
  

Household loan growth slows, 
while exchange rate is highly 

volatile

Base Rate Kept at 2.50%

The Bank of Korea will decide monetary 

policy while closely monitoring changes in 

domestic and external policy conditions, 

including risks related to the Middle East, 

and the resulting impact on inflation, 

growth, and financial stability.
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Executive Summary 
 

Recent Economic and Financial 

Developments 
 

□1  Looking at economic and financial 

developments at home and abroad between 

August 2025 and February 2026, along with the 

outlook, the global economy recorded stronger-

than-expected growth despite the impact of U.S. 

tariff policies, supported by expanded AI 

investment and expansionary fiscal policies in 

major economies. Inflation in major economies has 

generally moderated, although developments 

differed across countries. However, the recent 

conflict in the Middle East is judged to have 

significantly increased uncertainty surrounding the 

future paths of global growth and inflation. 

 

In global financial markets, long-term Treasury 

yields and the U.S. dollar index rose, 

influenced by concerns over fiscal soundness 

and changes in expectations regarding 

monetary policy in major economies, before 

declining this year. Stock prices in major 

economies continued to rise, reflecting 

improved corporate earnings, although they 

exhibited heightened volatility amid concerns 

about overinvestment in the AI sector and the 

displacement of traditional industries. Since 

March, however, rising inflation concerns and 

stronger risk-off sentiment stemming from 

instability in the Middle East have pushed up 

interest rates and the U.S. dollar, while stock 

prices have undergone a considerable 

correction. 

 

Looking ahead, the global economy and 

 

 

 

 

 

 

Outlook for Global Economic Growth1) 

(YoY, %) 

 
 2025  2026e  2027e 

 H1 H2 Year  H1 H2 Year  Year 

Global 

Economy 
 3.4 3.2e 3.3e  3.0 3.1 3.1  3.2 

U.S.  2.1 2.3 2.2  2.8 1.9 2.3  2.1 

Euro Area  1.4 1.5 1.5  1.1 1.3 1.2  1.4 

China  5.3 4.6 5.0  4.5 4.6 4.6  4.4 

Japan  1.8 0.3 1.1  -0.2 1.3 0.6  0.8 
 

Note: 1) Figures are forecasts as of February 2026. 

Sources: Bank of Korea, statistics bureaus in individual countries, 

Bloomberg. 

 

 

 

 

 

  

U.S. Interest Rates, Global Stock Price Index, Dollar Index 

 

Note: 1) January 1, 2022 = 100. 

Source: Bloomberg. 
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global financial markets are expected to be 

significantly influenced by the extent to which 

risks in the Middle East spread. In addition, 

developments in major economies’ monetary 

and fiscal policies, trade conditions, and AI 

investment will continue to act as sources of 

uncertainty. 

 

□2  The domestic economy continued to improve, 

supported by a recovery in consumption and 

exports. Employment maintained its upward trend, 

led mainly by the services sector. Looking ahead, 

although construction investment is expected to 

remain sluggish, the recovery in consumption is 

likely to continue, while exports and facility 

investment are also projected to grow faster than 

initially expected, supported by the robust 

semiconductor sector and favorable global growth. 

As a result, the economy is forecast to grow by 2% 

this year, up significantly from 1% last year. Along 

the future growth path, both upside and downside 

risks remain, including those related to 

semiconductor market conditions, the pace of 

domestic demand recovery, monetary and fiscal 

policies in major economies, U.S. tariff policies, and 

geopolitical risks. Moreover, uncertainty has 

increased recently as risks related to the situation 

in the Middle East have expanded. 

 

□3  Domestic consumer price inflation rose 

somewhat in the fourth quarter of last year but 

declined to around the 2% target earlier this year. 

Core inflation has remained at around 2%, while 

short-term inflation expectations among the 

general public have been stable at 2.5–2.6%. 

  

Looking ahead, although cost pressures on 

certain items, such as electronic devices, may 

exert upward pressure on inflation, demand-

 

 

 

 

 

 

 

 

Outlook for Domestic Economic Growth1)2)  

 

Notes: 1) Figures in the shaded area represent forecasts as of 

February 2026. 

    2) Figures for 2024 and 2025 are based on preliminary figures. 

Source: Bank of Korea. 

 

 

Domestic Inflation Outlook1)  

 

Notes: 1) Figures in the shaded area represent forecasts as of February 

2026. 

주:    2) Excluding food and energy. 

Sources: Bank of Korea, Ministry of Data and Statistics.  
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side pressures remain limited. Inflation is 

therefore expected to move near the 2% 

target, with headline and core inflation 

projected to record 2.2% and 2.1%, 

respectively, for the year. 

 

Going forward, inflation will be influenced by 

movements in global oil prices and the 

exchange rate, as well as by domestic and 

global economic conditions. However, the 

conflict in the Middle East is judged to have 

considerably increased uncertainty 

surrounding the projected inflation path. 

 

□4  In domestic financial and foreign exchange 

markets, volatility in major price variables increased 

due to both domestic and external factors, but 

showed some signs of easing during February. The 

U.S. dollar/Korean won exchange rate rose to the 

upper 1,400-won range toward the end of last year, 

but declined substantially amid a fall in the U.S. 

dollar index and some improvement in supply–

demand conditions. Korea Treasury bond yields 

also rose markedly, reflecting changes in 

expectations regarding domestic and global 

monetary policies and portfolio shifts such as fund 

flows into the stock market, before partially 

retracing. Stock prices continued to post strong 

gains, supported by the robust semiconductor 

industry and ongoing capital market reforms, 

although they experienced temporary corrections 

in line with movements in global stock markets. 

