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Key Findings and Implications

(Key messages)

Supegi ng dteradst uioal t Bhi Moeatvamypynn

Growth & Real InterestRate Financial Stability

N\

Downward trend likely to

h ®

. . : Weakening of
persist due to aging Reflectingaging | Effects of other banks’ soundness
* Decline in labor input effectonly  : structural changes * Decline in profitability
* Increase in savings ' (Deglabalization, f * Increase in risk-taking behavior
J \_ Climate Change) ) \_ J
Structur alr er enfecerdresd i n rseisfpton s

Structural Reforms Lift
Growth and Real Interest Rates
» Fert :';.-' ate recovers
If structural to OECD average
reforms succeed * Elderly emp
expanas [+ 5
= Productivity rises by
Growth & real 5%
interest rate +1%p

(2025-2070 average)

Reflecting aging effect
Present

Structural Reforms

to Reinforce Fundamentals

Structural reforms across the
real and financial sectors

= Establish continued employment measures

® Implement structural reforms to boost
fertility rates

= Enhance productivity
» Reduce reliance on debt in real estate finance

®» Ensure the effectiveness of monetary policy

\transmission channels /




l.Background and Motivati on

1. Korea is experiencing population aging at a globally unprecedented pace, driven by persistently

low fertility and rising life expectancy. As of December 2024, the share of the population aged 65 and

over surpassed 20 percent, officially designating Korea as a-sigieer societyAccording to Statistics
Koreads 2023 popul at iskare ofgderty popuation & expectediioyreah®7.5%, t h e
surpassing the workirgge population share (ages 68) of 46.0%, which will sharplyaise the oldage
dependencyatio. Korea entered the supaged society only about seven years after entering an aged society

in 2018, making it the fastest among the 25 OECD member countries (as of 2025) to reach this stage.
Moreover,accordingtothe UNWérd Popul ati on Prospects (2024), if
of the population aged 65 and over is projected to surpass that of Japan starting in 2045, resulting in the
highest proportion among OECD member countries.
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2. Population aging can induce structural shifts across the entire environment for monetary poliéy

affecting growth, inflation, and the financial secto® so it is imperative to conduct a comprehensive
diagnosis of these effects and assess appropriate policyspenses.The decline in the workingge
population, changes in consumption and saving behaviors, and evolving responses by financial institutions
are all expected to have significant macroeconomic implications (e.g., Son et gl., 2017

3. This study focuse®n the following key research questions, with core findings summarized in Table
1.1:

o How wi I | popul ation aging affect future growt
While it is widely agreed that aging ICdwers p
2023; Lee ietdd fadct @M 2rdQ @ maaimbsi ggrueuts . r at éehd gher
among -l iong@ércohorts and | ower marginal product
whereas a risdwlyo sihay ehsanfvel el waaldt b se x ert upwar
Further m&r epekKorcapit al mar kets imply that don
rates, camgluaocoatiagi ve assessment. Since the
affecti ngvesdadwiemg, Iifiscal sustainabi rigpyroasd
analysis. is required

o How wi | | aging alter the environtertorfeomammdiad
Theoretically, aging may ewreg toreiitrhfelra taipava,r dar

modeased forecasts have yielded mixed result s
growth from aging may supprnéesapphyl aoinen r awh

shrinking |l abor force may fuel inflation.
o How wi || financi adsusxthabas itlye cloeal th dbb& f i na
affected?
On one hand, higher demand for safe asaéetésiam
by increasing the share of safe assets in the
seebhb offset declining ret wprurshbgtgesali ngv é & nhihé
tail ri sks toobli daetfitecgkasbDabiti ey al ., 2023;
More fundamentally, stagnant i é@rceopmaeysmeanntd cgarpoaw
o Given these shifts, what challenges wil/| mo n €
policy respond?
This report examines how changes in growth, r
stability environment will affecpomoinebtatryops

fdruture policy
These questananlsytgiucdadle aphet aagh taken in

4. The remainder of this report is organized as followsChapter 2 examines the effects of aging on trend

growth and real interest rates; Chapter 3 investigates inflation conditions under aging and ottegmong
structural changes; Chapter 4 anal yz ergegratgsithasg 60 s i I
structural shifts to assess implications for monetary policy and propose key policy priorities.



[ Tablel. 1] Research questions and
(Research que (Key findings)
Gr owt h
fUsing ®8coopemwydliegd emodel and hol di nq
How has adpopulation aging raises savings and
Kor@areal ilthereby reducing real interest rate
Real ijand growthigec|Amesnal y<s si mpfacatgisnignce 1991 su(
rate |effects allinterest rates by approximately 1.4
going forwagemographic projections indicate th
on both treradt d@snta@&mdesgr owt h.
fFer tdlldeary ewmprl koeyrment , and producti v
Wh at struclretain ol der workers succeed in ex
wi || shapejrecover, or productivity i mprRoess,c

interest
econgmioevt h?
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extended by 5 vy

TFP growtnltr ease

fate by 0.5 IC)erXGrowth rate +0.7

y | f theresamaéensthracger al

depress growth and real

changes

interest 1

Wh at is thTUsing OECD panel dat@& @opuilmtcoomor
aging onglt hat aging exerts an average annual
inflation? |[inflati @rer 2 @BREO 7tOh. e
'ntlawhat OtmeefﬂTrends such as deglobalization and
factor_s Ind’climate change responses, agricult
IanQaLItIrbcnOkexperience of high inflati on pfuosihl oiv
upwar d.
C Overall, when <considering aging
uncertainty remains regarding the i
How wi |l afAn analysis of 27 years of panel C
financi al shows that aging has a negative i m
Finanparticul amé|l owering capital ratios andg ipmdmaa:
stabiljopfinancial reduced profitability and the conse
In particular, the adverse impact ¢
l ending is heavily. concentrated in
Wh a't ar e fSupegi ng i s expected to i net emsnidfuycts
challenges |pol Adgcline in realimihttempodti cyatseps
Pol i imonetar? poladjust mants i f gr owt h momentum and
chall weaken si mul toafnfesoulsd tywe etnr agl@l i cy o

pronodfncretdher coomet aaiymplog meryt at i on




2.Growt h and Real | nt erest Rat e

5.Thischapteranal yzes the i mpact of population aging on
rate.

6. Korea, along with other major economies, has been experiencing a letegrm decline in both growth

rates and real interestratesAc c or di n g ldngterindrosvth prodjdetirss (five years ahead), most

major economies are facing a slowdown in potential growth, with Korea showing a particularly sharp decline
(Figure 2.1). Likewise, real interest rates have been on a steady downward trend since the 1990s (Figure
2.2).
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7.The current trend of |l ow growth and Ifswcukbkat i
stagr@aPowml ati on aging has been widely cited as
( Summer sAs 2l0ilf4de .expectancy increases, househol ds
for retirement, |l eading to guratem tcheitadl siumptpdry
et al ., 2019) . In addition, ot her structur al f ac:
rates, including the slowdown in total factdor pr
for safe assets following the global financi al (ol

|l iquidity (Bernanke, 2005) .

8l n Korea, where population aging is progressing
closel ey ¢heamiresul ting trends i n e clothisend, thisgpod wt h ¢
develops a lifecycle model and incorporatesanoges onomy fr amewor k that refl

!This s$ecti csm mm@KWo rokfi ntgh eP aBple2fiD eNmo.g r2a(phd ¢ Shi fts and the Real
Economy: Theo(Oaesee, oPfarkkor e&da Hwang, 2025).

2Aconcept originally introduced by Hansen (1939), which de
persistently |l ow interest rates.



of external openness, in order to quantitatively assessffaet of demographic changes on the real interest
rate and growth.

