraft is
the economic network that has been formed in East Asia (Aggarwal and Reddie
2020). The US-China strategic competition and the networked nature of the
global economy have combined to facilitate the rise of a new geoeconomics in
East Asia at the regional level (Allison et al. 2021; Beeson 2018; Oatley 2019;
Sun 2019). Responding to this regional trend, East Asian states are resorting
to economic statecraft to maximize the damage inflicted on a target country
while minimizing damage to themselves. This is in stark contrast to traditional
economic statecraft that primarily relied on asymmetric interdependence. When
it employed traditional economic statecraft, a state had no choice but to absorb
a similar magnitude of damage as its economic sanctions inflicted on the target
state. The greater the damage it inflicted on the target state, the greater the cost it
had to bear.

However, by embarking on long-term strategic competition, the United States
and China are faced with a daunting domestic political challenge in effectively
managing the damage to their own countries. A country that has an advantage
within the network will have the means to monitor interactions within the network
as a whole and isolate another country from the network if necessary (Farrell and
Newman 2019). A country holding a key position within the network can maximize
damage to the target country without incurring damage to itself. Moreover, a
country holding a hub position within the network can expect the additional benefit
of being able to organize international cooperation to constrain target countries.
It is against this backdrop that new economic statecraft has emerged.

The spread of new economic statecraft among the East Asian states has paved
the way for the emergence of geoeconomics, and this is reflected in the changing
dynamics of the East Asian regional order. As traditional geoeconomics is mainly
focused on bilateral relations, studies on the effect of geoeconomics on regional
order are scarce. In East Asia, the United States and China are not only engaged in
fierce strategic competition, but they are also promoting new economic statecraft
as a means to construct a regional order favorable to themselves (Foot and King
2019; Liu and Liu 2019). East Asian states have a common interest in alleviating
the rising uncertainty caused by US-China strategic competition, and they are
implementing different strategies in response to the United States and China.
Also, at work are the dynamics of competition and cooperation between East
Asian countries.

Theoretical Review

The spread of new economic statecraft in East Asia has revived discussion of why
it is being pursued by East Asian states and what are its consequences. First, the
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strategic competition between the United States and China is the core reason East
Asian countries pursue economic statecraft. As this competition has expanded
from the bilateral to the regional level, the East Asian region has become a site
of geoeconomic competition (Li 2020). In these circumstances, it is inevitable
that East Asian states would pursue economic statecraft (He and Li 2020; Zhao
2019). The United States and China are engaged in fierce competition to establish
a regional economic order favorable to themselves in, among others, the military,
security, economic, technological, and cultural fields (Lee 2016; Masujima 2021).
In the process, the two powers are pursuing an economic statecraft that closely
links the economic and security fields. To deal with the heightened uncertainty
caused by the US-China strategic competition, the East Asian states have found it
necessary to pursue economic statecratft.

While it is clear that the US-China strategic competition is having a significant
impact on the East Asian regional order (Goh 2007; Goh 2016), this explanation
overlooks the impact of the structural changes that took place during the first two
decades of the 21st century. Since then, the trade imbalance between the United
States and China has widened, while at the same time, a significant change has
taken place in the regional economic order in that the link between the East Asian
regional value chains (RVCs) and those of North America have been considerably
weakened. Although the advent of the US-China strategic competition marked a
turning point in the regional economic order, an exclusive focus on this cannot
explain the effect of the gradual change that has occurred over the period 2000-
2020.

From this perspective, the intensification of strategic competition between
the United States and China is likely to narrow the range of strategic choices for
East Asian states, because those two powers are pursuing an economic statecraft
that prioritizes their own interests in their dealings with each other as well as
with the East Asian states. International cooperation pursued by the United States
and China is also a part of their economic statecraft in that it is used as a means
of strategic competition. However, given that individual East Asian states are
responding to US-China strategic competition in substantially different ways, it is
necessary to analyze the impact of this strategic competition on East Asian states’
strategic choices. The positions that East Asian countries occupy in the regional
economic order could be a factor influencing their strategic choices. States
occupying different positions within the RVC may pursue different strategies in
the supply chain restructuring process and differ in their responses to US-China
strategic competition.

Another explanation for the rise of geoeconomics in East Asia is the pursuit
of hedging by East Asian countries (Pempel 2010). Hedging is a popular strategy
among East Asian states faced with US-China strategic competition. It may be
an effective strategy in times of high uncertainty because, unlike balancing or
bandwagoning, it prioritizes risk management rather than profit maximization
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(Lim and Cooper 2015). Hedging is an empirically valid explanation for the
behavior of East Asian countries as few of them are explicitly engaged in
balancing against or bandwagoning with the United States or China (Kuik 2016).

