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Summary

(m] GDP growth forecast for 2025 has been sharply revised downward
from 1.5% in February to 0.8%.

® The recovery in domestic demand has been delayed, while export
growth is expected to slow further due to the impact of U.S.
tariffs.

® The future growth path is subject to both upside and downside
risks related to trade negotiations, and will be significantly
influenced by whether, and to what extent, the government’s
economic stimulus measures are implemented.

(m] CPI inflation is projected to stay stable at 1.9% in 2025.

® The upward pressure from rising prices of processed foods and
services are expected to be offset by downward pressure such as
falling global oil prices and low demand.

® The future inflation path is expected to be influenced by domestic
and global economic conditions, exchange rate and oil price
movements, and the government’s price stabilization measures.
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Key Assumptions of the Outlook

() [U.S. Tariff Policies] Taking into account recent outcomes of tariff negotiations between the
United States and major countries, such as the United Kingdom and China, we assumed that
the current structure of baseline 10% and item-specific 25% tariffs will generally be
maintained.”

* We also assumed that item-specific tariffs would be partially imposed, at around 10% rate,
in the second half of the year on products such as semiconductors and pharmaceuticals.

= This reflects a more intensified tariff policy stance compared to the assumptions made in the
February outlook, with a broader range of target countries and higher tariff rates. However,
it also represents a moderation from the situation in early April, when reciprocal tariff
measures were announced on April 2 (at 25% on Korea) and when U.S.-China retaliatory
actions escalated on April 10.

‘ Main Points of the Baseline Scenario

Feb * The United States imposes a certain level of tariffs at 5%-10% during this year,
Oeut{:gLy including item-specific tariffs, on major countries with which the US. has large
trade deficits, followed by a gradual reduction throughout 2026.

» The current baseline 10% tariffs and item-specific 25% tariffs are assumed to
May remain largely in place.

Outlook |+ Additional item-specific tariffs at 10% will be imposed in the second half of the
year on products such as semiconductors and pharmaceuticals.

= Given the significant shifts in tariff policies following the launch of the new U.S. administration,
and the fact that negotiations are still underway between the U.S. and major countries, with
reciprocal tariffs suspended until July 9 (August 12 for China), the future developments in the
U.S. tariff policies remains highly uncertain.

(J [Domestic Economic Sentiment and Economic Stimulus Measures] Economic sentiment
is assumed to improve as domestic uncertainty eases, despite elevated external uncertainties. As for
government economic stimulus measures, the outlook reflects the demand-boosting effects of the
supplementary budget of KRW 13.8 trillion approved in early May.

= The growth outlook trajectory is expected to vary significantly in both directions,
upside and downside, depending on the outcomes of U.S. tariff negotiations.
It is also likely to be substantially influenced by whether, and to what extent, the
government’s economic stimulus measures are implemented.




» Economic growth is expected to slow to 0.8% this year, falling significantly
below the February forecast of 1.5%, as the recovery of economic
sentiment has been delayed beyond expectations due to domestic and
global uncertainties, and due to U.S. tariff policies that have been
strengthened compared to the beginning of the year.

» CPI inflation is expected to be 1.9%, consistent with the February forecast,
as upward pressure from rising food and certain service prices are offset
by downward pressure such as low demand and falling oil prices.

I . Economic Conditions

I - 1. Global Developments

(J Global economic growth is expected to fall short of previous forecast due to
higher U.S. tariffs compared to the beginning of the year and uncertainties
surrounding the negotiations, despite the recent easing of U.S.-China trade

tensions.

= The United States is expected to experience rising inflation and weakening domestic demand
momentum as the impact of tariff hikes gradually takes hold. The euro area is projected to
see modest growth, despite continued monetary policy easing, due to the impact of U.S.
tariff policies. China is expected to largely offset trade shocks through aggressive economic

stimulus measures.

= Global trade is expected to see a slowdown in growth toward the second half of the year
as the impact of U.S. tariff policies materializes. The global semiconductor market is projected
to maintain an upward trend, driven by high-performance products due to sustained Al
investment, but the potential imposition of U.S. tariffs on semiconductor represents a

downside risk factor.

= Global oil prices(Brent crude) are expected to fluctuate in the mid-to-high $60 range, well

below previous forecasts, due to weak global demand and production increase by OPEC+.