Using t he feaclolnowiywndgliefmaemdel , we conduct a quanti

Tabd €key assumptions anecheatryy ¢lsd efmod éle

1. Introduction of a lifecycle model to reflect demographic changes:
1 The model consists of households, firms, and the government. Households enter the labor mark
25, retire at age 60, and die at age 100. Consumption and savings decisinadeamver the life cycle
and each household survives to the next period with a fixed probability.

2. Constructionofatwc ountry open economy model to captur
1 The global economy is composed of Korea and a foreign co(theyJ.S.), which engage in trade an
capital fl ows. Koreads government manages f

3. International capital markets are assumed to be imperfectly integrated, reflectiwgntddtictions:

1 Houselolds incur a cost proportional to the total amount of capital outflows when saving abroad.
generates an interest rate differential across countries, which gradually converges to zero as ca|
markets become fully integrated.

4. Households face borwing constraints to replicate agpecific saving and borrowing patterns observed in the
5. Households maximize expected lifetime utility as follows:

h

9 Utility function: 5 B 1 *“

{ Budget constraintoy;  &j Sx Y o 5 2——10
Y & i —h R - h P % Ui O

1 B(=0.948: subjective discount factpf ; : probability that an householibrn att survives to agg
oy : consumption of agehousehold in period , T@& : intertemporal elasticity of substitutipn
® 5 &  :domestic (or foreign) savingd agej household in periotkj-1, 'Y Y
donestic (or foreignyeal interest ratel ; : survival rate of agg 1 household in periothj, %oy
income tax rate in perioghj, 0  :labor incomen periodt+j, "0 Indicator functions are used to
reflect retirement status

6. Firmsoperate in a perfectly competitive market, renting capital and hiring labor to produce output accordil

f Production function®d 0 @B Q0

1 0 :capital input | : capital income shayew : laboraugmenting productivity'Qx : productivity of age
workerin periodt, 0 : labor supplied by agehouseholdn periodt

7. The government exists only in the domestic country, collects income taxes, issues bonds, conducts cc
expenditure, and accumulates foreigeerves.
8. Capital market clearing conditions:
1 Domestic: 0 o} 0 o}
1 Foreign: U 0 5 o’
9. Model calibration:

1 The model is calibrated to match the observed real interest rate in the year 2000ntidipmrates
empirical data on demographic structure and total factor productivity (TFP) to simulate the trend
interest rates from 2000 to 2024.

10. Empirical performance:

1 The model explains most of the decline in real interest rates in both kdr2gpercentage points) and
the rest of the world-2.3 percentage points), as shown in Figure 2.3 and Table 2.2. The key drive
increased household saving due to rising life expectancy and reduced marginal productivity of ci
caused by lower félity rates.

z




!Growth and Real |l nt er est Rate under B a

9.9The quantitative analysis is ba¥thd demobeapbli toce
and total factor productivity (TBPJiofalKopeaj aaqftc
popul ation forecasts), while all other varidabl es

10. [ Gr owWwthle] anal ysis finds that population aging he
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to population aging. Specifically, approxi mately
explained by demographic aging (1.4 percentage po
(0.4 perctesn)t.age poin

The model explains the structural decline in re.
aging demographics may keep rates |l ow for the f
Figa3Esti mated real int Taba2eReal interest rat
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omeear inflation rate and refmolvti @g. cyclical componen
2¥he real interest rate path $ sf i tmulliatyedr amaeftlthe
(72.2 years) remain at their 1991 | evel s ¢ hoorutgihn uehse
thereby exerting downward pressure on the real inter

SPopul ation projection BuetubasPdpaohaStahni Pt b feslc Bpzoopéual reftoiro nK o
forecasts for the weighted average of the United Sdddles, Jz¢
adopts estimates from previous studies (KwoagroWtOHS5i;n Feroma| K
and the rest of the world converges to 1.1% beyond 2070.
4According to pyipat esrtuiddlesgr Kwtrrear ate is projected2@®6decl i
2040 (Cho, 2028304 MHWwaBty alor, 202R8P04M0ed eff oal . 20BANRAKI mO. 7%
et al., 2025), and 1.2% in 2040 (NABO, 2025).
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3¥he real interest rate pa$htosahl Bacsomuproboddcaibsiumy
Il evel of 1.8% through 2024.

4)t is assumed that international <capital marketsi nwil
interest rates between the two countries.

A(Historical Trends) To quantify the contributions of each factogaunterfactual analysis was conducted

to estimate their respective impacts on the trend in the real interest rate. First, to assess the effect of
demographic aging, we assumed that Koreads fert.i
levels (1.71 births per woman and 72.2 years, respectively) through 2024. Because it takes time for birth
cohorts to enter the labor force, the counterfactual simulation was initiated fromnWA&é&r this scenario,

the equilibrium real interest rate in 2024wid have been approximately 1.4 percentage points higher than

in the baseline case. Next, to isolate the impact of productivity, we assumed that the TFP growth rate
remained constant at its 1991 level (1.8%) through 2024. Under this assumption, thterest rate in

2024 would have been about 0.4 percentage points higher than the basegeefindings suggest that
structural declines in the real interest rate have been driven significantly by demographic changes and
slowing productivity. In the absee of these two factors, the current equilibrium real interest rate would

be approximately 1.8 percentage points higher (see Figure 2.3 and Table 2.2).

A(FuturePathyUnder the baseline assumptions, Kagmduaods r e

decline due to demographic changes (Figure 2.4), before rebounding around 2060 when the national saving
rate begins to decrease. It is expected to converge toward-eutorgjuilibrium level of approximately

0.1%. 1t is important to note that thisrojected path should not be interpreted as a forecast of the real
interest rate. Rather, it illustrates the structural direction of the real rate when driven primarily by
demographic factors. Additionally, the real interest rate in this model refldgtherongrun equilibrium

level determined by demograpHiactor and productivity trends, and is conceptually distinct from the
policy-relevant rutralrate of interest, which serves as a benchmark for monetary policy.

IGrowth and ReaPatlhnst eurnedsetr R tteer nati ve S

12. Since the future paths of real interest rates and growth depend on key assumptiomisis section
examines their trajectories under various scenarios, including changes in fertility rates, elderly
employment, productivity, and fiscal conditions.

1 3(. Fertility Recovery) If fertility recovers through structural reforms beginning in 2025, both
the realinterest rate and growth rate are projected to rise starting around 2050, when the newly born

population enters the labor forcel n t hi s scenario, the fertility reé
year from 2025, reachihgtyhe aODECD1ab8r zdhe | doeal p
2035. As a result, effective | abor supply rises &
to 0.7 percentage points above the bakeliaa&l biynt2é
rate due to i mproved marginal productivity of <cafy
5The downward effect of declining fertility on themi@dl inte
in consideration of the time | ag between birth and entry in

11



14.( Expansion of Elderly Employment) If elderly employment gradually increases from 2025,
both growth and the real interest rate are projected to rise due to highdabor input. Thi s scenar

assumes that, through continued empl oyment pol i c
gradually extends, reaching f?fvd ncearas eldond qaébrort Isa
mar gi nalvi pyoddctciapital, putting upward préssur e
growth rate in the | ate 2020s is estimated to be
the growth rate conver geasn tas tthhee H aaselri neef fierctt Ha
remains persistently higher than in the case wit
2.5).