However, this explanation fails to capture the diversity of the economic
statecraft practiced by the East Asian states. Even though East Asian states may
be cautious about pursuing a realism-based foreign policy, a more systematic
explanation is needed for whether this is the result of intentional hedging. In
addition, it is necessary to examine the effectiveness and limitations of hedging
by identifying the difference between diplomatic rhetoric and actual diplomatic
strategy. Also, hedging cannot entirely explain the different strategies adopted by
individual East Asian states. Given that hedging is mainly seen as an alternative
to a realist strategy, it is necessary to expand our theoretical foundation to explain
the differences between countries that are pursuing hedging.

We may also seek an explanation for the strategies adopted by East Asian
from the perspective of traditional economic statecraft. Studies on geoeconomics
in the immediate post-Cold War period focused on how new means could
effectively replace military means (Luttwak 1990). It was assumed that as the
cost of resolving conflicts by military means increased, controlling a target state
through economic means would become more effective (Scholvin and Wigell
2018). However, as numerous debates over the effectiveness of economic sanctions
have shown, traditional geoeconomics results in a significant gap between the
goals and effectiveness of sanctions, and the sustainability of sanctions is dubious
because the political and economic costs of imposing them are substantial. For
this reason, not only the United States and China but also some East Asian states are
looking for ways to minimize the cost of sanctions to themselves while maximizing
the damage inflicted on the target state (Kim and Margalit 2021). It is in this
context that the focus of analysis has shifted to weaponized interdependence
differentiated from traditional economic governance (Farrell and Newman 2021).

Main Argument

I argue that changes in the regional order since 2000 combined with US-
China strategic competition have promoted the rise of a new geoeconomics in
East Asia, and both of these factors have spurred East Asian states to pursue
new economic statecraft. The new economic statecraft is a combination of the
traditional economic statecraft that primarily takes advantage of the asymmetric
interdependence of hard power and a form of statecraft that utilizes a country’s
key position in the network. New economic statecraft emerges as states seek
low-cost and effective means, such as network sanctions, because traditional
economic statecraft is too costly to be sustained.

This study focuses on the gradual but substantial structural changes that
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have taken place in East Asian RVCs since 2000, including their geographic
expansion and verticalization. As the number of countries participating in RVCs
increased, most East Asian countries inevitably became involved in the US-China
trade imbalance. And the emergence of China as a hub for East Asian RVCs has
encouraged further verticalization.

These structural changes have facilitated changes in economic statecraft.
The United States has combined traditional economic statecraft, such as the
imposition of high tariffs, with elements of the new economic statecraft, such
as network sanctions that use networks to precisely sanction the target state.
The United States uses this combination because the effectiveness of traditional
economic statecraft is unclear and therefore difficult to sustain domestically.
China also uses both types of economic statecraft, as it not only has a relationship
of asymmetric interdependence with most countries in East Asia (Lai 2018) but
also occupies a key position in the supply chain (Glaser 2021).

As a reflection of the growing need for a strategic response to US-China
strategic competition, new economic statecraft is spreading to other East Asian
states. Japan, which is a supplier of key materials and technologically advanced
components, is also pursuing new economic statecraft—one example being its
decision to drop Korea from the “white list” in 2019 (Sugihara 2019). Meanwhile,
Korea and Taiwan, which form the secondary hub in the high-tech supply chain,
are employing new economic statecraft in response to US-China strategic com-
petition, as they see themselves as occupying a key position in the restructuring of
the supply chain. These examples show how new economic statecraft that utilizes
a state’s position in the supply chain is spreading among the countries of East
Asia.

This study also argues that US-China strategic competition and structural
changes in the supply chain are affecting the dynamics of the East Asian regional
order. The features of change in the regional order are the mobilization of network
power, the adoption of divergent strategies, and competition among East Asian
states. Since the East Asian regional network is densely formed, states occupy
different positions within it. States occupying a key position in the network can
convert that position into network power. This is the cause of strategic divergence
and the competitive dynamics between East Asian states.

Asian Interdependence Old and New

Triangular Trade and Global Imbalances

Structural changes in the Asian supply chain have not only increased global
imbalances but also changed the nature of interdependence among Asian
countries. In 2005, China began to record a trade surplus which continued to
increase until 2010. As the world economy gradually recovered from the global
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financial crisis, China’s trade surplus began to grow again, reaching US$421.9
billion in 2019 (Statista 2022).