I - 2. Domestic Economic Conditions

(J Domestic conditions are expected to improve at a slower pace due to the
negative spillover effects of elevated trade-related uncertainty, despite the recent
easing of political uncertainty and the formulation of a supplementary budget.

= Nominal wage growth is expected to remain robust during the first half of the year but is
projected to slow toward the second half as corporate earnings deteriorate due to the
impact of U.S. tariffs.

= Corporate bond interest rates have declined due to a range of factors, including concerns
over a domestic economic slowdown and expectations of interest rate cuts in response. The
Won to U.S. dollar exchange rate has declined due to factors such as concerns over a U.S.
economic slowdown and expectations of easing trade tensions. Housing prices in
non-metropolitan areas have remained sluggish, while those in the Seoul metropolitan area
are showing a modest upward trend, particularly in preferred locations.
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II. Economic Outlook

IT-1. GDP Growth

(J GDP growth for this year is expected to be 0.8%, significantly below the February

forecast of 1.5%, as the weakness in domestic demand has been prolonged due to
a delayed recovery in economic sentiment and due to a construction sector
downturn, coupled with increased downward pressure on exports from a
deteriorating trade environment.

= Growth in the first quarter was negative, at 0.2%, reflecting intensified weakness in
domestic demand. While growth in the second quarter is expected to rebound as political
uncertainty eases, it is still projected to only reach 0.5%, falling short of the previous
forecast of 0.8% due to sluggishness in the construction sector and due to a slow recovery
in consumption.

* This is attributed to a contraction in economic sentiment due to domestic and international
uncertainties, further compounded by an unusual combination of temporary factors, such as
construction site accidents, adverse weather conditions, and large-scale wildfires.

From the second half of the year onward, domestic demand is expected to improve as the
effects of interest rate cuts and of the supplementary budget take hold, accompanied by a
recovery in economic sentiment. While some easing in trade tensions has been observed,
owing to the suspension of reciprocal tariffs and to U.S.-China negotiations, exports are
projected to fall short of the previous forecast, reflecting the tariff rates that are still high
and the uncertainty surrounding the negotiation process.

In 2026, economic growth is expected to improve driven by domestic demand, but is
projected to reach 1.6%, below the previous forecast of 1.8%, due to the ongoing impact of
a deteriorating trade environment.
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IT-2. CPI Inflation

(J CPI inflation for this year is expected to remain unchanged from the previous
forecast of 1.9%, as upward pressure from price increases for processed foods
and for certain services, such as dining out and university tuition, are offset by
downward pressure that include low demand and declining global oil prices.

* Core inflation is projected to be 1.9% this year, revised upward by 0.1%p from the previous
forecast of 1.8%.

» CP| inflation is expected to hover at around 2% during the first half of the year, but is
projected to decline to the high 1% range from the second half as the impact of falling
global oil prices intensifies.

* In April, CPI inflation remained at the previous month’s level of 2.1% as a decline in
petroleum prices was offset by an increase in core inflation, from 1.9% to 2.1%, driven by
rising service prices, including those for dining out and for insurance service fees.

Figure 7. Contribution to Headline CPI Inflation Figure 8. Outlook for Headline CPI Inflation
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IT-3. Current Account

(J The current account surplus is expected to reach $82 billion this year, exceeding
the February forecast of $75 billion.

= The trade surplus in goods is expected to widen compared to the previous forecast, as
exports on a customs basis are expected to decline due to the impact of U.S. tariffs, but
imports are projected to fall by a greater margin due to lower oil prices and weak domestic
demand. Meanwhile, the primary income account surplus is expected to increase, mainly
driven by dividend income, given the continued rise in overseas securities investment by
Korean residents. However, the possibility of increased imports from the U.S. as part of
ongoing negotiations presents a downside risk to the current account balance.

II- 4. Employment

(J The increase in the number of employed persons is expected to reach 120,000,
slightly exceeding the February forecast of 100,000.

= Employment in the construction and manufacturing sectors is expected to continue to decline
due to factors such as sluggish construction investment and the impact of U.S. tariff policies.
However, jobs in public administration and in healthcare & welfare are projected to
considerably exceed previous forecasts, supported by the government’s job creation measures.