Fer trelciotvhasged agiefdmh i éxe aned eddeampy oy mesn irame d ipa & € impwea
Ome ant e meetseasgramwd h

Fi ga4e Real I nterest 'Ra FigabkKoraGrowth RGUMAIT
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1p \, % 3 s ]
X 05f 10X Al |
5 2
o - e J
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201 >
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-1F
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Notes: 1) The estimated paths of tHemogakbhphhnteanest pratdec
constitute an official economic forecast.
SourAKwtsheo g tsi ofaLtee, Park & Hwang, 2025)

15.( U.S. TFP Growth) If total factor productivity (TFP) in the United States improves, the U.S.

real interest rate rises significantly, potentially narrowing or even reversing the real interest rate

differential between Koreaandthe UST he Uni t ed St ates icsaldtedt He ofuart
I ndustrial Revolution," driveReblyeatdvagcebi §n wdat
(foreign) TFP growth rate is 0.5 percentage point
The results show that higher U.S. TFP boosts the
i ntterrest e and growth rate in the U.S. -tetoontUasSt

mar ket reduce domestic capBtalasupmlterelséadiang ta

decline in economic gsrtowtaht.e Asn ctrheea slke.sS .morreea |r aipnitde
rate gap between the two countries narrows consi
2.6).

16.( Korea TFP Growth) If Korea experiences an increase in TFP due to technologicahovation,
both the real interest rate and growth rate are projected to rise, with the KoreaU.S. real interest rate
gap wideningl n response to aging, the adoption of tech

5The model assumes that increased emptogméettamanghehemel d¥
cohorts.
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(Acemogl u & Re<XKtorremo, s2®XPp)ectemd to benefit signi

et al ., 2025a). Refl ecti fsg TtFhPi sg,r otwiieh maoad eel eaxscselende
percentage points annually from @t0i2wi tty &f0 7d0a p iAts:e
Koreareal interest rate increases by an average o
rate gap between Korea and the U.S. widens accor
i nfd,owsreecaonomi ¢ growth rate is also projected t
the baseline.

Pot enmnetviearls al TW.fEe Hibtr eceetged pWi der 1Ko Betae reetggep under K
under pr.dSi.c griowitthy pr oduc griowmitthy

Figure 2.6. Koreai U.S. Real Interest Rate (Scenario )  Figure 2.7. Koreai U.S. Real Interest Rate (Scenario )
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Notes: 1) The estimated paths of the real protteceéestvitgter
constitute an official economic forecast.
SourAKwtshhe g tsi ofaLtee, Park & Hwang, 2025)

17.( Expansion in Government Spending)If population aging leads to an increase in

government spending, public debt will riseresulting in upward pressure on the real interest ratel n

the baseline scenario of this report, the ratio
constant at 17. 6 %, with the tax burdgovermntmont i ke
t@®&DP ratio increases to approximately 107%’by aro
I n contr asta,n dSacsesnuammei otsh at additi onal wel fare expe
through increamskd Fowehmhmentemd s eocases, hi gher gov
private capital, pushing up the real interest rat
increases from 17 .(6% rby3 1p eprea &mtnaacaeg epr piordtnsbf 30 y e
in 2025, the real i nterest rate in 2050 rises by

compared to the baseline-t -&GWPamwahii loe ,e xtplaen dgo \t eor MM
and to 149 ewnradkd gures 2t8iandavo2t®) noting that
expenditures could significantly increase public

"TAccordinglertmm EFEosgdadlRODu) | bygk MSABPQ v eKronrhe@dP dabt o is project
approximately 107.7% by 205038& Tphriog edcitfifoenrse nacses uamrei sae sf ubt eucraeu si
and a decrease in totalbldevenhésuycomasedbeaetsigboy<¢reDPRentatd ons |

and the t adxc obnusrtdaennt riant ioor der to i solate the effects of demo
8While the initial fiscal gap i shef imalred ed stshurmewsgh h@dyv er mme rhte
is restored through increased tax revenues driven by a reco
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potentially | i misti mgom htto creaiesea l(iChtaakents, r 2025)
government consumption is assumed to have no dire

Agi-img u dreadr eage & er nspemtdramn geean t e reetsd spuebride bt

Figure 2.8. TrendsinKor eads Real Figure 2.9. Trends in Koreabd
2.5 T T T T T T 180 T T T T T
\ Baseline
2 F\ = = Scenario 5(Spendig +1%p) - 160 | .
\ Scenario 6(Spending +3%p)
15F \ 1 140 1
=]
\ > 120 1
1t \ 1 o e
@ 100 | %2 1
X 05¢ \ 1 @ L
N © 80F - ]
0 ﬁ -
® 60| - s 1
-05 7 ’
40 /~/ Baseline G
= = Scenario 5(Spendig +1%p)
=1 F 20 Scenario 6(Spending +3%p) |
Data
2010 2020 2030 2040 2050 2060 2070 gmo 2020 2030 2040 2050 2060 2070
Notes: 1) The estimated paths of the real interesandade

constitute amfoofftiasital economic
SourAKwtsheo g tsi ofaLtee, Park & Hwang, 2025)

188The above analysis suggests that population agi
rate and growth rate, and that this trend is likely to persist for the foreseeable futureHo we v e r ,

structuraluchefasr nas recovery in fertility rates,

i mprovement sdtnoupdodacseviboyh growth and the rea
findings offer i mptouna@anpol impy icdeagiigms for f
‘Meanwhil e, Fornaro and Wolf (2025) provide a theogtetimcal f
growth, and Eberhardt and Presbitero (2015) as wel/l as Jain
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3.Price Stability Conditions

1 9Population aging can, in theory, exert both upward and downward pressures on the price level,
and empirical findings vary depending on the aging indicator or methodological approach used.
Summée®o®15) and Braun and | keda (2022) argue that

thus aggregate demand. Conversely, Goodhart and
shrinkinggevop&puwmlgati on dr itvleast ugp hiagleesr (shasrnte )ofar
more than they save applies upward pressure on pt

guantitatively divergent concl ugriownp defiemidi ngn
consistent verdict difficult (Table 3.1).

Empirical findings vary depending on the aging

Tabl eSudmnmlary of Key Empirical Stud

Aut hor (] Main Finding Primary ( Met hod and

Demand s
(decreasce

. p |
Gaj ewaRUL51pgi n wwdal dep¥indeivcpep Cconsumpt) ran=’ re9l

Supply {(1970-~-3@n¥er
(increas

consumpt

1pgi n s hGB8rQee aérfid .p0p i n

lppyout h deYpiemfdleamtciyo n

Increasedrliorgeaigti ng
on y¥uafgl ation Pol i-ftii scchcal
OLG+FTFLscal
(policies|the price Ie
preferenc( year Japanes:s
Si mul ati oiD.pepri dalpan househol
from aging (net effe

Decl i ni ndgr ifveernt ialgitnyg

KatagiC202: v 3¢ on

Agi ng( ekadgeed d e pye¥d d & n o

De ma n dchsing Regional pan

1ppY JapiDn :0p3l% SO0 . Op % |-, (augmented P

Lee ezoan(pp P = B in consumyz Japanese
Aging l-agel dépgnddenc| Saving p 50 U.S. s

Y negl iedif elce (1990~201

El der IJyVdstsamé | ati on Demand s panel regr

we ak eamged e g at(ea bd@urd n d C(odnescurmeat 30 OECD col
0.7 %p) P (1960~201

Yoon (ez20 las

] ) De ma n dchsing Panel regr
Bobeic@ ®Ilppygi n s hGBryee aorfi® .p5p i n|i n consum 34 OECD col
saving pl(1980~3@@0, a

Shar e746f}eé&0s 8%p i nfpemandchaincPanel cointe

p N . VAR in consum 24 OECD col
Shar@ YoBE&r ¥1. %i nf | at savpagt e (192016)