Global imbalances are a decisive factor in continuity and systemic change
in traditional trade networks (Feldstein 2008; Woo 2008). The trade imbalance
between the United States and China, which increased from US$260 billion
in 2008 to a record high of US$439.3 billion in 2018, prompted the Trump
administration to launch a trade war (United States Census Bureau 2022).
Indeed, the United States accounted for over 90 percent of China’s total trade
surplus of US$480 billion in 2018. The increase in the US-China trade imbalance
reflected the fact that China, as the world’s production center, was importing
intermediate goods from Asian countries and exporting final goods to countries
outside the region (Lee 2019).

The trade imbalance is structured at the global level as the gradual expansion
of China’s imports of intermediate goods from Asian countries is intricately related
to China’s exports of final goods to countries outside the region. As a result, China
maintains a trade surplus with countries that trade mainly in final consumer
goods while it has a trade deficit with countries that trade mainly in energy and
intermediate goods. In addition to the United States and Hong Kong, China
maintains a trade surplus with European countries such as the Netherlands, the
United Kingdom, and Spain, and Asian countries such as India, Vietnam, and
Bangladesh, as they all import final consumer goods from China. By contrast,
China has large trade deficits with suppliers of intermediate goods such as
Taiwan, South Korea, Japan, and Germany.

Changes in the Asian Supply Chain
The Asian supply chain had been undergoing structural changes before the advent
of US-China strategic competition. This involved not only changes in bilateral
trade relations between the United States and China but also in China’s trading
relations with Asian countries at the regional level. The US-China trade imbalance
is a result of structural changes in the RVCs in which Asian countries participate.
Given that China holds a hub position in the supply chain, the global imbalance
stems from China’s trade pattern—that is, its trade surplus with countries to
which it exports final consumer goods and trade deficit with those countries
from which it imports mainly energy and intermediate goods (Lee 2019).
Meanwhile, the complex global value chain (GVC) trade network exhibits
different characteristics from the traditional or simple GVC trade network. As the
link between Asian RVCs and North American/European RVCs has weakened,
Asian RVCs have become more concentrated. In 2000, when the United States
was a technology supply hub for Asia, Asian RVCs were closely linked to the
North American RVCs through Japan, or the Asian hub. Since 2017, as China
emerged as the hub of the Asian RVCs, linkages between the two regions have
substantially weakened ahead of US-China strategic competition (see Figure 1).
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Figure 1. Changes in GVCs: Overall
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The decline of North America as a destination for Asian RVC exports is an
indication of the increased regional concentration of RVCs in Asia. This is also
demonstrated by the increase in the proportion of complex GVCs from 39.6
percent in 2000 to 46.2 percent in 2017 (WTO 2019). Linkages between Asian
countries have expanded and deepened through China. China has established
production links with most of the countries in the region, including Korea, Japan,
and Taiwan, so that it now occupies a hub position in the RVC trade network.
In short, the structural changes have caused Asian RVCs to become more
concentrated, while linkages between regions have weakened.

The structural change is the result of China’s upward movement to a high-
value-added stage within the Asian RVCs. Although Chinese firms engage in the
GVCs in diverse ways, China has emerged as a hub for RVCs as it has risen within
the GVCs (Kee and Tang 2016). When the Xi Jinping government confirmed its
commitment to reducing carbon emissions and improving the environment—
for example, by basing corporate value on firms’ non-financial performance such
as environmental, social, and governance (ESG) standards—it was an indication
that China intended to move away from being a center of production and to
construct a supply chain centered on high-tech industries. In May 2020, China’s
State Council unveiled a plan for investing in high-tech infrastructure worth
US$1.4 trillion over the following five years as part of its measures to support the
upward movement of Chinese companies in the value chain (Bloomberg 2020).

The increased concentration of RVCs has resulted in two major changes in
connectivity among the Asian countries: the horizontal expansion of the RVCs
and changes in their vertical hierarchy. Expansion of the geographic scope of the
Asian RVCs has occurred as a result of China upgrading its industrial structure
and its role as a production base within the value chain being taken over by other
developing countries in Asia.

