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Summary

(] Korea’s economy is expected to sustain high growth of 3.3% in 2026 and 2.9% in
2027.

= Despite continued uncertainty over the situation in the Middle East, the semiconductor

boom continues, with its spillover effects broadening.

(@] CPI inflation is expected to rise 2.7% in 2026 and 2.3% in 2027.

= Core inflation is expected to remain elevated at 2.5% in 2026 and 2027, as cost shocks

continue to pass through and demand-side pressures gradually strengthen.

(w] The outlook path remains subject to high uncertainty related to the semiconductor cycle
and the Middle East situation.

Macro Forecasting & Daae Kim +82-2-759-4166  (kdal4@bok.or.kr)

<Contacts>
ontacts Research Team Seongyoon Choo | +82-2-759-4172  (sychoo@bok.or.kr)







Korea Economic Outlook

August 2026
I . ECONOMIC CONAITIONS ....eeeeeeeeeeeeeeeeeeeeeeeeeeeeeeenesnenas 2
IT. ECONOMIC OULIOOK ...t eeve e eseeanesnennens 4
IM. Risks tO the OULIOOK ..........coeeeeeeeeeeeieeeeeeeeeeeeeesseesnsnnns 7
IV. Scenario ANalysis...........ccoeveereeeeeerernennsesseseesssesesssans 8

<Appendix 1> Forecast Summary

<Appendix 2> Quarterly Forecasts for the One-Year-Ahead Horizon

=

\2




Key Assumptions of the Outlook

O [Semiconductor Cycle] Global Al infrastructure investment is expected to keep expanding, sustaining
solid growth in semiconductor exports. However, as production capacity gradually increases, export
volume growth is expected to moderate.

= Semiconductor export volume growth is assumed to moderate from the high-teens percent range
in 2026 to the low-to-mid-teens in 2027, a modest upward revision from the May assumption.

O [Middle East Situation] Uncertainty surrounding U.S.—Iran negotiations is ongoing, but Strait of Hormuz
transit is assumed to partially resume in the second half, together with expanded crude supply via
alternative routes and non—Middle East countries, easing supply-chain disruptions.

= Brent crude is assumed to decline to USD 84 in the second half (2026 average: USD 86) and to
around USD 74 next year, substantially below the May assumption.

O [U.S. Tariff Policy] Following the expiration of the temporary tariff in late July, the United States has
imposed an alternative tariff — forced-labor tariff — with overcapacity tariffs assumed to follow™"",

* The overcapacity investigation is expected to conclude with an announcement in Q4 2026.
** Semiconductor tariffs (15%) are assumed to take effect from Q1 2027.

= The tariff rate on Korea is assumed to remain at its current level (forced-labor tariff 12.5%, autos
15%, steel 50%, etc.) until overcapacity tariffs are imposed in Q4, at which point the rate is
assumed to revert to the level prevailing before the ruling that invalidated the reciprocal tariffs
(Feb. 20). This is broadly similar to the May assumption.

Key Assumption Details

. - Solid semiconductor demand persists while production capacity gradually expands;
> SemiconductorCyde | .0+ volume growth: high-teens percent range in 2026, low-to-mid-teens in 2027.

- Uncertainty around U.S.—Iran negotiations is ongoing; partial resumption of Strait of
» MiddleEastSituation | Hormuz transit and continued supply via alternative routes ease disruptions in H2.
Brent crude: USD 86 average in 2026 (USD 84 in 2H 2026), USD 74 in 2027.

- Forced-labor tariff currently in effect; additional overcapacity tariff assumed in Q4;

semiconductor tariff (15%) assumed from Q1 2027. Tariffs on Korea — [Current]
» U.S. Tariff Policy forced-labor 12.5%, autos 15%, steel 50%; [Ahead] pharmaceuticals 15% (effective
Sep. 29, 2026), overcapacity tariff (assumed Q4 2026), semiconductors 15%

(assumed from Q1 2027).
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» Korea's economy is projected to expand 3.3% this year (+0.7 percentage points
from the May forecast), as the semiconductor boom and its spillover effects more
than offset ongoing uncertainty surrounding the Middle East situation.