Andrewg¢ 261t

SharklpégW¥asbout +0.1

infl ati on,
De masidp p |

S . Panel regr

Jusellus arSharleBG@yfealYabomtiQ.17ch’annAGC|yC(|| (popul ation
S hares gfemiabout ~6032  offeatd 22 advanced

d/feyn ! effect s (1870-201

Shar® YoE&Y §0. 76 %

Note: -dhe odépendency ratio (youth dependedgrmpoyur attiled) iddygede®idn d
the wagli popuba)ri on (15
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20.To provide a comprehensive and timely assessment of howopulation aging affects price

dynamics, one should consider the populatiostructure across detailed age cohorts rather than

relying on a single indicator or broad age bandand incorporate the most recentpopulation and

inflatondata. Jus el i uU$ safN@02Z4k divide the population int
each Giompadt on inflation using ~-dafiféa. fTbemy2f2i ndun
shares of the dependent population (both youth a
| arger shareageeofpadpmel avoirkii migeatdi ¢ m. dlamtpemesti ngl
fiol-adlodohort (aged 75+) | ower s i iyfoluamigid d74s Ccpqd gtairryg
that the very elderly curtail nonessent i atl heiprend:
sampl e had nofsupaegtesde nager addt hde 75+ share-upemain
studies reflecting moré&® pronounced aging are nece

21.Building on the methodology ofJuselius and Takats (2021)this study reexamines the impact of
demographic structure changes on inflation using data for 38 OECD countries over 199%023.T h e
empirical mo d e | and data employed are as foll ows:

Empi rmoodeell wi th polynomial specification of pop

The baseliinceormpodmtp wnlgattoindcng ures t v arait sl ¢ he ef f ec
age cOh¢rf@s m 1 dEMKUL x@pmm, co&ntarnyd) yemtriigd | by a
panel data fmacpopaoababmbo wmadiables fro 028:0E

Additional demographic contr(@l § iamdl chantgles (gid
and the specification incorp¢@ma)t.esToboniht icgoautnet rr
from the high <corr eslhaatrieo nr eagnroenshe if tio fenesy 2 Ip'@ @ a gceo(k ¢ f
satiimgEy dgree pol ynomial fign rt hreE crcEh off tr B nadnedx i ma
nor malization constraint to prevent collinear:i
Phillips curflvaeg geat @ rmnil rdaiitdoso u {dp)eats gaadpd i t i on al c
specification i~2B8028tumahgdpamel d8®8 on demogr

rig 1 3¢ 1 3 " I T

Herie@ denot es t hecahroarnts fvarnieadb laegse,n asmdd e hieneeé pas dem¢
CPlI foli rtouendrhye o@t)plits greepmsured as the ldoemwwg rmattirc

with the trend extrresactog@d pwiitd tQahre ebinpd ri c&l speci
baseline andfedXtusrdesd JRadial)d apos nt hd i esfd il ntlee d mfyi, r

replacing the HP filter with the Hamilton fisl tfeorr
baseline and extended specifications.

According to the UN Population Prospects, the pace of agir
sharof those aged 65+ in OECD countries was only 16. 3%, an

had crossed the 2%%pdedrasdtoch eltd . d Hfoiwreiveg ,aby 2025, the avera
counnhowemeet-agleed supeérerion
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22. Empirical estimates reveal -ahapediostetatipgpnsihgp
structure and inflation across 38 OECD countriesSpeci fi cal ly, increases 1in
ag®d andd7rAre associ atedrwistl onupwarcespr edeB eds i n
75+ cohorts exert dowHWatdbpyessueasw{ EFhgor eéhsd. &
di ver gyeo u-atighde(7648r e i nf | at ifohadlod ( Awhk) Ide sti mdnp at esnat
that the former remaining net consumers that sup|]
nonessential spending except for necessities and

23. Based on the estimated cohort scpaeciQfifci ceefOGfse cptosy
projections, a simulati on i ndi cates t hat , ceter.i
inflation rate by an average of 0.15 percentage points per year over the next 45 years (2% 0),

with a standard error of 0.056Whe n t he popul ation i s aggridd@ait &d i n
49 .,i780nd 75+, thél@8bdarienemargi naély | owers inflat.i
the expansion of the 75+ cohort #educes it by aprt

Age distribution aihdvent
N-s hapreal ati onship

Figg@tlenfl ation effects Tab3d2eFi xefdf ect s panel mo

Resul ts f ¢kl cenv eclo upnatnreyl C

Baselin|{Extende

6 p 0.78*~ 0.12
(0.33) (0.13
02 ig pm 0.25*~* 0.50*
(0.07) (0.29
i 6 pTT 0.02** 0.56*

=]
=

(0.01) (0.26
i pmmr 0.00** 0.19¢*
(0.00) (0.08

Estimated coefficients by age cohort
- S
~

3¢ 0. 55*~* 0.40*7
(0.36) (0.16
04 30 0.00 0.00
(0.00) (0.00
“ 0.58*7
-06 (0.08
0.02
AW 1T (0.03
A 0.10*7
X9 9 kD Q0 ks k9 XN
VAP S S - G Y- S N B N A B A A
VEFEL TSI FESELE O [ Ves (203
Age cofiot Countri 38 38
Ti me pe 1960~2C¢ 1990~2
N of o 2000 1923
Age s$E&8. 0. 00 0. 00
Not&@bhe dependent variable
Not e: Dar k and ilnidgtctat bl ueh rat e f © 0 u netarcyh, and t he i n
confidence interval s, respe transfor med age group VvV a
Source:tedtutmates from the € parentheses. *, **_  and **
panel data for 38 OECD cour 10%, 5%, and 1% levels, re
“The estimated coefficients represent the change i-n the ann
percentage poi nt &i npcorpeud saet iiom esahcalp ec c lEpotritanggex a mpslee ,i na tchree shar
80 and over is estimated to | ower.inflation by approxi matel

The simulation al so2 ®&oovwhée rtshhaatr ec eaxreges ai Mmotdheest upward ef fe
t heef f ec 6 0704 o hGhevar i ati on i s not statistically significant.
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24. The preceding OECD average simulation does no
Nonetheless, the coexistence of opposing factors in Korea, which partially offset one another, indicates
that the findings still hold a certain degree of relevanccK o rreaas a hi gh e Pderdl yanpov

underdevel oped public pensbohi systemcowbiueme . | Cmin
spendi ndgol-bdod bhert |l eads to weaker aggregate dem:
di si nf lragsisonraer yt pan i n ot her adéi nmgiecgo n ocsmiperse.d oGa n
by ultralow fertili #yThriathlkemttrlasn sl avid v iJtayp aga iwh
| ongdviwvegn and suggests that in Korea, | abor sh
stronger infltAd iohasg ebtietesvailing forckb part
average result is Iikely to remain broadly applic

25. While the preceding analysis has focused on demographic drivers of inflation, it is essential to
recognize that prices are influenced by a wide array of other structural factors. Notable pside
pressures include deglobalization and supplghain realignment, postpandemic episodes of high

inflation, and climate-related shockst®

A(Degl obal isappthmri nared | Higmntmemitdal | vy, gl obalizati ol

domest iacndp rwiacgee Yibmud¢r esd meee, t he Gl obal Financi al C
causing gl obal supply chains to contract and be
pressure on inf atoiremvekbagaredgh2@22)Y. trade barri
policies directly raise import priGesespahdtical tal
such asiWkra RWmagwai nfl i cted I mmecisahtag i sngp wll yo bsaH o @
net wor ks, i-l napsatritnign,g sltornugct ur al? | nnp viahrids pcroenst seuxrte, odr
(2025) has warned ftihmtertaheofwomdrde ifsr eeqnuecdtlT mand p e
continuatrendomayhbssgnal a structur al shift in t|
nor m.