China’s upward movement in the value chain since the beginning of the 21st
century has further reinforced the hierarchical nature of the Asian RVCs, allowing



340  Seungjoo Lee

Figure 2. Complex GVC Trade Networks in the ICT Sector
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developing countries in the region to enter the low-value-added production
stages. These countries have formed a vertical relationship with China, which is
particularly conspicuous in the ICT industry. In ICT, where dense networks of
complex GVCs have been developed, China imports intermediate goods from
Asian countries and some countries outside Asia such as Germany and Norway
and exports final goods to the United States. While there has been no significant
change in imports from Germany, which is a traditional supplier of components,
China’s imports of materials and intermediate goods from Asian countries such as
Korea, Taiwan, and Japan have substantially increased. Since the 2010s, China has
begun importing materials and intermediate goods from other Asian countries
such as Vietnam and Singapore. These changes in China’s trading patterns are
signs of a massive increase in the complexity of the ICT industry supply chain.
China could emerge as a hub in the Asian RVCs, while Korea, Japan, Taiwan, and
Malaysia would act as secondary nodes, and Hong Kong, Thailand, Brunei, Laos,
and the Philippines would be tertiary nodes (see Figure 2).

In the course of supply chain restructuring, on the supply side, the link
between the United States and China continued to weaken, and this was further
accelerated by the US-China trade war. The United States maintained its status as
a supply hub for Asian countries until the early 2000s. However, its status in the
supply chain has continued to deteriorate since the 2008 global financial crisis.
The restructuring of the supply chain was precipitated by US-China strategic
competition and the global spread of COVID-19.

From the point of view of economic statecraft, structural change in the
RVCs had three effects. First, as it emerged as an RVC hub, China was able to
take advantage of the network asymmetry that affected most Asian countries and
practice new economic statecraft. Second, as the economic relations between
Asian countries became more networked and the Asian RVCs became more
hierarchical in nature, the United States had to seek cooperation with allies
and partners that occupy key positions within the RVCs, namely Korea, Japan,
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and Taiwan. And third, these three countries have also begun to practice new
economic statecraft.

New Economic Statecraft in East Asia

New Economic Statecraft and US-China Strategic Competition

The tremendous costs associated with traditional economic statecraft—for
example, in terms of tariffs—spurred the United States and China to move from
a trade war to competition over technology. While both countries mobilized
tariffs to wage a trade war, the trade imbalance became a source of asymmetric
bargaining power for the United States. The Trump administration tried to reduce
the trade imbalance by imposing prohibitively high tariffs on Chinese imports,
and it resorted to asymmetric interdependence as a means not just to address the
trade imbalance, but to deal with other structural problems built into the Chinese
system such as technology hijacking, subsidies, state-owned enterprises, and
industrial policy. The trade imbalance that was the cause of the trade war turned
into a strategic asset for the United States (Lee 2019). In this regard, the United
States relied on traditional economic statecraft that weaponizes asymmetric
interdependence to apply pressure on China.

However, as the trade war proceeded, both the advantages and the limitations
of a traditional economic statecraft that relied on tariffs became evident. In the
short term, the trade imbalance gave the United States a structural advantage that
allowed it to go on the offensive against China. In response to the US imposition
of high tariffs in the early stages of the trade war, China adopted a hardline policy
of retaliation. However, as the trade war of tariff imposition and retaliatory
tariffs escalated, it turned out that it was not sustainable for China to overcome
the structural disadvantage of the trade imbalance. Due to their relationship of
asymmetrical interdependence, China was unable to respond to the US tariffs
on the same magnitude and scale, and the US could not solely rely on tariffs to
induce Chinese compliance in a situation of strategic competition.

Recognizing the limitations of traditional economic statecraft, the United
States and China found new ways of sustaining their strategic competition.
The United States went in two directions. First, it strengthened its defensive
measures to prevent China from illegally acquiring or hijacking advanced US
technology, which was reflected in the Trump administration’s signing of a bill
that strengthened the powers of the Committee on Foreign Investment in the
United States (CFIUS) in August 2018. The aim of the bill was to prevent Chinese
companies from taking advantage of the United States’ open capital markets to
acquire advanced technologies.

The Foreign Investment Risk Review Modernization Act (FIRRMA), also
known as “CFIUS 2.0,” is another new economic statecraft mechanism that
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introduced detailed reviews of investments by Chinese companies to check
whether they are linked with Chinese industrial policies, such as “Made in China
20257 It also requires a more thorough review of investments made by Chinese
state-owned enterprises and state-owned funds (Khanapurkar 2020). The CFIUS
reform has had the effect of blocking one of Chinass illegal technology acquisition
channels, and it also seeks selective decoupling with China by encouraging the
Western countries to unite in response to China’s predatory investment in high
technology. This action by the United States is likely to push China into a more
active pursuit of technological self-reliance in the long term. In March 2019,
the Chinese government passed the Foreign Investment Law which brought in
corresponding measures against countries that restrict Chinese investment.