» CPl inflation is expected to rise 2.7% (in line with the May forecast), as cost pressures
continue to pass through and demand-side pressures gradually strengthen.

I . Economic Conditions

O The global economy is expected to sustain moderate growth, supported by
robust Al investment and expanding trade, even as uncertainty surrounding the
Middle East situation is ongoing.

* The United States is expected to grow in the low-2% range, supported by robust Al investment and solid
consumption; the euro area around 1%, as fiscal expansion in major economies offsets structural weakness
in manufacturing; and China in the mid-4% range, as robust exports are offset by deepening domestic
demand weakness.

= Global trade growth is expected to remain solid, as supply-chain disruptions from
the Middle East situation gradually ease and Al infrastructure-related trade
(including agentic Al) remains robust.

= Global oil prices (Brent crude) are expected to decline gradually as Strait of Hormuz
transit recovers and crude supply continues via alternative routes and non-Middle
East countries, although volatility could increase depending on the progress of
U.S.—Iran negotiations.

* The global semiconductor industry is expected to sustain its underlying expansion,
driven by continued Al-related infrastructure investment, although a potential
moderation in investment pace amid profitability concerns remains a risk factor.




O On the domestic conditions, economic sentiment has remained favorable*
despite the recent equity market correction, and domestic demand conditions
are expected to stay solid going forward, supported by improving income
conditions and an expansionary fiscal stance.

* Composite Consumer Sentiment Index: Apr. '26 99.2 - May 106.1 - Jun. 106.6 = Jul. 106.8 - Aug. 104.5

= Nominal wage growth is expected to accelerate, led by the IT sector, although the
recovery in some non-IT sectors, including construction, is expected to be delayed.

= Corporate bond yields fluctuated, influenced by expanding domestic growth,
movements in U.S. Treasury yields and global oil prices. The USD/KRW exchange
rate fell sharply, as FX supply-demand conditions improved and the U.S. dollar
weakened. Housing prices continued to rise, led by the Seoul metropolitan area.
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Assumptions for the Global Economy?

Global Economic Growth? 35 3.0 3.0 3.0 3.1 3.2 3.2
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II. Economic Outlook

O GDP growth in 2026 is projected at 3.3% (+0.7 percentage points from the May
forecast), as the semiconductor boom and its spillover effects more than offset
the ongoing uncertainty surrounding the situation in the Middle East.

* |n Q2 2026, growth came in at 0.6% QoQ (3.7% YoY), as the Middle East-driven
supply shock was substantially cushioned by government measures, exports
remained strong, and consumption sustained its improving momentum,
supported by the supplementary budget.

= |n the second half, IT-led export and investment strength is expected to
continue, and consumption should sustain its underlying recovery. Non-IT
sector weakness is also expected to ease gradually as Middle East-driven
energy supply-chain disruptions abate. By quarter, growth is expected to slow
slightly to 0.3% QoQ (2.6% YoY) in Q3, reflecting base effects from the recent
run of strong growth, before rebounding to a solid 0.5% QoQ (3.3% YoY) in Q4.

= |n 2027, as the semiconductor upcycle continues and its spillover to other
sectors gathers pace, both domestic demand and exports are expected to
remain solid, resulting in annual growth of 2.9%.

O The 0.7 percentage points upward revision to this year's GDP growth reflects an
upward revision to preliminary data (+0.2 percentage points), a greater-than-
expected semiconductor boom (+0.35 percentage points), three ‘mega projects’
(+0.1 percentage point), and a smaller-than-expected Middle East impact (+0.1
percentage point).
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2) Upward revision to preliminary 2025 and Q1 2026 data.




3) Equity market correction, higher market interest rates, etc.
4) IPP investment, inventory changes, etc.
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O CPl inflation in 2026 is expected to rise 2.7% (in line with the May outlook), as the
pass-through of cost shocks continues and demand-side pressures gradually
strengthen.

= |n 2027, CPIl inflation is expected to ease to 2.3%, below this year's rate, as oil
price trends act as the main downward factor.