= The overall employment situation is considered weak, as private sector jobs (jobs excluding
public administration and healthcare & welfare) are declining, while low-wage, short-time jobs
in the public sector are driving employment growth.

Figure 9. Current Account Figure 10. Changes in Employment
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IMI. Risks to the Outlook

(J On the future growth path, there remains significant uncertainty related to the
future developments of trade negotiations, the pace of recovery in economic
sentiment, and developments in the global financial market. CPI inflation is
expected to be heavily influenced by oil price and exchange rate movements, both
of which have recently exhibited high volatility.

‘ Upside Risks ‘ Downside Risks
m Further easing of global trade tensions m Resurgence of trade tensions among
major economies and prolonged
uncertainty
GDP

m A swift improvement in sentiment driven by ® |nstability in global financial market

Growth easing of domestic political uncertainty
= Government's economic stimulus m Continued structural and cyclical
measures slowdown in the construction sector
m Corporate moves to raise prices = Weakening of demand-side inflationary
CPI pressures
Inflation | = Higher agricultural prices driven by m Government's price stabilization measures

abnormal weather conditions

(J Growth projections by major forecasting institutions for 2025 have been

significantly revised downward compared to the February forecast, while the
inflation forecasts remain unchanged.

= Among market participants such as investment banks, the median and lower quartile of
domestic GDP growth for 2025 are 0.9% and 0.7%, respectively, revised down by 0.7%p and
0.8%p from the February forecasts of 1.6% and 1.5%. The median forecast for CPI inflation
remains unchanged from the February forecasts at 2.0%.

Figure 11. Distribution of GDP Growth” and CPI Inflation® Forecasts for 2025
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Figure 12. Distribution of GDP Growth” and CPI Inflation? Forecasts for the One-Year-Ahead Horizon”
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Source: Bloomberg (Data retrieved on May 26)

(J Although global trade tensions have eased to some extent due to recent U.S.-China
trade negotiations, future developments in U.S. tariff policies and uncertainties
surrounding the negotiation remain the most significant risk factors for the growth
path, and so we have analyzed two alternative scenarios.

w (0] i i (o e L e e e e e If trade negotiations with all countries, including
China, proceed smoothly during the tariff suspension period until July 9 (August 12 for China),
leading to a significant reduction in U.S. tariff rates by the end of this year, GDP growth is
expected to be 0.1%p higher this year and 0.2%p higher next year compared to the
baseline projection. CPI inflation is projected to receive a limited impact this year, but is
estimated to be 0.1%p higher than the baseline projection next year.

* As tariff paths under optimistic and pessimistic scenarios are projected to diverge from the
baseline scenario starting in the third quarter, their impact is expected to be more
pronounced next year compared to this year.

o S e S e e e ey If U.S.-China tensions reignite and negotiations

with other countries break down, leading to the reinstatement of a substantial portion (about
half) of the currently suspended reciprocal tariffs, GDP growth is expected to be 0.1%p lower
this year and 0.4%p lower next year compared to the baseline projection. CPI inflation is
projected to receive limited impact this year but is estimated to be 0.2%p lower than the
baseline projection next year.



U.S. Tariff Policy Scenarios
‘ Main Points
» Current tariff structure, comprising baseline 10% tariffs and 25% item-specific tariffs,
remains in place, while additional 10% tariffs are imposed in the second half of the
year on certain items such as semiconductors and pharmaceuticals.

Baseline
» Tariff rate on Korea reaches to around 15%.
» With steady progress on negotiations, U.S. tariff rates decline significantly compared to

Scenario

the baseline scenario by the end of the year. Item-specific tariffs already in place drop

to 10%, and additional item tariffs are likewise set at 10%.
» Tariff rate on Korea declines to around 10% in the third quarter and remains at that

Optimistic
» After the tariff suspension period ends (from July onward), about half of the paused
reciprocal tariffs are reinstated, leading to a further increase in U.S. tariff rates in the

Scenario
level thereafter.
second half of the year. Other countries also impose high-intensity retaliatory tariffs.
ltem-specific tariffs already in place remain at 25%, and additional item tariffs are

Pessimistic
Scenario | |ikewise set at 25%.
» Tariff rate on Korea rises to around 20% in the third quarter and remain at that level
thereafter.
Figure 13. Average Tariff Rate” ? Paths by Scenario
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Appendix 1. Forecast Summary, May 2025

