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The Bank of Korea sets and implements its monetary and credit policies in order to contribute to the sound
development of the national economy by pursuing price stability, and in the process pays attention to financial

stability as well.

The Bank of Korea Act stipulates that the Bank of Korea, to fulfill its accountability corresponding to these
mandates, should compile at least twice each year a report on the implementation of its monetary and credit

policies.

In line with this the Bank of Korea prepares the Monetary Policy Report, containing the details of and
backgrounds to its monetary policy decisions, the future monetary policy directions, etc., two times per year,

and submits it to the National Assembly.

This March 2026 Monetary Policy Report has been drawn up to cover the time period from after the Monetary
Policy Board meeting for monetary policy decision-making in August 2025 through the date of the Monetary

Policy Board meeting for monetary policy decision-making in February 2026.

We sincerely hope that this Monetary Policy Report will be of help in ensuring that the public well understands
the Bank of Korea’s monetary policy operations, and forms rational expectations concerning the future policy

directions.

<Bank of Korea Act>

Article 96 (Reporting to National Assembly)

(1) The Bank of Korea shall prepare an assessment report on progress in implementing monetary
and credit policies and macro-financial stability conditions at least twice every year and submit
it to the National Assembly.

(2) The Governor shall attend a meeting and answer questions, when the National Assembly or
any of its committees requests him/her to attend the meeting in connection with the report
submitted pursuant to paragraph (1).
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General Principles of Monetary Policy Operation

1. (Policy Objectives) The Bank of Korea Act stipulates that the goal of monetary policy is to “contribute to
the sound development of the national economy by pursuing price stability” and that the Bank of Korea
(hereinafter “the Bank™) “shall pay attention to financial stability in carrying out its monetary and credit
policies.” In order to enhance the transparency, predictability, and effectiveness of monetary policy, the
Bank will carry out its task by setting specific targets and objectives in accordance with this goal.

2. (Inflation Targeting) The Bank maintains a flexible inflation targeting system to effectively achieve price
stability, which is the primary objective of monetary policy. The inflation target is currently set at 2% in
terms of consumer price inflation (year-on-year).

2.1. (Medium-Term Horizon) Since consumer price inflation is affected not only by monetary policy, but
also by various other factors at home and abroad, the inflation target is meant to be achieved over a
medium-term horizon, in consideration of price changes owing to transitory and irregular factors and of
lags in monetary policy transmission.

2.2. (Forward-Looking Operations) The Bank conducts its monetary policy in a forward-looking manner
to ensure that inflation converges to the target level over the medium-term, while the likelihood of
inflation converging to the target is assessed comprehensively by taking into account inflation and growth
outlooks, as well as their uncertainties and risks, and the degree of anchoring of inflation expectations.
In addition, the Bank symmetrically considers the risks of inflation remaining persistently above or below
the target.

2.3. (Flexible Operations) The Bank operates its inflation targeting system flexibly to support stable growth
of the real economy while paying attention to financial stability to the extent that this does not hinder
attaining the inflation target over the medium-term.

3. (Consideration of Financial Stability) In achieving price stability over the medium-term, the Bank pays
careful attention to financial stability conditions.

3.1. (Efforts to Stabilize the Financial and Foreign Exchange Markets) The Bank makes efforts to
stabilize the financial and foreign exchange markets and to restore the financial intermediary function,
given that monetary policy transmission channels are constrained and macroeconomic stability is
undermined in the event of financial instability.

3.2. (Attention to Financial Imbalances) As persistent financial imbalances, such as the buildup of debt and
overvaluation of asset prices, could ultimately undermine macroeconomic stability, the Bank pays due
attention to ensure that monetary policy does not lead to buildup of financial imbalances.

3.3. (Harmony with Macroprudential Policy) Since there are limits to maintaining financial stability solely
through monetary policy, which affects the whole economy, monetary policy and macroprudential policy
need to be operated in a harmonious manner to prevent buildup of financial imbalances.

4. (Policy Tools and Communication) The Bank uses the Base Rate as its primary policy tool while also
employing other tools such as open market operations, lending facilities, and reserve requirements. It also
strives to communicate clearly and deeply to economic agents the rationale behind monetary policy decisions
and its future course of operations.
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Monetary Policy Decisions

Bank of Korea Base Rate
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Economic and Financial Developments
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........
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Household loan growth slows,

while exchange rate is highly
volatile

Economic growth has
improved, supported by
consumption and exports

Inflation broadly stable
around the target level

Prospects for Monetary Policy

The Bank of Korea will decide monetary
policy while closely monitoring changes in

| Inflation
' domestic and external policy conditions,
_ including risks related to the Middle East,
Growth '2;:”‘;;’;' and the resulting impact on inflation,

growth, and financial stability.






Executive Summary

Recent Economic and Financial Developments

I Looking at economic and financial developments at
home and abroad between August 2025 and February
2026, along with the outlook, the global economy
recorded stronger-than-expected growth despite the
impact of U.S. tariff policies, supported by expanded Al
investment and expansionary fiscal policies in major
economies. Inflation in major economies has generally
moderated, although developments differed across
countries. However, the recent conflict in the Middle
East is judged to have significantly increased
uncertainty surrounding the future paths of global

growth and inflation.