It is against this backdrop that the United States is turning toward a network-
based approach. The sanctions the US government imposed on Huawei are
economic statecraft in the form of network sanctions. In May 2019, the US
government took steps to add Huawei and its sixty-eight affiliates to the Ministry
of Commerce’s Bureau of Industry and Security (BIS) Entity List. This allowed
the US government to restrict the supply of key components to Huawei by US
companies such as Intel and Qualcomm. Washington could do this because US
companies occupy a hub position in the supply chain.

The dilemma for the United States is that because it is highly dependent on
a China-centered supply chain in many industries such as pharmaceuticals, daily
necessities, and batteries, it is susceptible to China’s punitive measures such as
export restrictions. To enhance the effectiveness of its economic statecraft, the
United States had no choice but to reduce the vulnerability of the supply chain
to threats from China. With this in mind, the US government has pushed for
various measures such as reshoring, “friend shoring;” and “ally shoring”

The spread of COVID-19 revealed the supply chain’s fragility. When China
imposed export restrictions on medical products such as masks and personal
protective equipment in the early stages of the pandemic, this brought home to
the United States the vulnerability of its supply chain. The US public realized
the key role that China plays in the production of these items and the difficulty
of sourcing them elsewhere at short notice (Eshoo and Schiff 2019). The
United States, which was engaged in strategic competition with China, came to
identify the vulnerability of the supply chain as a source of security threat. Thus,
the COVID-19 pandemic dramatically increased awareness of supply chain
vulnerabilities among both policymakers and the general public.

For the United States, the structural weakness of the supply chain and
dependence on China acted as a constraint on strategic competition. This may be
why the Biden administration pushed ahead with the restructuring of the supply
chain for reasons of national security. Prior to COVID-19, US multinationals
gave top priority to efficiency when they were forming and managing their supply
chains, but since the pandemic, these companies have attempted to address supply
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chain vulnerabilities by accelerating the adoption of automation and securing
multiple suppliers (EY 2020). They have sought to limit their vulnerability despite
the potential for efficiency degradation.

Another measure the US government has adopted to restructure the supply
chain is reshoring. The US push to realign its supply chain for key strategic
items such as semiconductors, electronic vehicle batteries, rare earths, and
pharmaceuticals, including vaccines, is part of a strategy to alleviate supply chain
vulnerabilities by reducing reliance on China (White House 2021a). Reshoring,
which involves increased domestic production capacity and partial decoupling or
partial disengagement, is aimed at alleviating supply chain vulnerability. Rather
than completely decoupling, the United States is attempting partial decoupling to
further refine its supply chain strategy in areas which are essential to maintaining
its dominance in advanced technologies and industries.

New Economic Statecraft and the Securitization of the Supply Chain

The rise of US-China strategic competition and the global spread of COVID-19
caused Washington to recognize that the United States is reliant on an East Asian
supply chain centered on China. In particular, the US government highlighted its
dependence on primary products such as medical products, daily necessities, and
high-tech items. When the pandemic revealed how dependent the United States
was on a China-centric supply chain, the US government recognized that supply
chain vulnerability is a national security issue. Defining China’s technology
takeover as an economic invasion, the Trump administration invoked the Defense
Production Act (DPA) to help mitigate supply chain vulnerabilities, encouraging
US companies to increase domestic production.

Beyond defensive measures that mitigated supply chain vulnerabilities, the
United States has taken harsher measures to contain China by leveraging its hub
position in the high-tech supply chain. Based on a supply chain review report,
the Biden administration prepared countermeasures to strengthen supply chain
resilience for key items such as semiconductors, batteries, pharmaceuticals,
and scarce resources (White House 2021a). Specifically, the administration
attempted to renovate the US innovation ecosystem to reinforce the resilience
of the supply chain, strengthening innovation capability and pushing for the
expansion of domestic production capacity. Reshoring has been promoted as
a means of expanding domestic production capacity for key items. Although
reshoring is primarily aimed at US companies, foreign companies have also been
invited to participate, as can be seen from the invitations extended to overseas
companies such as Samsung and TSMC to take part in the Biden administration’s
Semiconductor CEO Summit in May 2021 (White House 2021b).

As reshoring involves cooperation with allies and partners such as South
Korea and Taiwan, it is a typical example of an economic-security linkage (Pempel
2012). Furthermore, US efforts to strengthen cooperation with its allies and
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partners does not stop at expanding American production capacity; it also entails a
restructuring of the supply chain centered on China in key advanced technologies.
This means that the US government has the potential to use reshoring as an
offensive tool in dealing with China. The new economic statecraft that involves
using the supply chain has changed the nature of US-China strategic competition,
and changes in the structure and density of networks of economic relations
between states in the region have facilitated the emergence of new economic
statecraft.