= Core inflation is expected to remain elevated at 2.5% in 2026 and 2027, as cost
shocks continue to pass through to durable goods and other items,
compounded by strengthening demand-side pressures.
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O The current account surplus in 2026 is expected to reach a record USD 450.0
billion, underpinned by robust semiconductor exports and well above the
previous record of USD 123.1 billion set in 2025.

* The goods balance is expected to post a large surplus, driven by rising
semiconductor demand amid expanding global Al investment and a sharp
increase in prices stemming from supply constraints. The services balance
deficitis expected to widen slightly, asimprovement in the travel balance from
robust inbound tourism is offset by higher payments for overseas intellectual
property royalties.

O The increase in the number of employed persons in 2026 is expected to be
140,000, down from 190,000 in 2025. The employment rate (62.9%) is expected
to stay unchanged at 62.9%.

* Employment growth in 2026 is expected to fall short of the May forecast by
40,000, reflecting the impact of the Middle East situation and weakness in
vulnerable sectors such as construction. In the second half, however, private-
sector employment is expected to recover as the impact of the Middle East
situation eases and the economic recovery continues.

Inflation, Current Account Surplus, Employment Outlook
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II. Risks to the Outlook

O The growth forecast path is subject to considerable uncertainty related to the
pace of Al investment and the Middle East situation, while for inflation, oil price,
exchange rate movements and demand-side pressures are the key risk factors.

Upside Risks Downside Risks

e Further expansion of e Adjustment in real investment and
semiconductor-related exports and increased financial-market volatility
investment amid Al proliferation amid Al profitability concerns

Growth |° Easing of Middle East tensions and * Renewed escalation of Middle East
normalization of energy supply tensions
chains e Intensified U.S. trade pressure and
* Broader spillover (spillover effect) tariff burden

from the IT boom to other sectors

e Rise in oil prices from a deterioration | ® Larger declines in oil prices and the

Inflation in the Middle East situation exchange rate
® Broadening demand-side price e Strengthened government price-
pressures stabilization measures

O The median forecasts of major forecasting institutions for Korea's 2026 growth
and inflation have been revised since the May survey. Among market
participants including investment banks, the median GDP growth forecast for
this year stands at 3.2%, up 0.7 percentage points from the May survey (2.5%),

while the median CPI inflation forecast rose 0.1 percentage point from 2.6% in
May to 2.7%.
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IV. Scenario Analysis

O Considerable uncertainty surrounds the outlook, particularly regarding the
semiconductor cycle and the Middle East situation. The semiconductor cycle continues
to show strength, but concerns over a moderation in Al investment by technology
companies have grown. Regarding the Middle East situation, military tensions have re-
escalated since July, and uncertainty over negotiation progress has widened.
Accordingly, alternative scenarios for the semiconductor cycle and the Middle East
situation were constructed to examine their implications for growth and inflation.

(® Semiconductor Scenarios — Accelerating export growth in 2026 (optimistic) vs.
Decelerating export growth in 2026 (pessimistic)

= [Baseline] With global Al infrastructure investment continuing to expand,
semiconductor exports are expected to sustain solid growth. However, as
production capacity gradually increases, semiconductor export volume growth
is expected to moderate gradually from the high-teens percent range in 2026
to the low-to-mid-teens in 2027.

= [Optimistic] Semiconductor demand proves stronger than expected on the back
of the proliferation of agentic Al and diversifying Al business models, while
domestic suppliers' production also increases rapidly through new capacity
additions and yield improvements. In this case, semiconductor export volume
growth would remain around 20% in 2026 and in the mid-to-high-teens in 2027.
Relative to the baseline, GDP growth would be 0.2 percentage points higher in
2026 and 0.6 percentage points higher in 2027, while the impact on CPI inflation
would be limited in 2026 but 0.2 percentage point higher in 2027.

