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Summary

(m] GDP growth rate for 2025 has been revised slightly upward to 0.9%
from 0.8% in May.

® Consumption is improving and exports are stronger than expected,
while construction investment remains weak.

® Domestic demand is expected to continue its recovery, but exports are
projected to gradually slow due to the impact of U.S. tariffs.

® The future growth path remains subject to elevated uncertainty, arising
from factors such as U.S.-China trade negotiations, tariffs on
semiconductors, and developments in the construction sector.

(m] CPI inflation for 2025 is projected at 2.0%, compared with 1.9% in the
May forecast.

®m Despite rising prices of agricultural and marine products, inflation
is expected to hover around the Bank of Korea’s target of 2%,
reflecting low demand-side pressures and stable global oil prices.

® The future inflation path is expected to be influenced by domestic
and global economic conditions, movements in the exchange rate
and oil prices, and government price stabilization measures.
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» GDP growth in 2025 is projected at 0.9%, slightly above the May forecast
of 0.8%. The upward revision reflects clear signs of improvements in
consumption and solid export performance, despite weaker-than-expected
construction investment.

» CPI inflation is expected to stand at 2.0% in 2025, up from 1.9% in the
May forecast, as adverse weather conditions drive up prices of agricultural
and marine products, more than offsetting the decline in global oil prices.

I . Economic Conditions

I -1. Global Developments

(J Despite easing trade uncertainty following a series of trade negotiations between
the United States and major economies, the global economy is projected to

slow gradually as the impact of tariffs materializes.

® |[n the United States, inflation is expected to accelerate while growth moderates, as the
repercussions of tariff hikes deepen. Euro-area growth is likely to remain modest, with U.S.
trade policy dampening the effects of earlier accommodative monetary measures. Growth in
China is projected to exceed the previous forecast, supported by stronger export flows
following the suspension of tariffs with the U.S.

= Global trade is forecast to moderate as the front-loading effect wanes. The global
semiconductor industry is expected to sustain its expansion, driven by robust Al-related
investment, although potential U.S. tariff measures on semiconductors and overinvestment in

Al remain as risk factors.

= Global oil prices (Brent crude) are projected to decline to the low-to-mid USD 60s, reflecting

a sooner-than-anticipated recovery in production by OPEC+.



I - 2. Domestic Economic Conditions

(J In terms of domestic economic conditions, despite weakness in the construction
sector, supportive factors — such as the second supplementary budget and a
rapid improvement in economic sentiment — somewhat prevail over headwinds.

* Composite Consumer Sentiment Index:
Jan-Nov, 2024: 101.0 — Dec: 88.2 — Jan-Apr, 2025: 93.4 — May: 101.8 — Jun: 108.7 — Aug: 111.4

= Nominal wage growth is expected to remain subdued, following a weaker corporate
performance in the second quarter (Q1 4.5% — Apr-May 2.6%).

= Corporate bond rates fluctuated within a narrow range, influenced by supply-demand
conditions in government bonds and movements in U.S. Treasury yields. The Won to U.S.
dollar exchange rate has exhibited volatility in line with U.S. economic indicators and shifting
expectations for Federal Reserve rate cuts, while uncertainty in the trade environment has
acted as an upward factor, keeping the exchange rate in the upper-1,300 won range.
Housing prices continued to decline in non-metropolitan areas, while gains in the Seoul
metropolitan area had accelerated before moderating somewhat following the government
stabilization measures announced on June 27.

Assumptions on the U.S. Tariff Policy

(J U.S. tariff policy is assumed to maintain the current reciprocal and item-specific tariffs .

* In case of Korea, compared with May, reciprocal tariffs were increased (from 10% to 15%), tariffs on steel and
aluminium were raised (from 25% to 50%) with an expanded list of items, while tariffs on automobiles were
lowered (from 25% to 15%).

® Tariffs on semiconductors and pharmaceuticals are assumed at 15%, higher than in the May
baseline of 10%, although their imposition is postponed from Q3 2025 to sometime in 2026.

= The average tariff rate is assumed to remain broadly in line with the May baseline scenario.