Main Premises of the Baseline Outlook

Global Economic Growth” (%) 33 3.0 24 2.7 [-0.2] 2.6 2.8 2.7 [-0.1]
+ United States 2.8 2.0 1.3 1.6 [-0.5] 1.7 21 1.9 [-0.2]
« Euro Area 0.9 1.1 0.8 09 [-0.1] 1.0 1.3 1.2 [+0.1]
+ China 5.0 48 37 42 [-1] 40 41 40 [ - 1]
« Japan 0.2 1.3 0.5 0.9 [-0.2] 0.1 06 04 [-03]
Global Trade Growth" (%) 3.8 3.2 1.6 24 [-0.5] 19 32 25 [-0.3]
Brent Oil Prices ? (USD/barrel) 80 71 67 69 [-6] 65 65 65 [-6]
Domestic Economic Outlook
GDP Growth(%)" 2.0 0.1 14 0.8 [-0.7] 20 13 1.6 [-0.2]
» Private Consumption 1.1 0.8 14 1.1 [-0.3] 1.8 1.3 1.6 [-0.2]
« Construction Investment -30 -113  -11 -6.1 [-3.3] 49 09 28 [+0.3]
» Facilities Investment 1.6 49 -10 1.8 [-0.8] 1.0 09 1.0 [-1.0]
« IPP Investment 0.7 14 48 3.2 [-0.5] 37 14 2.5 [-0.6]
+ Goods Exports 6.3 -0.1 00 -0.1 [-1.0] 0.6 0.8 0.7 [-0.1]
+ Goods Imports 1.2 08 -03 0.2 [-0.9] 1.8 1.3 1.5 [-0.4]
Headline CPI Inflation” (%) 23 2.1 18 19 [ -] 17 19 1.8 [-0.1]
« Core Inflation” 22 1.9 1.8 1.9 [+0.1] 1.8 1.8 1.8 [-0.1]
Current Account(USD billion) 990 378 441 820 [+70] 316 405 720 [+20]
+ Goods 1,001 411 434 846 [+45] 376 415 791 [+10]
« Services -237  -124 133 -256 [-10] -139 137 -276 [-10]
« Primary and Secondary Income 226 91 139 230 [+34] 78 127 205 [+20]
Sﬁ“ﬁ”ﬁyee;”gm”ﬁ ffqmo g 6 15 9 12 [+2] 10 11 10 [-1]
Unemployment Rate(%) 2.8 3.1 2.7 29 [ -] 3.2 2.7 3.0 [+0.1]
Employment Rate(%)" 627 626 629 627 [ -] 625 629 627 [ -]

Notes: 1) Year-on-year.

2) By period average.

3) Excluding food and energy.

5) Figures in [ ] show the changes from projections as of Feb 2025.
Sources: Bank of Korea, Statistics in each area, Bloomberg.

4) Aged 15 and over.
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Appendix 2. Quarterly Forecasts for the One-Year-Ahead Horizon

X Economic outlooks are conditional, and therefore, it would be advisable to place
emphasis on how changes in the assumptions on internal/external environments
affect the overall projected path.

| GDP Growth
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Notes: 1) Uncertainty has been estimated using forecast errors from the past 10 years. Shaded areas,
starting from darker to lighter colors, represent 30%, 50%, and 70%.
Source: Bank of Korea.

2024 2025 2026
o)
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GDP Growth 15 -0.1
QoQ 1.3 -0.2 0.1 0.1 -0.2 0.5 0.7 0.6 0.3
Source: Bank of Korea.
| CPI Inflation
Outlook for Headline CPI Inflation” Contribution to Headline CPI Inflation
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Notes: 1) Uncertainty has been estimated using forecast errors from the past 10 years. Shaded areas,
starting from darker to lighter colors, represent 30%, 50%, and 70%.
Source: Bank of Korea.

2024 2025 2026
(o)
(Yo, %) 1Q 2Q 3Q 4Q 1Q 2 3@ 4QY | 1QY

Headline CPI Inflation 3.0 2.7 2.1 1.6 2.1 2.1 1.8 1.8 1.7
« Core Inflation” 2.5 2.2 2.1 1.8 19 20 19 1.8 1.8

Note: 1) Excluding food and energy. Source: Bank of Korea.
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