¥l'n 2023,

the poverty rate among Koreans aged 66 and over w,
“Bong (2023)

estimates that betwedme2G@randf2@aged BGanfd to

with only 30% attributable to rising |ife expectancy.

Moreover, Acemoglu and Restfepoe(@6@QR)neemsepetratéomhttona
whi ch cotud dwange i graowt h and t her'eby sl ow overall price incre
'Additionally, the expansion of government debt discussed e

"For example, Clt® and de Resexgaended ofiphacdetwinetieCih aCPCana
0.1 percentage point per year.

Gl obal trade relative to world GDP had risen stiGaidn&yt sadee
war , and the 2020-tpamnddé&mimbdys Recee nntewhilghh admi ni stration and

nationalism are |ikely to deepen this deglobalization tren:q
Cavallo et al. (2021) find that the 20% tariffs impeosed by
in US import prices.

'n early 2@0p6i (FebtbharyYyS annoulh¥%etda mpil fafnss dm ii mporstes 1for om n
including China, Canada, and Mexico. AccordindotrecWsrtl d oEc
CPI inflation in 2025 wup to 3.n0d%,cedi tsiunpgp | tyo tdhi sdiurpd d to nis mma
hei ghtened policy uncertainty. I't also projecabi ngldoibsarlu pCPilo
and policy uncertainty could push prices even higher.

"The 202AUJkRwas siiea war di srupted energy and commodity supplies
percentage points within a @fe&ws enod@hahdsi,fAisdhae ceo ntohne eldn ietxepde r $
inflati onlidprearceeansteasgeofpoi nts (Maurya et al. 2023).
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ACHiigh| ask peniRmicer) t o-19he@ a@@¢mbdbc, vivid memories
| argely confined to oledelr9 7cOosh oantd ewnshrol yi i1v%e8d0 st.h rhHba
prices followiumgethefpandemigbasy maddenf hdgbadesxpe
common across al/l age groups. 't i s welll eesstn@hbl i
effects oG nif haéitvioshualxpectati ons, and el evated ex
future prideunnhorensaeb. P2023) docawvmeemd Itihvadd htohurs
t he-19adt0es alnd8 Geshiilopf Imai nt ai ned persistently highe
cohorts. Li kewi se, Conrad et al -i n(f2022)o nf iemnxdp etr h
significantly more |likely to antatepdabg Webeeref
I'n particul dr2)280womwr atdhadt tale. t op 5% of househol d
exposure are about 14.5 percentage points more |

AC Cl i ohaatnedPdg)s i c al ri sks from climate change and tr
| ooavar bon economy can amplify i-afidiani dharvptpirenss
production costs (Kotz et al .l y2z0i2n3g, dPaatrak efrr o2n® 1182) 1.
t hat a 1AC rise in monthly average temperature

percentage pointsmoint ht tenesumekatpirveel2 nfl ati on |
Economic Qazf)l esoku( 20i on suggests that eimitsrsoidouncsi nb
25 percent from 2022 | evels by0.240 3p0e rccoeunltda grea ipsoe
However, some studidg inetnd nthatrad svena cluipmatess
under st-mriogigdiptryi cassumptions, yicerl dewmeerg | @ xgé ibtl ed é
pressur e.

26. In summary, population aging is likely to exert a modest downward pressure on prices in the

near term. However, given the coexistence of other structural upside factors, considerable uncertainty
persists regarding the longetterm path of inflation.
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4 Fi nanci al Stability Condition

27.Population aging can exert both favorable and adverse effects on financial stability through

multiple channels. While the majority of the studies indicate a predominantly negative influence, some

studies underscorepositivef act or s, such as ol der househol dsdé pr
close examinationAgi ng may undermine the profitabilidy of
repayment capacity amid sl owepgpmemnomicdgmnowt 1o mp
i nterest mar g-i ns e raeheta e wiwr ornenaelnt ¥Faduampl ufcy ium
Di mi ni shed profitabil déctay;b tifinf etru ranc,c ucnaunl actoinosnt raani dn |
appegriampting greater arlilsokc aste cotno rosf. fQionndvse rtsoe | hyi, gt
favored by the widerl ytricoas dead smoamykeelts tsara bd M d rtayl

Popul ation aging can Grodetfaibmandiya la ntidakhiteni dg unitt nec

[ Tabl 8umman y inopfa ctpbh poufl aag i mgli maanst bl | ity

Mai n chan Description Rel sttead i

§ Strengthening ofsafe |- Ol der hogseavéd s dremamd¥e hiagg Cho et al
econwimge share of safe asse
asset preference finanmst@iltution balance she Li et al

t $AAT ET A ETfLSI ower economi c Y (wenackdesrs E r \g Liu & Hu
| capa¥ihtiygher credi't ri sk ar
repayment capacity institutions Maestas et

LSI ower economicY imdoenc) | gal
tlncreaseininterest_ new Inves__t ment;_ pr_ecautlona Ima m & Sch
saaeset pY¥Yefseeenbeantegebt a 2024
expense burden ( )
hi gher funding costs
LAgi-nmgdufcaeld i nYneakowateset
(especial |l yowearbbowegepoof| Carvalho et
t Compression of net Sudo & Ta
. . ) (2020) ; Cl
interestmargins | Gr eat er dedand tafleomBsgmtrsal (2018); Y
Yreduced pr ofeistt-baltcek e tdtye(rbnb)n g (2017) : S

e x alceetred by early repayment

. L tbower birth rates and houlsiey
t Volatility/decline in expenses, and weakhertyomhmens
growt hall in colNl@rteatadr g

collateral values borrower sY Iteor gdeerf aludstses for

t Intensified risktaking |. pr of i t abi |l ity erosi on VY tshtrrog |[r)r?aerr: r& eStC ha
by financial institutions incentives to offstakilmgses (2024)
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28.First, the correlations between aging indicators and macroeconomic variables suggest that
population aging mayact as a structural force undermining the soundness of financial institutions.

Using data for 38 10B2M2vBec exami e idpheb eteweaan otnwdh
indi dahe-agkddependency ratio and t he d&aad et horfe & hke
macr o Varciaaphbilteas :i npceorme gr owt h, t heprireali nhitatriecn.

indicatornd saxlkiadilty stiagni ficant neg&t®iPwet cdoirfrfeelraetn
deeper aging tends -tapictboancnhdemevi ghowtohvepr @ale i n

appreciation. These resul ts i mpp ryo ftintaatbi 4 gitiyg bya
borr érweeprasy ment mpapgasi ng, ned¢ interest margins, and
earlier, declining pddfiiiltdliltioty epdrndcrhstcragpiin ab a
ri sk appetite, l eadimg skoagmeasbbey Utspobhurcba&@hgedhi

capattabuacy ratios atndeta@dluce their distance

Decl i ne aipn tmei
growt h

_Stagnation or -

Decrease in rec¢ ) .
price appreciat

[ FiguliAgi hgdex [ Fi gulPgihmgdex a [ Fi gulPgihmgdex
pecapita incol interest r houpri ce inf

o O\%-age dependency ratio
o Population aged 65+

° °
_| © Old-age dependency ratio © Population aged 65+ o Old-age Jepengency ratio © Population aged 65+
T T T T T T T T T T T T T T T T T T

0 10 20 30 40 50 0 10 20 30 40 50 0 10 20 30 40 50

-10

o
&

Source: AuthorZalculations based on World Bank data.

29.To rigorously analyze the relationship between population aging and the soundnessfiolancial
institutions, we construct an unbalanced panetlataset of7,148 bank$* in OECD countries (1997
2023%) and estimate the fixedeffectsmodel presented below.