 

However, since March, volatility has again 

increased significantly, with interest rates and 

the exchange rate rising sharply and stock 

prices undergoing a substantial correction, 

reflecting the impact of the conflict in the 

Middle East. Looking ahead, attention should 

 

 

 

 

 

 

 

 

 

 

 

 

Domestic Interest Rates, Stock Prices, Exchange Rates 

 

Sources: Bank of Korea, Korea Financial Investment Association, 

Koscom. 
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be paid to the possibility that financial market 

volatility may remain high depending on 

developments in the situation in the Middle 

East and the resulting changes in major 

economies’ monetary and fiscal policies. 

 

With respect to the housing market and 

household debt, household lending has 

continued to moderate amid the continued 

tightening of the government’s 

macroprudential policies. Housing prices in 

the Seoul metropolitan area, which had been 

rising sharply, have recently shown some signs 

of moderation, influenced in part by 

government measures. However, as upside 

risks related to the housing market and 

household debt remain elevated, it will be 

necessary to continue monitoring the spillover 

effects of government measures and whether 

the housing market is moving toward a more 

stable trend. 

 

Meanwhile, despite the economic recovery, 

difficulties persist in vulnerable sectors. Depending 

on how the situation in the Middle East unfolds, 

attention should also be paid to the possibility that 

credit risks in these sectors could increase. 

 

Monetary Policy Implementation and 

Outlook 

 

□5  In light of these policy conditions, the Bank of 

Korea has maintained the Base Rate at 2.50% since 

the second half of last year, while closely 

monitoring inflation and growth trends, as well as 

financial stability conditions—including 

developments in the housing market in the Seoul 

metropolitan area, household debt, elevated 

 

 

 

 

 

  

Rate of Increase in Apartment Prices 

 

Source: Korea Real Estate Board. 

 

 
 

Changes in Household Loans by Deposit-Taking Banks 

 

Notes: 1) Figures for January and February 2026 are Bank of Korea 

advanced estimates. 

2) Including mortgage transfers by the Korea Housing Finance 

Corporation. 

        3) Including housing-related loans that are not collateralized by 

housing, such as loans for leasehold deposits, moving 

expenses, or intermediate payments.  

Sources: Bank of Korea, Korea Housing Finance Corporation.  
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exchange rate volatility—and the evolution of 

domestic and external risk factors. 

 

Specifically, at the October and November 

meetings last year, the Bank of Korea decided to 

maintain the Base Rate at 2.50% and to determine 

whether and when to implement an additional rate 

cut going forward, while monitoring changes in 

domestic and external policy conditions. This 

decision reflected the assessment that, while 

inflation remained broadly stable, growth 

continued to improve, led by consumption and 

exports, although uncertainty surrounding the 

outlook remained high. At the same time, the Bank 

noted that financial stability risks persisted, 

including those related to the housing market in 

the Seoul metropolitan area, household debt, and 

exchange rate volatility. 

 

At the January and February meetings this year, the 

Bank of Korea decided to maintain the Base Rate 

at 2.50% and to determine the future course of 

monetary policy while monitoring domestic and 

external policy conditions, as inflation had been 

moving near the target level, growth had 

continued to improve more strongly than initially 

expected, supported by robust exports, and 

financial stability risks had persisted. 

 

□6  The Bank of Korea utilized various policy 

instruments to ensure stability in the financial and 

foreign exchange markets and to facilitate the 

smooth flow of credit. It extended the term of its 

foreign exchange swap arrangement with the 

National Pension Service, with a ceiling of USD 65 

billion, until the end of 2026. In addition, it decided 

to pay interest, on a temporary basis for six months, 

on excess foreign currency reserves deposited by 

financial institutions. 

 

 

 

 

Bank of Korea Base Rate1)  

 

Note: 1) Figures in parentheses refer to the months and years of Base 

Rate adjustments. 

Source: Bank of Korea.  
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Furthermore, the operating period of 「the 

temporary special support for SMEs」 under the 

Bank Intermediated Lending Support Facility, 

currently managed with a ceiling of KRW 14 trillion, 

was extended by an additional six months in 

January of this year, following a similar extension in 

July of last year. Additionally, in January of this year, 

the Bank established a framework allowing 

financial institutions’ loan claims to be used as 

eligible collateral for emergency lending, in order 

to strengthen the role of a liquidity safety net for 

financial institutions in times of stress. 

 

□7  Going forward, the Bank of Korea will conduct 

monetary policy to stabilize consumer price 

inflation at the target level of 2% over the medium-

term horizon, while monitoring economic growth 

and paying due attention to financial stability. 

Inflation is expected to remain stable near the 

target level, while growth is projected to continue 

improving. However, it is assessed that uncertainty 

surrounding the evolution of risks in the Middle 

East has increased significantly. From a financial 

stability perspective, it will be necessary to remain 

attentive to developments in the housing market 

in the Seoul metropolitan area, household debt 

conditions, and the impact of elevated exchange 

rate volatility. 

 

Therefore, the Bank will make its decisions while 

closely monitoring changes in domestic and 

external policy conditions, including developments 

in risks in the Middle East, and the resulting impact 

on inflation, growth, and financial stability 

conditions. 

 

 

Ceiling and Interest Rates of the Bank Intermediated 

Lending Support Facility1)  

 

Note: 1) Shaded area represents the time frame where interest rates 

were different for each program. 

Source: Bank of Korea.  
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