Monetary Policy Report at a Glance
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Inflation has generally After significantly weakening,

remained stable near the economic growth has

target level. improved modestly, driven by

. . . consumption.
Itis projected to remain at

around 2% going forward. Growth is likely to continue a
slow recovery, but the outlook
remains highly uncertain.

Prospects for Monetary Policy

With inflation remaining stable, increased
May 25% downward pressure on the economy led the
Bank of Korea to further cut the Base Rate by
0.25%p while monitoring financial stability
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Household loans slowed
after growing rapidly
Increases in housing pricesin the

Seoul metropolitan area and
household loans, which had been
accelerating, slowed since July.

Further monitoring is needed on
whether the housing market and
household debt will stabilizein a
sustained manner.

The Bank of Korea will determine the timing and pace of any
further Base Rate cuts based on its assessments of inflation,

Growth growth, and financial stability.
’ = The BOK will maintain its rate cut stance to mitigate downside risks
. ) to economic growth and determine the timing and pace of any
{ Inflation i :ﬁb@ further Base Rate cuts while closely monitoring changes in
— S domestic and external policy environments, the resulting impact

on inflation, and financial stability.



Executive Summary

Recent Economic and Financial Developments
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of tariffs. The future inflation path of the US. remains

highly uncertain.
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U.S. dollar index weakened significantly. Note: 1) January 1, 2022 = 100.
Source: Bloomberg.

The global economy and financial markets will be

primarily ~affected by developments regarding the

US.-China trade negotiations, item-specific tariff rates,

and by monetary policy changes in major economies.

The domestic economy experienced a deeper slump

in the first quarter, with the growth rate recording a



negative figure quarter-on-quarter. In the second
quarter onward, the domestic economy exhibited a
modest recovery, as consumption recovered, supported
by supplementary budgets and improved economic
sentiment, and as exports, led by semiconductors,
performed better than expected. The labor market
maintained positive growth rate in the total number of
employed persons, but key sectors, including

manufacturing, have seen a continued downturn.

Going forward, domestic demand is expected to
continue a modest recovery led by consumption,
despite  sluggish construction investment.  Exports,
however, are likely to slow gradually after a period of
solid performance, as US. tariffs become more
pronounced. GDP growth rates for 2025 and 2026 are
projected to be 0.9% and 1.6%, respectively. Along the
future growth path, uncertainties remain high, with trade
negotiations between the US. and China, tariff rates
and implementation timing for item-specific tariffs, and

the pace of domestic demand recovery.

Domestic consumer price inflation remained generally
stable near the target level. Short-term inflation
expectations among the general public had fluctuated in
the upper-2% range up through April, fell to the
mid-2% range in May, and has remained at that level

since.

Looking ahead, inflation is expected to remain stable
due to subdued demand pressure and stable
international oil prices, despite rises in the prices of
agricultural, livestock, and fisheries products. This
year’ s headline and core inflation are projected to be
20% and 1.9%, respectively. Next year, they are both
projected to be 1.9%.
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In domestic financial and foreign exchange markets,
major price variables have shown high volatility,
influenced by US. tariff policy and domestic political
developments. Stock prices plunged immediately after
the U.S. announcement of reciprocal tariffs, and then
surged afterwards driven by the suspension of tariff
imposition, by the advancement in trade negotiations,
and by expectations for domestic capital market
reforms. Long-term Korea Treasury bond yields (3-year)
fell considerably in line with the Base Rate cuts and
due to concerns over a domestic economic slowdown,
before rebounding on a possible increase in the
The US.

dollar/Korean won exchange rate rose to the upper

issuance of Korea Treasury bonds.
1400 won range, and then declined to the mid-to-high
1,300 won range, as domestic political uncertainty and

global trade tensions were alleviated.

Household loans surged in the second quarter in line
with rising housing prices and transaction volume in the
Seoul metropolitan area. Since July, the household debt
growth has moderated, as overheating in the housing
market eased somewhat following the implementation of

the government’ s household debt measures (June 27).

Regarding future financial and foreign exchange market
movements, as some areas in Seoul have seen
continued sharp upward trends in housing prices with
expectations of further increases, it is necessary to
further monitor whether the housing market in the Seoul
metropolitan area and household debt conditions will
stabilize in a sustained manner. In addition, attention
should be paid to the potential increase in exchange
rate volatility stemming from changes in monetary
policies of major economies while closely monitoring the
possibility of an increase in credit risks arising from the

process of restructuring some industries.

Domestic Interest Rates, Stock Prices, Exchange Rates
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Changes in Household Loans by Deposit-Taking Banks
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Notes: 1) Figures for July and August 2025 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.



Monetary Policy Implementation and Outlook
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risks to economic growth had intensified due to Source: Bank of Korea.

persistent political unrest at home and the deterioration
in global trade conditions, uncertainties regarding the
future economic outlook remained high, and it was
necessary to further monitor the high volatility of the

exchange rate and trends in household loans.

At the May meeting, the Base Rate was lowered from
2.75% to 2.50%. Although concerns about household
debt growth and an increase in the volatiity of the
foreign exchange market remained high, the economic
growth rate was forecast to decline considerably this
year, with the inflation rate remaining broadly stable.
Therefore, it was deemed appropriate to cut the Base

Rate and mitigate downward pressure on the economy.

At the July meeting, the decision was made to maintain
the Base Rate at 2.50%. While the inflation rate
remained broadly stable, with the economic growth rate
forecast to remain low for some time, uncertainties
surrounding the growth outlook had been elevated due
to tariff negotiations, the upward trend in housing

prices in the Seoul metropolitan area, and the greatly



accelerated increase in household debt. It was also
necessary to assess the impact of the recently

strengthened measures for household debt management.

Finally, at the August meeting, the Bank judged that it
would be appropriate to maintain the current Base Rate
level and to assess any changes in domestic and
external conditions. While there were stil high
uncertainties surrounding the growth outlook, economic
growth had improved modestly, mainly driven by
domestic demand, and movements in housing prices

and in household debt needed to be monitored further.

[6] The Bank of Korea expanded support for small and
medium-sized enterprises (SMEs) that were struggling
due to sluggish domestic demand through the Bank
Intermediated Lending Support Facility. In line with the
cut in the Base Rate, the lending rate was cut from
125% to 1.00%. In addition, the operating period of
['the temporary special support for SMEs] , which was
introduced last year to strengthen support for
low-credit self-employed business owners and for

regional SMEs, was extended to January 2026.

Going forward, the Bank of Korea wil conduct
monetary policy in order to stabilize consumer price
inflation at the target level of 2% over the
medium-term horizon as it monitors economic growth,
while paying attention to financial stability. The domestic
economy has shown some improvement in growth, but
uncertainties surrounding the growth outlook remain high
due to US. tariff policies, while inflation remains stable
around the target level. Regarding financial stability,
while  housing price appreciation in the Seoul
metropolitan area and household debt have moderated,

it is necessary to further assess whether it will remain

Celling and Interest Rates of the Bank Intermediated
Lending Support Facility”
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on a sustained path of stability and to remain cautious

about the possibility of renewed exchange rate volatility.

Therefore, the Bank will maintain its Base Rate cut
stance to mitigate downside risks to economic growth
and determine the timing and pace of any further Base
Rate cuts while closely monitoring changes in domestic
and external policy conditions, the resulting impact on

inflation, and financial stability.
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