The emergence of new geoeconomics has had the secondary effect of pushing
other East Asian countries to attempt the economy-security linkage. As strategic
competition between the United States and China intensified and supply chain
uncertainty rapidly increased due to the spread of COVID-19, Japan, Australia,
and India promoted the Supply Chain Resilience Initiative (SCRI). As the TSMC
case shows, Taiwan acceded to the Biden administration’s request to produce
semiconductors in the United States and at the same time has tried to restructure
its supply chain centered on China by, for example, building semiconductor
production facilities in Japan. Korea’s Samsung Electronics announced that it
would build a semiconductor plant in Texas, SK Innovation planned a plant
in Georgia, and LG Energy Solution set up shop in Michigan, investing about
US$27 billion in battery production. As demonstrated through SK Innovation’s
agreement to form a long-term cooperative relationship with Ford and LG Energy
Solutions agreement with General Motors, Korea is seeking to form a stable and
future-oriented relationship with the United States in the high-tech sector. As
such, there has been a change in the regional economic order in that Asian states
are realigning their relations with the United States and China.

The emergence of new economic statecraft has not only influenced the US-
China strategic competition, it has also changed relations between countries
within the region. As China rose to prominence in the first two decades of the 21st
century, most Asian countries experienced a substantial change in their economic
relations with China. This had two political and economic consequences. The
increase in economic exchanges with China served as a new engine of economic
growth for regional countries and also helped minimize the impact of changes
in the external environment such as the 2008 global financial crisis. However,
increased economic exchanges with China made most of these countries
vulnerable to economic coercion, as they have relationships of asymmetric
interdependence with China. This vulnerability spurred the rise of new economic
statecraft in East Asia.

The new geoeconomics also affected relations between East Asian states.
Similarities and differences are found in East Asian states’ responses to the US-
China strategic competition. Most East Asian states have a common interest in
preventing the region from becoming an arena for US-China strategic competition
and in avoiding taking sides between the United States and China. However, as



Interdependence, Strategic Competition, and Regional Order 345

East Asian states have different threat perceptions concerning US-China strategic
competition, they have sought different strategies for dealing with it. States such
as Japan, Australia, and Taiwan have responded aggressively to Chinese economic
coercion, despite their high level of dependence on trade with or investment in
China (Govella 2021). South Korea and most Southeast Asian states are pursuing
a strategy that is designed to gradually alleviate economic vulnerability to Chinese
coercion while maintaining traditional security relations with the United States.
Having emerged as major beneficiaries of the diversification of the supply chain
promoted by the United States and other East Asian states, Vietnam and India
have refrained from directly responding to the US-China strategic competition.

As mentioned above, East Asian states are also attempting an economy-
security linkage (Aggarwal and Govella 2013; Goldstein and Mansfield 2012).
As conflicts between Japan and Korea escalated due to differences over historical
issues, Japan imposed export restrictions on Korea for key materials essential
for semiconductor production (Sugihara 2019). This is a form of new economic
statecraft that takes advantage of Koreas dependence on Japan for key materials
in the semiconductor supply chain. The Japanese government believed these
measures would inflict a heavy blow on Korea’s largest export item, semicon-
ductors, while minimizing the negative impact on Japanese companies (Y.-H.
Kim 2021). These export restrictions have resulted in Korea intensifying efforts to
reduce its dependence on Japan in its semiconductor supply chain and improve
its self-sufficiency in key materials and components. So, it is not only the United
States and China that have been reorganizing their supply chains, the East Asian
states have become involved in that process too, thereby further promoting
changes in the regional economic order.

The Systemic Effects of New Economic Statecraft in East Asia

Network Position and Network Power

Structural changes in the East Asian supply chain have not only increased global
imbalances, but also changed the nature of interdependence among East Asian
countries. At the individual country level, structural changes in the supply chain
have altered positions within the network. As China replaced Japan as a supply
chain hub, it became the center of trade in materials, intermediate goods, and
final goods for most countries in Asia. As the largest trading partner of most
Asian countries, China could pursue a two-track strategy. It could leverage
its asymmetric interdependence and its hub position in the supply chain to
engage in aggressive economic statecraft in relation to East Asian countries.
First, in response to the Korean government’s decision to deploy Terminal High
Altitude Area Defense (THAAD) in 2016, the Chinese took all-around economic
retaliatory measures in the fields of trade, investment, distribution, tourism, and
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cultural content. The damage caused by economic retaliation over the first six
months was estimated at 8.5 trillion won in Korea and 1.1 trillion won in China,
which is equivalent to 0.5 percent of Korea’s GDP and 0.01 percent of China’s GDP,
respectively (Hyundai Research Institute 2017). This is a typical example of the
kind of economic statecraft that takes advantage of asymmetric interdependence.