9% w T wip T wp OO0¥%j - Opn — 1 7 &s
2Kang et al. (2012), Yoon et al. (2017), and Yoon ée¢ttyal. (20
level time series to 2023 2a@dd end3&rgesnomeesample from rough
2Using robust standard errors, the correlations wivtehl ,i nc o me
whil e the corpeliatdiloant iwoint hi shosuisgeni fi cant at the 10 percent |

2The sample spans commer ci alls,i ngoVpnaylt y vie¢s aBanlsBRoecmgs bank:

%Because a substantial share of observatioinstérsprastaed awilteh o
appropriate caution.
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The depend®ptrepaesahtse the EsovadeesEinm tyWadamky i s
proxied by eithdequheyBamgédiogc oBil 8ahle nad wd®ddn. | oga

both cases, |l arger values of the dependent vari al
vari &8plse a -gemmtiingd?2Xhe control vamichhbhlde e védbndar
characdleog st otcasl assets, profitability (net i nt e
i nt dreagting |liabilities), and théadepesdilt afsumdicm @

contwohsas real GDP growt h and &diltnog wfalf gtaivauir .le sT o
eabhnpkwe augment the speci(dr c@Qitfy obhetvive B giitngdeerxa ct i

and -bpeaeaki fic indicaotforisnt(eer.egs.t, itnhceo meharned t he sh
l ending). Al regressi @nandnygeap of)axoe dabbesiolk ebé usneod
heterogeneity and common time shockst.heObds esrtwa thiuan
both the dependent and independent variables are

30. Estimation results reveal that population aging impairs bank soundneéslowering capital
adequacy and raising default risld and thus exers a negative influence on financial stability.
Accor di ng -e&fof etchtes feisxteidmat epe ricnemnd ealgtee i 4 ¢c 2 gaagsee oinre

dependency ratio reduces the BIS capital rastio of
t hescore by 1.98 percent (Result [ 4]) . These fini
threat to financial stability @Ddeer radeterasle. ,efI®2
when tahgee odedpendency ratio |l agged by twenty years
and ®[am]d) when the share of the population aged 65
[ 3] andng$i6déeri g that Korean commerci al banks <cu
15. 85 Ppenegp&artsdmdiamgte decl ine is economically sign
al . (2015) fi ndzZgdcarte sEuwergee @ahb dbumtnvie® pdeurr i ng t he ¢
than in nor mal -pteirmesn;t hemrdd nea B©Wta98 i butable to ag
caution is warranted: coefficient magni tudes may
strategy, and the present analysis captures ave
application to a specific nation or region carri e
26Thr;LS(‘Zt’ilccalcuI:at—e—el—a—Té—,wheZ/e!denotes r edt nuerans uorne sa stsheet se xt ent t o
baé&Gk capital can absorb earnings volatility,; higher wvalues i
Laeven (2006), the standard deei aampheopeROAdIi sstompanadabyve
”We empl omgehdepkddency ratio as the baseline measure and u
checks.

2However, Il mam and Schmiedeng{lBoguwedr)ddadaracklisi d & i tstkkath eg@amuislea tt ihear
agiinngduced destbne aa Bheeduction i-scoprekinAfanbdbtedgabbdbves A&
banks.

X®Thapproactpted from Doassuemesalthe(po2dptehmtned variable ('t
exogenous to contemporaneous confounding factors

%Financial Supietat ceBapdfedt®@d wiet,al Ratios of Bank -Hol ding Con
Septemberi g0DdARBPreMNMDEer 2024
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[Tab4 eBRiankanRdgr eRes dht s

[1] [2] [3] [4] [5] [6]

Ca piatdaelq u ad(yiBd ZScore ¥in |

radio
FE FE V FE FE FE V FE
Ol-algkeependency ri¢-0.64*-0.36¢* -1.98*-1.35¢*
(0.0« (0.0« (0.1 (0. 2!
Theh aorpeo p u l aagt & do-n 1. 23 -4, 95"
(0.0 (0.3
To tasls(ebh e g) 2.47-2.38'-2.33° -10.7%10.5%%10. 37

(0.3 (0.2 (0.3 (0.8 (0.6 (0.38
Neitnt é me sTheetassls et 0.08 0.06 0.12 6.14*6.09*6. 36"

(0.1 (0.1 (0.2 (0.4 (0.3 (0.4
Liguid assets

0.04*0.04*0.04"* 0.02 0.02 0.03
/lInt ecbeating | iab

(0.0 (0.0 (0.0 (0.0 (0.0 (0.0
GDRBr owt h 0.21*0.22*0.23* 0.78*0.81*0.82"

(0.0 (0.0 (0.0 (0.0 (0.0 (0.0

Ot hceoonvaoi abl es 0] 0] (@] @] @] (e
Banfk edd ect s Yes Yes Yes Yes Yes Yes
Yedin edd ect s Yes Yes Yes Yes Yes Ye s

N . of observations 50, 3% 50,11 50, 3¢ 50,3t 50,11 50, 3¢

N. of banks 7,14 6,91 7,14 7,14. 6,91:. 7,14
Adjussed R 0.05 - 0.04 0.23 - 0. 24
Not gRlobust standard errors are reported in parenthesesi

2For ease of i-Sidere)y etad imemen | mwl(tzi plied by 100.

SouAmeé oalscul ati ons based on OECD Statistics, World Ban

31.Based on the transmissiorthannel analysis, population aging has been found to have a
detrimental effect on bank soundness by (i) diminishing profitability and (ii) consequently intensifying
risk-taking behavior.

A(Decl i ne i nWep rda fsittieadbgitlihiet y)e pendent variables of
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effects model i nt o-innetteri m$dte eilersdt o med coonet atnal nasns e
the i mpact aagfionqmopud BiTihaehielsittiymat i on) riensduilctast e( Ttah
populadgiingt ensi fpieex efndiamteer i saeg ei d etpleend@In@nyetr at i
i nter esttasisnectomeati o decreases by 0.05 percentage

effect of anetompmiesseé ®ingimangdu cnesd ddueec Itiones i n r1 ec¢
reduced | oan demand caused by sl ow@rlriongciomieni e€s tgr
income is not statisticalldgstgiagreigfyi coantc o nppoesnssialk
interest income by expanding sales of trust and
A(l ntensi fi etaatkiionng obfleohme® @ m)ne whet her banks r e
profitability-thikingcbehavingr rewkeetssi maded anf
dependent vatieaghlie¢eyi s atthe ,|l daod |l owi ng prior rese:
egessive | oan expansion r el-sadédkien gt oc oenqduuictty. aAsc c
estimation resul t saghnpnrfoagbrlees sde s4,, baasn kpso ptuel nadt itoon i
to equityst akmnecgt hiesspremglumnmce tnowleen profitabilit)

Similar results are obtwéinghlt evtheams ¢§ dites gr elwa thi v e |
used as an alternative dependent vamni akere.-wHO We Y

interest income is not st ataigsinigcat ég ismngeandi tiaan
taking behavior is driven mainly by the reducti
3Net interest income is defined as interest revenue earned
similar f-iumtdé mgst Niomcome comprises fee andradmmigsgaonsi nobime

product trading andreladtuadi omcgmanhepr omenmtmancand other oper:

2When net interest income is used as the dependentntwardiuahkel e,
bias i n-gtrloe pwietshiimator (Nickell, 198GNM Metchodi oafgl B, uwe e leimp
(1998), which is known to mitigate t hientNearceksetl |i nbciocanse, faonrd caopn
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Popul agiroegpduces b
profitability