Projection Date ‘ Key Assumptions of the Baseline Scenario
« The current reciprocal tariffs (10%) and item-specific tariffs (25%) are
largely maintained.
» May
« Additional item-specific tariffs of 10%, including on semiconductors and
pharmaceuticals, are imposed in Q3.
« The reciprocal and item-specific tariffs’ announced on July 31 are largely
maintained.
» August * Korea (tariff rate): reciprocal (15%), steel, aluminium, and copper (50%), automobiles and parts (15%)
«In 2026, additional item-specific tariffs of 15% are imposed - on
semiconductors in Q1 and on pharmaceuticals in Q3.




Figure 1. Trade Policy Uncertainty Index(TPU),
Korea's Political Uncertainty Index(PU1), Table 1. US. Tariff Rates by Country and ltem"
and Composite Consumer Sentiment Index(CCSl)
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Table 2. Assumptions for the Global Economy"

%) 2025 2026°
: H1? H2° Year® H1 H2 Year
3.3 3.2 2.5 2.8 2.6 29 2.7

. 3)
Global Economic Growth 27 27
. 2.8 2.0 13 1.7 1.6 2.1 19
 United States [1.6] [1.9]
Furo Area 09 13 1.0 11 09 14 1.1
(0.9] [1.2]
China 5.0 5.3 42 47 40 41 4.1
[4.2] [4.0]
38 37 15 2.6 1.6 32 24
3)

Global Trade Growth 4] 2.5]
80 71 65 68 62 63 63

B il Prices?
rent Oil Prices [69] [65]

Note: 1) Figures in [ ] are May projections.  2) Global economic growth and global trade growth are forecasts.
3) Year-on-Year. 4) USD/barrel, by period average.
Source: Statistics Offices of each region, Bloomberg, Research Department.



II. Economic Outlook

IT-1. GDP Growth

(J GDP growth in 2025 is projected to 0.9%, revised up slightly from 0.8% in the
May forecast, as consumption strengthens on the back of the supplementary
budget and stronger economic sentiment, and exports, led by semiconductors,
remain solid, while construction investment continues to be weaker than expected.

= GDP rose 0.6% in the second quarter of 2025, rebounding from a 0.2% contraction in the
first quarter, supported by an improvement in consumption and solid export performance,

despite a larger-than-expected decline in construction investment.

= Korea’s economy is forecast to grow by 1.1% in the third quarter, faster than the previous
projection of 0.7%, driven by the distribution of consumption vouchers  and robust
semiconductors exports. Fourth-quarter growth is projected to slow to 0.2% as downward
pressure on exports gains momentum toward year-end, particularly in tariff-affected products

such as steel and automobiles.

* As of August 20, 97.6% of the population had applied for the consumption vouchers, and by

August 7, about 50% had been spent via credit and debit cards.

= |[n 2026, GDP growth is expected to be 1.6%, in line with the previous forecast, as the
recovery in domestic demand is expected to continue but exports are anticipated to weaken

due to the impact of U.S. tariffs.

Figure 2. Contribution by Expenditure Component

Figure 3. Outlook for GDP Growth
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IT-2. CPI Inflation

(J The projection for CPI inflation is expected at 2.0%, up from 1.9% in the May
outlook, as extream weather drove up prices of agricultural and marine
products, outweighing the decline in global oil prices. Core inflation is projected
at 1.9% this year, in line with the previous forecast. Next year, both headline
and core CPI are expected to rise to 1.9%.

= During the second half of 2025, consumer prices are projected to move into the upper-1%
range.

* CPI inflation eased to 2.1% in July from 2.2% in June, as prices of petroleum products fell
from 0.3% to -1.0%, offsetting increases in agricultural and marine product prices.

Figure 4. Contribution to Headline CPI Inflation Figure 5. Outlook for Headline CPI Inflation
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IT-3. Current Account

(J The current account surplus is forecast at $110 billion in 2025 and $85 billion
in 2026, well above the May projection path.

= The goods trade surplus is expected to exceed last year’s level on stronger-than-expected
semiconductor exports, with the impact of U.S. tariffs materializing only gradually. The
primary income account is also projected to record a sizable surplus, driven mainly by
investment income, reflecting the accumulation of net foreign assets and favorable conditions
in global asset markets.