= [Pessimistic] Major Big Tech firms substantially scale back the pace of Al
investment as monetization is delayed and borrowing costs rise, though long-
term supply agreements partially cushion the impact of weaker demand. In this
case, semiconductor export volume growth would slow to the mid-teens in
2026 and around 10% in 2027. Relative to the baseline, GDP growth would be
0.1 percentage point lower in 2026 and 0.4 percentage points lower in 2027,
while the impact on CPI inflation would be limited in 2026 but 0.1 percentage
point lower in 2027.
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@ Middle East Scenarios —Early de-escalation vs. Prolonged stalemate

= [Baseline] Uncertainty surrounding U.S.—Iran negotiations is assumed to remain,
but Strait of Hormuz transit is assumed to partially resume in the second half,
together with continued crude supply via alternative routes and non-Middle
East countries, easing supply-chain disruptions. Accordingly, Brent crude is
expected to decline gradually to USD 84 by 2H 2026 (2026 average: USD 86) and
to around USD 74 in 2027.

= [Early de-escalation] U.S.—Iran negotiations are assumed to advance in Q3,
easing military tensions and enabling a rapid recovery in Strait of Hormuz transit.
Under this assumption, oil prices decline to USD 76 by 2H 2026 (2026 average:
USD 82) and to around USD 63 in 2027. Relative to the baseline, GDP growth
would be 0.1 percentage point higher in 2026 and 0.2 percentage points higher
in 2027, while CPI inflation would be 0.1 percentage point lower in 2026 and 0.3
percentage points lower in 2027.

= [Prolonged stalemate] U.S.—-Iran negotiations remain deadlocked before
gradually advancing in 2027, while regional military tensions escalate in 2026.
In this case, the recovery in Strait of Hormuz transit is delayed within the year
and supply via alternative routes is also partially disrupted, pushing oil prices
up to around USD 95 by 2H 2026 (2026 average: USD 91) before easing to
around USD 85 next year as negotiations progress. Relative to the baseline,
GDP growth would be 0.1 percentage point lower in 2026 and 0.3 percentage
points lower in 2027, while CPI inflation would be 0.1 percentage point higher
in 2026 and 0.4 percentage points higher in 2027.

Strait of Hormuz Transit and Detour Volumes? Brent Crude Oil Price Assumptions
o (Million bbl, Weekly Avg.) (Million bbl, Weekly Avg.z 30 110 _USD/bar.reI) (USD/barrel) 110
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® Strait of H T it Vol =O= Early de-escalation 95
rait o ormuz lransi olume =O= Prolonged stalemate 88 ’,o,\x?
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26.1 2 3 4 5 6 7 8
Note: 1) Middle East basis.
Sources: Kpler, Research Department.
Key Assumptions of the Middle East Scenarios
Baseline Early de-escalation Prolonged stalemate
2026 20279 | 20269 | 20279 | 20267 | 2027
» Brent Crude UsSD 86 USD 74 usD 80 USD 63 USD 91 USD 85
» Global Growth? 3.0% 32% +0.1pp +0.2pp -0.1pp -0.2pp

Note: 1) Figures for the early de-escalation (optimistic) and prolonged stalemate (pessimistic) scenarios denote deviations
from the baseline.




Growth and Inflation Outlook by Scenario®

GDP Growth CPI Inflation
(%, pp) 2025 2026° 20279 (%, pp) 2025 2026° 2027°
Baseline 1.1 33 29 Baseline 2.1 2.7 2.3
Serfuc-or!ductor Cycle +0.2 106 Sen.1|c.on‘ductor Cycle +0.0 +0.2
(optimistic) (optimistic)
Sem.lco.nquctor Cycle 01 04 Sem'lcqncsluctor Cycle 00 01
(pessimistic) (pessimistic)
Middle East Middle East
(early de-escalation) +0.1 +0.2 Y -0.1 -0.3
Middle East Middle East
-0.1 -0. .1 4
(prolonged stalemate) 0 0.3 (prolonged stalemate) +0 +0

Note: 1) If the two shocks occur simultaneously, spillover effects — transmitted through financial conditions, consumer

sentiment, and corporate investment — could be larger than the simple sum of the individual shocks.
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<Appendix 1> Forecast Summary, August 2026

2025 a2 | a0 |

H2°9 Year®?

Main Premises of the Baseline Outlook

H1 H2 Year?