Second, China engaged in new economic statecraft by taking advantage of
its key position in the supply chain. In 2010, during the Senkaku/Diaoyu Islands
dispute, the Chinese government banned the export of rare earths to Japan. China
could resort to this measure because it holds a critical position in that supply
chain as it accounts for 80 percent of the production of rare earth materials used
in the production of most high-tech products such as semiconductors, electric
vehicles, wind turbines, and military weapons systems. President Xi Jinping
highlighted the importance of resources as well as cutting-edge technology in his
response to the US offensive, which involved, among other measures, banning the
export of rare earth materials to the United States (Mai and Lee 2019). Since then,
Japan has reduced its dependence on China for rare earth materials from 91.3
percent to 58 percent, but there is a limit to its ability to alleviate its vulnerability
to China’s economic coercion (China Power 2020).

Meanwhile, structural changes in the supply chain, accelerated by US-China
strategic competition and the global spread of COVID-19, have had two systemic
consequences. First, the position of each individual country in the supply chain
affects its China strategy. Most East Asian states, recognizing that asymmetric
interdependence makes them vulnerable to Chinese economic coercion, try to
maintain friendly relations with China. In parallel with this, they take a structural
approach, including utilizing their position in the supply chain to diversify
their sources of supplies. As they secure a two-way relationship with China in
major industries where dense supply chain networks are formed—including the
ICT industry—Korea, Taiwan, and Japan are in a good position to take such an
approach. China, which accounts for only 4 percent of the global semiconductor
market, is inevitably dependent on South Korea and Taiwan which occupy key
positions in the ICT supply chain. Their network positions allow Korea and
Taiwan to seek strategies different from other East Asian states in response to
China’s economic coercion—that is, they can pursue new economic statecraft. In
other words, Korea and Taiwan can convert their network position into network
power.

Differentiation of Strategies among the East Asian States

The establishment of a two-way economic relationship with China based on their
key positions in the supply chain would be strategically advantageous for Korea
and Taiwan. However, these two countries have adopted somewhat different
strategies for dealing with China. Having experienced economic coercion by
China, Korea has pursued gradual diversification to enhance the efficiency of



Interdependence, Strategic Competition, and Regional Order 347

its supply chain and to prepare for another round of Chinese coercion. In this
process, Korea has made it clear that the key to diversification is to embrace the
universal trend toward mitigating structural weaknesses in the supply chain,
not simply to “exit China” or exclude China. Korea’s stance was reflected in
the Moon Jae-in government’s caution with regard to the US-led Indo-Pacific
Strategy, although during the bilateral summit of May 2021, it agreed to expand
and deepen bilateral cooperation with the United States in the fields of advanced
technology and health. The Moon government pursued functional cooperation
centered on individual issues rather than joining the Quad, the aim of which is
to exclude China. In preparation for the spread of nationalism and economic
coercion, Korea is promoting a strategy of securing its technological sovereignty
by improving the competitiveness of individual technologies and strengthening
its position in the supply chain.

Taiwan’s economic statecraft is different from that of Korea (Shattuck 2021).
Pursuing its own reshoring policy, Taiwan has deepened its bilateral cooperation
with the Biden administration on reshoring, as demonstrated in its decision to
increase investment in semiconductor manufacturing facilities in the United
States. TSMC has been explicit in its cooperation with the United States against
China. In June 2020, the company made it clear that it would actively cooperate
with US export control measures against Huawei, and it promised that it would
not take advantage of loopholes in those export controls (Hille and Stacey 2020).
It is clear that Taiwan places the highest priority on cooperation with the United
States in response to China’s threats and challenges (Hass 2022).

Dual Dynamics of Cooperation and Competition
The third characteristic of structural change in the supply chain in the context of
US-China strategic competition and the spread of COVID-19 is the development
of dual dynamics of cooperation and competition among East Asian states. These
states share an interest in avoiding intensification of the US-China strategic
competition or being faced with choosing sides between the United States and
China (M.-H. Kim 2021; Wilkins 2021). The East Asian states common interests
are apparent in the ASEAN Outlook on the Indo-Pacific, announced by the
Association of Southeast Asian Nations (ASEAN) in 2019, which states that
Southeast Asia should not be a site of US-China strategic competition.
Competition among East Asian states has also unfolded. While they agree on
the need for cooperation at the regional level, they inevitably compete in pursuit
of their own interests, something which is evident in the supply chain. The East
Asian states have reached a consensus on enhancing the stability and resilience of
the supply chain, but they differ significantly in their individual approaches. Korea,
Taiwan, and Japan all have a common interest in maintaining and improving
supply chain stability because they play a key role in the Asian supply chain.
However, while they give high priority to bilateral cooperation with the United
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States to strengthen the resilience of their supply chain, these three states are quite
cautious about cooperating with each other.