II- 4. Employment

(J Employment is forecast to increase by 170,000 in 2025 and 130,000 in 2026,
above the May projection of 120,000 and 100,000, respectively.

= Although sluggish construction investment and weakening profitability from U.S. tariff policy
are expected to sustain the downward trend in construction and manufacturing employment,
government employment policies and stronger consumption are likely to support job growth
in the services sector, keeping it well above the previous forecast.

= Employment gains are expected to be driven by the elderly, while subdued youth
employment is likely to be alleviated by the recovery in domestic demand.

Figure 6. Current Account Figure 7. Changes in Employment
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IMI. Risks to the Outlook

(J Uncertainty in the global trade environment, including U.S.-China tariff negotiations,
remains a risk to the growth projection path, while climate conditions and
movements in global oil prices pose risks to the inflation outlook.

‘ Upside Risks ‘ Downside Risks
m Further easing of global trade policy m Reignition and escalation of trade
uncertainty conflicts, including a potential breakdown
in U.S.-China negotiations
GDP . . .
Growth = [mprovement in consumer and business | ®m Prolonged structural and cyclical
ro sentiment weakness in the construction sector
m Robust performance in the Al-related m Heightened uncertainty in international
semiconductor industry financial markets
CPI m Extreme climate conditions m Expansion of global oil supply
Inflation | = Stronger recovery in consumption m Stronger government measures to
stabilize prices

(J Major forecasting institutions revised up their growth projections for 2025 from
May, while leaving inflation forecasts unchanged.

* Median and bottom quartile of GDP growth forecasts by market participants are 1.0% and
0.8%, respectively, compared with 0.9% and 0.7% in May. The median CPI inflation forecast
is 2.0%, unchanged from May.

Figure 8. Distribution of GDP Growth” and CPI Inflation® Forecasts for 2025
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Figure 9. Distribution of GDP Growth” and CPI Inflation” Forecasts for the One-Year-Ahead Horizon”
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Note: 1) Based on 18~24 institutions.
2) Based on 16~21 institutions.
3) The average year-on-year growth rate forecasts over the current and subsequent three quarters.
Source: Bloomberg (Data retrieved on Aug 7).

(J Although trade uncertainty has recently eased following negotiations between the
United States and several economies, the course of negotiations with other
governments, including China, continues to pose significant risks to the projection
path. Accordingly, the following alternative scenarios are presented.

B Optimistic Scenario rurther Easing =4 If ongoing U.S. trade negotiations with other
economies such as China, Canada, and Mexico are resolved smoothly, and tariffs, including
fentanyl tariffs, are lowered, GDP growth is projected to be 0.1 percentage point higher next
year than in the baseline scenario, while the impact on inflation would remain limited.

If trade conflicts are reignited as U.S. trade

llPessimistic Scenario greignition of Trade Conflicts
negotiations with other economies, including China, Canada, and Mexico, break down and
those economies impose retaliatory tariffs, next year’s growth and inflation are forecast to be
0.2 and 0.1 percentage points lower than in the baseline scenario, respectively.



Table 3. US. Tariff Policy Scenarios”

‘ Main Points

» Current reciprocal and item-specific tariffs maintained (15% tariffs on semiconductors
and pharmaceuticals imposed from next year)

Baseline
Scenario |~ U.S. average tariff rate: 18% (end-2026)
U.S. average tariff rate against China: 45% (end-2026)
U.S. average tariff rate against Korea: 16% (end-2026)
Optimistic » Tariffs against China, Canada, and Mexico reduced
Scenario » U.S. average tariff rate: 15% (end-2026)

U.S. average tariff rate against China: 25% (end-2026)

» Following a breakdown of U.S. trade negotiations with China, Canada, and Mexico,
Pessimistic | tariffs increase and counterpart economies impose retaliatory tariffs

Scenario |»U.S. average tariff rate: 25% (end-2026)
U.S. average tariff rate against China: 59% (end-2026)

Note: 1) The U.S. average tariff rate against Korea is assumed to remain the same across all scenarios.