Global Economic Growth (%)® 3.5 3.0 3.0 3.0 [+0.1] 3.1 3.2 3.2 [+0.1]
+ United States 2.1 24 1.9 2.2 [+0.1] 2.3 2.0 2.1 [+0.1]
 Euro Area 1.2 0.7 0.9 0.8[ - 1] 1.1 1.2 1.2 - 1]
+ China 5.0 47 45 4.5 [-0.1] 43 44 43 - 1]
* Japan 1.2 0.6 0.9 0.7 [+0.2] 0.3 13 0.8 [+0.1]

Global Trade Growth (%) 5.0 49 34 4.2 [+14] 3.7 43 4.0 [+0.8]

Brent Ol Prices (USD/barrel) 68 88 84 86 [-7] 76 72 74 [-6]

Domestic Economic Outlook

GDP Growth (%) 1.1 3.8 3.0 3.3 [+0.7] 2.5 3.2 2.9 [+0.8]
¢ Private Consumption 1.5 2.6 1.7 2.1 [+0.1] 2.0 2.5 2.3 [+0.2]
 Construction Investment ~ -9.7 -1.5 1.8 0.2 [-0.4] 2.6 1.3 1.9 [+0.4]
« Facilities Investment 1.5 54 8.3 6.8 [+2.4] 47 47 4.7 [+2.0]
* |PP Investment 3.0 3.7 3.7 3.7 [+0.2] 3.0 34 3.2 [+0.2]
« Goods Exports 3.3 10.8 8.7 9.7 [+4.8] 48 45 4.6 [+1.3]
« Goods Imports 1.9 9.7 9.9 9.8 [+6.8] 53 40 4.6 [+1.1]

Headline CPI Inflation (%) 2.1 2.5 2.8 27[ -1 2.3 2.2 23[ -1
« Core Inflation” 1.9 2.3 2.8 2.5 [+0.1] 2.6 24 2.5 [+0.2]

Cument Account USD 100 mn) 1,231 1,910 2,590 4500[+2,000] 2375 1,925 4300[+2,400]
+ Goods 1,381 1,938 2,733 4672[+2,000] 2,529 2,059 4589[+2,434]
« Services -345 -118 -252  -370[-14] -216  -255 -471[-38]
* Primary & Secondary Income 195 89 108 198 [+14] 62 121 183 [+6]

Change in Number of Employed 19 11 18 14 [-4] 23 17 20 [+3]

Persons (10000 persons) 2©

Unemployment Rate (%)° 2.8 3.2 2.6 2.9 [+0.1] 3.1 2.6 2.8[ -1

Employment Rate (%)® 62.9 625 632 62.9[-0.1] 628 633 63.0[-0.1]

Notes: 1) Global economic growth and global trade growth are forecasts. 2) Figures in [ ] show the change from outlooks as of May 2026.

3) Year-on-Year. 4) By period average.

Sources: Bank of Korea, Statistical offices of each region, Bloomberg.

5) Excluding food and energy.

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

| GDP Growth
Outlook for GDP Growth" (YoY) Outlook for GDP Growth" (QoQ)
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Note: 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

2025 2026 20279
Y, %

(Yo%, %) Q@2 Q3 4 } Q. @ 0 o ‘ Q@

GDP Growth 0.7 2.1 1.6 38 37 2.6 33 24 2.6

(QoQ) 06 14 -0.1 18 06 03 05 1.0 038

Source: Research Department.
I CPI Inflation
Outlook for Headline CPI Inflation” Contribution to Headline CPI Inflation
g (YoV.%) ’ (YoY.%) ¢ 6 (%, pp) (%, pp) 6
Outlook|
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4 1 4
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1 1
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0 0 -2 - - -z
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Note: 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

2026 20279
Y 0,
(Yoy, %) Q@ Q3 o | 1 @ Q
HeadineCPlinflaon| 21 20 24 | 21 30 30 26 | 26 20
« Core Inflation” 20 17 20 2.2 24 29 2.7 2.7 25

Note: 1) Excluding food and energy

Sources: Ministry of Data and Statistics, Research Department.
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