Profit

reduct-taksngmpkehbiyiorsk

[ Tabl RehaBilonshi

popul agiamngd ban
profitlabili:i
(1) (2)
Net N o-n
inte inte
inco incadr
/| To Tot a
asse asse
Aging -0. 05 -0.01
29 F
met2P i c (0.0 (0.0:
Othcgornt o o
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N of b 7,14 7, 14:
N of i 34 37
AR( Xalp 0.00 0.08
AR( 2)alp 0.74 0.27
Hansen 0.60 0.54

standard
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Not @Robust
parentheses.
significance at

[ Tabl eo pdulddtgiiPnmd biankkBki ng Pe

Note®gbust
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T Nomt eresi(0.0 (0.0 (0.0 (0.0
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Agimagtric -0.01 0.02* 0.01 0.02
I Net inter (0.0 (0.0 (0.0 (0.0
(to total
Ot her contr O @) @) (0]
N of obs. 50,3 50,3 39,1 39,1
N of banks 7,1« 7,14 6,56 6,56
Adj-sgR 0.2 0.25 0.23 0.23

standard errors are rep
significance at the 1 %, 5 %, &
2pefined as t heegrghwteld rastsetesf rre

|l evel s, respecti tot al asset s.
2)The -amled depende 3ol umns (1) aangde (d3e)p eunscee rtchye rod td
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and above is wus
. dat a.
Source:ScadAubtbhbasi ons
Statistics, Worl
dat a.
32. A heterogeneity analysis centeredobanksd | oan portfolios

population aging is greater for institutions with a higher share of realestaté collateralized lending.

To assess this
including i

pattern: t he

nteract.i
| ar geegt sadlweel ropadnosp oirmn i tomt aolf

hetereféret sy mowel sxfendsapee by a
ter md rhuett we en vtalre addiersg
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deteriorationaissobankedowndhe spgeirncgemnd Bapgeéec it hicec & lals ¢
shar e-ecftsast@mbhbeads reduadsqulbeycapitial by an additic
and skter2 by a further O0.14; dwh6ebn otrh ea bsohvaer ei so fu st
metric, the corresponding additional declines ar
because demographitcerangiinngt edreepsrte srsaetse sl canngthat her ebhy
l oandanks that +®asltywtkedeinldy ngnarealmore susceptilk

consequent i ntteanksiinfg cbaeh aowmi oorf. rMosrkeover, banks wi
estaadeur emdayl obaen more eg@gkposeddt bl wmgtiwmati ons in co
coll ateral val uéisncheenitg hvteesn st ob odrerfoawelrts, di rectl y i

soundneets AICh, 2025) .

[Tabd4 eddt erogeneous ef freeemtbst abye tsreetushear d e

(1) (2) (3) (4)
Capiatdeelqg u adyi
P q_ ¥ zscore in |Ic
(BIrad)io
-0.60*” -1.07*"* -1.86** 4. 45*"
Agimat? i c
(0.04 (0.009 (0.17 (0.36
AgimgtrRe®lst ate secu W, WG= W, U~ Wo fa w8 o fBEY
(perppo (0.01 (0.01 (0.02 (0.03
AgimgtirGaensumer | oan 0.01 0.02 0.02 0.02
(per X1O pp (0.01 (0.02 (0.02 (0.04
AgimgtirGwer porate | oa 0.00 0.01 -0.03 -0.04
(per X0 pp (0.01 (0.02 (0.03 (0. 06
Ot her control vari a o o @] O
N of obs. 50, 35 50, 35 50, 35 50, 35
N of banks 7,148 7,148 7,148 7,148
Adj-sqR 0.06 0.05 0.24 0.24

Not eRlggbust standard errors ar edermgtoe tseidg ninf ipcaa recng haets ets
respectivel y.
2ol umns (1) aamgle (Bepearsckency rodtdi o, whereas col umns
and above.
3For ease of i-9icdemre) etuchd ipehgredogy Z2100.

Source: X &lut hloatsi ons based on OECD Statistics, World Bar

BChie t al . (2025) f uretshteart ewacrrne dtihtati,s wehxecne srseiavi e |, external or
del everaging, dampening househol deaonmomyroonmaiti sgpe;ndti migs afme
tighteyw andperédit markets and transmit adverse effects acrc
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33. Korean financial institutions are particularly susceptible to agingrelated risks because their loan

portfolios are heavily concentrated in realestate credit,such asresidential mortgage lendingAs o f
en2i024, the eetamésoppdeatd by Korean f i nabnacnikasl) i n
stood at KRW 1,932.5 trillion,seaqtudarvadrendi tt.o Bt W
2024 ;esrremdle credit expanded by an awetrlhgr oduKIRW
times) rel2@lB8yveAl ©h @ugbhe-bthRP hroautsiechoHas recentl y ¢
rati o-ecftraeleaatled corporate debt has ri-esnatrapcdeEy
continues unabated.

While thedebtsehol o

Continuous i Banks accoungb

reaktate cre somewhat recentkhy, t60 per cerrtabdfa

b : . estradleated corporate .

y financi al fapidly credit supply
Figdr@jtst a Fi gur.e€hanges -

[ g Y [ Fi gurme k465 P ratios[ 9 ] g_
reabtaté) c estaté& credit

<Househoc <ReaxlIst at

3 corpor &% ¢
d e B3 <Ba nk <N o4 a nk
(%) (%)
B Lo 140 40
2500 (KRW trillion) (%) 55 from 2014 to 2024 from 2014 to 2024 1500 (KRW trillion)

C—IReal estate credit (eft axis) 120 | OHousehold

[=0=Share of credit to real estate (right axis) BFirm

2000
50 100 ¢ 1000
1500 |
80

1000
45

-y " NI il

12 14 16 18 20 22 24 Us UK AUS KOR 12015 18 21 24 12 15 18 21 24

500

Not eRealt)yate credit supplied by financdsatlatiensltdarruge sotmast de gamd s
construction f ifrimmsan(ciencllouadnisn)g proj ect
2) Based on total household debt
3) For the Unitedo®t aard, Autber hi aedt Kéngast observation is
4) Loanseswatdeamedatonstructi on sectesrntsat ef droatntse Uni ted St a
5) Excl-udhdleriadradasedf or which the | ender type cannot be ident
Sourcesf Bamé&a; Financial Supervisory Service; BIS; I MF; Centra

34.In summary, population aging can weaken the foundations of financial stability by reducing the
soundness of financial institutionsThi s outcome appears tonsartseéei 6n:
expand their -raxgkarseuriueg Int os ehginpeghnt s ami d profi tabildi
Korea warrants particular wvigilance:-estatdoanegi
especially redaneniti sidredoeDePgelppdt i o i s already el e
ri sks associated with demographic aging.

%l tdefsined as the -samabé homalsdhtbehd visembs g timakel ateralized | o
|l oans-etsd at @aland c(@inmsd Ir wa iff ni gnrapnfcaejr encota n s )-e s thaudtle | eaxtcel ruadl ii pzge dr el aol a r
reastate firms, which may be deployed for productive purpose
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5Pol ilmpyl i cati ons

35, Korea's transagednsdoi eat ysuiperexpected to i mpose
conduct opomAsgpapyl ati on aging accelerates, the
burden" of weakening growth potential, declining
Aging tends to | ower botéadspotaenesal theowbhn @andr e
accommodati ve monetary policy. At the same ti me,
financi al institutions, thereby amplifyingeafli nan:
interest rates persist over the |l ong term,*®struc:
I n such andwhrewier ogorntewitth moment um erodes while tF
we a kdetnhse -¢a rfasileamong marjetcariwepolaireey ld kely to bec
addition, the structur al decline in real i nteres
constraining the fl%®xibility of monetary policy.
36.The deterioration ihropwmliky weakkeni ogsofsteemsl a
fundamentals due to popul ation aging, and thus re
Bodn8r & NeSpechfieg@QPPycamefouvatrwheodnri kiegs ar eas:
restructuring of the | abor mamglkepopul a¢spons ¢ 29 o |
support fertility recovery, (3) productivity enhe

mar ket s.