Table 4. Growth and Inflation Outlook by Scenario

GDP_Growth CPI Inflation
(%, %p) 2024 | 2025° | 2026° (%, %p) 2024 | 2025% | 2026°
Baseline Baseline
Projection Projection
| Optimistic | - +0.1 | Optimistic | - -
Pessimistic - -0.2 Pessimistic - -0.1

Source: Bank of Korea.



Appendix 1. Forecast Summary, August 2025

2024 2025 2026°
Year  H1" H2? Year®? H1  H2 Year”
Main Premises of the Baseline Outlook
Global Economic Growth® (%) 33 3.2 2.5 2.8 [+0.1] 26 29 271[-1
+ United States 2.8 2.0 1.3 1.7 [+0.1] 16 2.1 19 [-1
« Euro Area 0.9 1.3 1.0 1.1 [+0.2] 09 14 1.1 [-0.1]
+ China 5.0 53 42 4.7 [+0.5] 40 41 4.1 [+0.1]
« Japan 0.1 1.5 0.6 1.0 [+0.1] 0.0 1.0 05 [+0.1]
Global Trade Growth® (%) 38 3.7 15 2.6 [+0.2] 1.6 3.2 24 [-0.1]
Brent Oil Prices “ (USD/barrel) 80 71 65 68 [-1] 62 63 63 [-2]
Domestic Economic Outlook
GDP Growth(%) 20 0.2 1.6 0.9 [+0.1] 2.0 1.3 16 [ -1
» Private Consumption 1.1 0.7 2.0 14 [+0.3] 2.2 1.1 16 [ -]
« Construction Investment -33  -124 -43  -83 [-2.2] 44 32 3.8 [+1.0]
« Facilities Investment 1.7 4.8 03 25 [+0.7] 0.9 1.2 10 [ -1
« IPP Investment 1.2 1.3 43 29 [-0.3] 35 1.6 25 [ -]
+ Goods Exports 6.4 1.6 33 2.5 [+2.6] 04 -0.7 -0.1 [-0.8]
» Goods Imports 1.3 1.8 1.7 1.8 [+1.6] 1.7 0.3 1.0 [-0.5]
Headline CPI Inflation® (%) 23 2.1 19 20 [+0.1] 1.8 19 1.9 [+0.1]
« Core Inflation” 2.2 1.9 19 19 [ -] 1.8 19 1.9 [+0.1]
Current Account(USD billion) 990 494 607 1,100 [+280] 372 478 850 [+130]
+ Goods 1,001 520 633 1,153 [+307] 463 471 935 [+144]
« Services -237  -151  -154  -306 [-50] 171 171 -343 [-67]
+ Primery and Secondary Income 226 125 128 253 [+23] 80 178 258 [+53]
mngyee;”:e“m”:;qu g 161816 17 [+ 12 14 13 [+3]
Unemployment Rate(%) 2.8 3.1 2.6 2.8 [-0.1] 3.1 26 29 [-0.1]
Employment Rate(%)® 627 626 63.1 628 [+0.1] 627 63.1 629 [+0.2]

Note: 1) Global economic growth and global trade growth are forecasts. 2) Figures in [ ] show the changes from projections as of May 2025.
3) Year-onyear  4) By period average 5) Exduding food and energy. 6) Aged 15 and over.
Source: Bank of Korea, Statistics Offices of each region, Bloomberg.
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Appendix 2. Quarterly Forecasts for the One-Year-Ahead Horizon

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

| GDP Growth
Outlook for GDP Growth" (YoY) Outlook for GDP Growth" (QoQ)
5 (YoV.%) (YoV,%) 3 (QoQ.%) (@QQ.%) ,
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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.
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GDP Growth
QoQ 1.2 -0.2 0.1 0.1 -0.2 0.6 1.1 0.2 03 03
Source: Bank of Korea.
| CPI Inflation
Outlook for Headline CPI Inflation” Contribution to Headline CPI Inflation
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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, Statistics Korea.

2024 2025 2026
O,
(YoY, %) Q1 Q2 Q3 Q4 Q1 Q2 Q3 | QY Q2

Headline CPI Inflation 3.0 2.7 2.1 1.6 2.1 2.1 1.9 1.8 1.8 1.8
« Core Inflation” 2.5 2.2 2.1 1.8 19 20 1.8 19 19 1.8

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