The securitization of the supply chain is responsible for the dual dynamics.
First, unlike traditional alliance politics, the weaponizing of interdependence
using the supply chain is not limited to enemies in the 21st century, and this is
vividly illustrated by the conflict between Korea and Japan over semiconductors.
In response to Japan's new economic statecraft that was designed to minimize
the impact on the Japanese economy while maximizing the impact on Korea’s
semiconductor industry, Korea removed Japan from its twenty-one-country
“white list” (Reuters 2019). New economic statecraft as exercised by Korea and
Japan had a paradoxical consequence, as it disrupted the supply chain despite
Korea and Japan being major beneficiaries of supply chain stability (Haggard and
Kim 2020). The securitization of the supply chain took place when Korea and
Japan utilized it to deal with their conflicts over historical and diplomatic issues.

The dynamics of competition are at work between Korea and Taiwan, too.
These two countries both have the means to respond to China’s economic coercion
by securing a key position in the supply chain based on the competitiveness of
their advanced technologies. However, the fact that Korea and Taiwan occupy
similar positions within the network means that rivalry between them may be
inevitable. Korea’s Samsung Electronics and Taiwan’s TSMC are key partners
in the Biden administration’s reshoring effort. Samsung Electronics plans to
invest US$17 billion in a semiconductor production facility in Texas, and TSMC
announced a US$44 billion investment in a semiconductor plant in the US in
2022 (Kim 2022; Focus Taiwan 2022). Korea and Taiwan exhibit dual dynamics in
that while actively cooperating with the United States” supply chain restructuring
strategy, they are engaged in fierce competition with each other (Hwang 2021).

The dynamics of competition and cooperation among Asian states are also
reflected in the trilateral relationship between Korea, Taiwan, and Japan. Korea is
at the center of the dynamics of competition and cooperation. Conflicts between
Korea and Japan that began with diplomatic and historical issues spread to the
supply chain. Korea is also engaged in supply chain competition with Taiwan. The
trilateral relationship has led to the strengthening of supply chain cooperation
between Japan and Taiwan, particularly in the semiconductor sector, which is at
the core of the ICT industry supply chain. TSMC has decided to invest US$8.6
billion—20 percent more than originally planned—to build a semiconductor
plant in Kumamoto, Japan. In June 2022, the Japanese Ministry of Economy,
Trade, and Industry (METT) agreed to provide a subsidy of 476 billion yen (US$3.5
billion) to TSMC, signifying that Japan has revised its industrial policy to adapt to
the rapidly changing environment (Ministry Economy, Trade and Industry 2021;
Nikkei Asia 2022). Korea-Japan relations and Korea-Taiwan relations involve the
dual dynamics of competition and cooperation.
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Conclusions

Thus far, I have examined the emergence of new economic statecraft in East Asia
and its impact on the regional order. The continuous increase in interdependence
between Asian countries, involving the growth of regional trade and investment
and the expansion of RVCs, prompted Asian states to practice new economic
statecraft. In particular, structural changes in the Asian RVCs triggered by China’s
economic rise have led to changes in the way East Asian states are closely linking
their economies and security. A new geoeconomics has emerged, in which the
US and China, as well as the East Asian states, link economy and security in a
markedly different way.

While the East Asian states have much in common, they exhibit significant
differences in the way they practice economic statecraft. This stems from dif-
ferences in their perceptions of the threat from US-China strategic competition,
their position in the supply chain, and the competitive dynamics between them. As
the strategic competition between the US and China intensified, the differentiation
of the East Asian states’ strategies accelerated. While some states focus on
managing the risks involved in choosing between the US and China, other states
are actively balancing against China, while still others are seeking to maximize the
profits they can reap from the US-China strategic competition. These divergences
have resulted in a dramatic increase in the complexity of the regional order.

The East Asian states are employing new economic statecraft not just to
address the US-China strategic competition, but to secure an advantageous
position in their dealings with each other, still further complicating the regional
order. East Asian states that are engaged in the dual dynamics of cooperation
and competition do not rule out the possibility of weaponizing interdependence.
These changes further increase uncertainty at the regional level and make it more
difficult for states to cooperate in redesigning the regional order (Yeo 2019).
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