37.Fi r st ,onisne rteos pt he decddeepdmultatei omo,r ktimeg st ruct u
needs to blet riesf cersnseedn.t i al to raise the | abor forec
economy while ensuring tdédaatitlhiez ¢ d shkada s usredadn idc heaxuplt

devel oped to promote continued empl oyment among t
accelerating rapildl yparGhi ceutl aal, . ;i t20X5biympoftant

accumul ated human capital among ol der individual s
jobs for a |l onger period (Lee et al., 2025). Such
to avoid potentiakthaewmpi osgmehfecAs bdheyoame ti me
seni-maseyg wage structure, which remains @dhetruc
participation of women and foreign wor kefresmdlne t h
| abor force participation rate r dsmadmisl ibtey otwo t ehtet
skilled foreign t*Toenaddrsesrseltahteisveelcyonsitmiaiendt.s, i
of caregivibbe wegphndrfiaegement s, and alleviate

and occupational choices (Kam & Lee, 2018) . | mpr
%Given their substanti al influence on domdsxatnige friana&rscicaln sma

i mportant macroeconomic variabl e.

%As population aging increases fiscal demand, an excessive
space for interest rate adj usdterbeDP .r altni op airst iecxucleasrs,i wehleyn htihge
may significantly increase the government's ®&Gntadiéstt ybawmoden,
monetary policy.

STAs of 202 4f e Holreealraberi pfao i lobé 4gtactoed (aatg e6s4 %, bel ow the OECD a
addi tion, the share of foreign professionals RB6I1N260t2i0v,e t o t h
significantly | ower than {(Ba8%pf &ndgaphperBuf6p6&h, Udaon (0.:
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the inflow of global talent.

3 8Second, structural support and institutional refooms  ar e needed t o address K
low fertility rate. Hwang et al. (2023) identify excessive competitive pressure among the youth and
heightened insecurity in employment, housing, and childcare as key drivers of thevulfestility trend.
Accordingly, a comprehensive policy response is warréntetk that includes expanding access to stable

and quality jobs for young adults, stabilizing the housing market, enhancing childcare infrastructure and
financial support for chilgdearing, and increasy the effective utilization of parental leave and flexible

work arrangements. n K® rease, excessive population concentr
and the resulting intensification ohfouwsimpgetand ve
education costs, thereby acting as a disincenti ve
bal anced regi €hrad, dMivred wo pentendal (, 2024) whil e si mu
reforms of theChaducdbhgwosyseteml (, 2024) .

39.Third, comprehensive structural reforms aimed a
urgentlylLeedeitf2@24b) underscore the importance
fiotmschnol ogincall ni ppraaovatciud ar, securing technol ogi
strat egdiscucshecatsordsi gi t al transformation, green tec
induditsiesitical to ensur i neg Kohree asnu setcaoi nnoanbyl e( Lpereo
Further mor e, i mproving allocative atifiedi emdwyshec
identification of new growth engines, the revit i
i ntmangiibased econoBnycas$se, Kbheaconcentration of o
remains a key factor behind inefficient resource
(Chu et al ., 2025) . Thedebefboobseshonkdi bet iaccrc
i mprovements in | abor market efficiency, the inv
entry and exit processes for businesses.

40.f these policies are i mpl emdretdednainmea ,caohpeiye ae
to mitigate the structural constraints arising fr
sustainabl e elcmnmauni tci guloavt h.under t he -falsactadd pr es
expendi turter vicntcurreaals erse,f osr ms t hat raise fertility
empl oyment are projected to increase both the rec¢
approximately 1 percent ag20 pg50 i{f Bete Fo ng uar veesr abg. el oavnedr
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Structur al reforms are projected to raise both 1
1%p.

Figbr®rends in real Fi gb2Erends i-ne&DPayér
3 T T r 6 T T
Baseline -~ Baseline
251 — = Combined Scenario | 5r = O~ Combined Scenario |

2
15+
1k

%

0.5

0
05} \/
At ]

-15 - . . "
2010 2020 2030 2040 2050 2060 2070 2011~15 2021~25 2031~35 2041~45 2051~55 2061~65
Nos:e Blssumpti ons applied to the integrated scenario are

fFertility rate: Gradual recovery to the OECD averag

fEl derly employment: Gradual exterdyi oneehrae fiphviep the st
as Scenario 2)
fProductivity: Average annual total factor pr ofRWOct0i Y
as Scenario 4)

Source:SwntedorismatesnglLe202Pprrk & Hwa

41.Fourt h, structur al reforms riemgu,t hgdrftiincaunlca rally ste
excessive reliance on real estate | endisng hawh tea
fi nanci al institutreat wsththi ghbndkpgsare more vu
popul at iMom eogiemg. excessive exposure to real est a
the event of domestic or external abotksy. pbt ens|

necessary to gr adsuad e pye nrdeednuccee otnh er esaelc teosrt at e cr ec
2024) . & nc&Kwoag,eat he ri sk reabmpbkt &t edi bynbtheohhygtcl
debt slbbutacalounts for the ma-jocomg ef déHly aklde &6 hod
given tddatf i Kaneaal mar kets are highly sensitive
essential to strengtdfent hdef earnabgn ideychandge emand ke
base for the Korean won and enhancing mar ket dept

42Whil e the aforementioned structur al reforms are
popul ation aging, parpulrsbeefforeshahoal dhal s8bf b
policy under -fevnoalnvciinag ntcaocnrdoi t i ons.

43. Above all, it is critical to operate monetary

manner to reinforce the flonanmpdatciudag ,ofunfdiemarcoinal
and weakening finanafifad Isdtawedn tyol iwhyerebijte atdieves

is essential to actively wutilize an Integrated Po
coordination of wvarious policy instruments. I n t}
and macroprudenti al measures must be recognized ¢

(Lee & Kasree, a2 Ga3hbB@Xrd)ai n
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4 AAt the same ti me, continued efforts are needed

i t sTehef .decline in the natur al real interest rate
i nteridatsedataeti onsvendl| Wweeképctheeness of monet a
institutional reforms are needed to compl ement coc
benchmark rate system centered on KOFRohKmAHed wOvV ¢
way repo transactions should be | everaged to i mpr
Moreover, strengthening policy credibility and tr

management through eff ecitailv emacroknemusni cati on with f

IConcI usi on

45 Popul ati on aging constitutes a structur al shif
environment for monetary policy. Add-t esmi e ma hd s
management or piecemesdlr umd aig warl e P;olii cyT migpsh,r parehr it
provided empirical evidence that aging demograph
interest rate, while also weakening the feoedundati
he politptepast fsatasm dad jnuadtfmese Haynotnrga e |l i cy obj ec
hese constraints, it is imperative to enhance t

hrough str uctcuornatli nrueofuosrlnys ,a dnahp ttig@mgg ntotpee r@d li iomya | f
0 the evdHiwmangi mactandscape.

~ o~ o~ - —
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BOX 1 Characteristics and Implications of HousingPrice Expectations®

We investigate the dynamics of housingrice expectationsamong Korean households, focusing o
oneyear-ahead expectations regarding the direction of house prices relative to current lev@ls

Using a vector autoregression (VAR) model, we evaluate the macroeconomic implications cdsh
expectation To identify effective policy responses, we further examine howhousing price
expectationsreact to different combinationsof macroprudential and monetary policy using a state
dependent local projection approach. The analysis is based on monthly data spanning fr¢
January 2013 to January 2025.
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