In global financial markets, long-term Treasury yields
and the U.S. dollar index rose, influenced by concerns
over fiscal soundness and changes in expectations
regarding monetary policy in major economies, before
declining this year. Stock prices in major economies
continued to rise, reflecting improved corporate
earnings, although they exhibited heightened volatility
amid concerns about overinvestment in the Al sector
and the displacement of traditional industries. Since
March, however, rising inflation concerns and stronger
risk-off sentiment stemming from instability in the
Middle East have pushed up interest rates and the U.S.
dollar, while stock prices have undergone a

considerable correction.

Looking ahead, the global economy and global financial
markets are expected to be significantly influenced by
the extent to which risks in the Middle East spread. In
addition, developments in major economies’ monetary
and fiscal policies, trade conditions, and Al investment

will continue to act as sources of uncertainty.

Outlook for Global Economic Growth"

(Yo, %)
2025 2026° 2027¢
H1 H2 Year H1 H2 Year Year
Global 34 32 33 30 31 31 32
Economy
us. 21 23 22 28 19 23 2.1
Euro Area 14 15 15 1.1 13 12 14
China 53 46 50 45 46 46 44
Japan 18 03 11 -02 13 06 08

Note: 1) Figures are forecasts as of February 2026.
Sources: Bank of Koreg, statistics bureaus in individual countries, Bloomberg.

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

——MSCI Global Markets Index'Xleft)
DXY Index (left)
——U.S. Treasury Note(10—year) yield (right) (%
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Note: 1) January 1, 2022 = 100.

Source: Bloomberg.

Outlook for Domestic Economic Growth"?

= Q0Q YoY
(%) (%)
3t ; 43
2t | 12
1 : 1
0 : 0
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23.1 I 24.1 11} 25.1 11} 26.1 11}

Notes: 1) Figures in the shaded area represent forecasts as of February
2026.
2) Figures for 2024 and 2025 are based on preliminary figures.
Source: Bank of Korea.



2] The domestic economy continued to improve,
supported by a recovery in consumption and exports.
Employment maintained its upward trend, led mainly
by the services sector. Looking ahead, although
construction investment is expected to remain sluggish,
the recovery in consumption is likely to continue, while
exports and facility investment are also projected to
grow faster than initially expected, supported by the
robust semiconductor sector and favorable global
growth. As a result, the economy is forecast to grow by
2% this year, up significantly from 1% last year. Along
the future growth path, both upside and downside risks
remain, including those related to semiconductor
market conditions, the pace of domestic demand
recovery, monetary and fiscal policies in major
economies, U.S. tariff policies, and geopolitical risks.
Moreover, uncertainty has increased recently as risks
related to the situation in the Middle East have

expanded.

(3] Domestic consumer price inflation rose somewhat
in the fourth quarter of last year but declined to around
the 2% target earlier this year. Core inflation has
remained at around 2%, while short-term inflation

expectations among the general public have been stable

at 2.5-2.6%.

Looking ahead, although cost pressures on certain items,
such as electronic devices, may exert upward pressure
on inflation, demand-side pressures remain limited.
Inflation is therefore expected to move near the 2%
target, with headline and core inflation projected to
record 2.2% and 2.1%, respectively, for the year. Going
forward, inflation will be influenced by movements in
global oil prices and the exchange rate, as well as by
domestic and global economic conditions. However, the
conflict in the Middle East is judged to have
considerably increased uncertainty surrounding the

projected inflation path.

Domestic Inflation Outlook”

——CPI Inflation Core Inflation?
(YoY, %) (YoY, %)

Y R .
0 23.1 1l 24.1 I 25.1 11 26.1 1l 0

Notes: 1) Figures in the shaded area represent forecasts as of February
2026.
2) Excluding food and energy.
Sources: Bank of Korea, Ministry of Data and Statistics.



[4] In domestic financial and foreign exchange markets,
volatility in major price variables increased due to both
domestic and external factors, but showed some signs
of easing during February. The U.S. dollar/Korean won
exchange rate rose to the upper 1,400-won range toward
the end of last year, but declined substantially amid a
fall in the U.S. dollar index and some improvement in
supply—demand conditions. Korea Treasury Bond
yields also rose markedly, reflecting changes in
expectations regarding domestic and global monetary
policies and portfolio shifts such as fund flows into the
stock market, before partially retracing. Stock prices
continued to post strong gains, supported by the robust
semiconductor industry and ongoing capital market
reforms, although they experienced temporary
corrections in line with movements in global stock

markets.

However, since March, volatility has again increased
significantly, with interest rates and the exchange rate
rising sharply and stock prices undergoing a substantial
correction, reflecting the impact of the conflict in the
Middle East. Looking ahead, attention should be paid to
the possibility that financial market volatility may
remain high depending on developments in the situation
in the Middle East and the resulting changes in major

economies’ monetary and fiscal policies.

Domestic Interest Rates, Stock Prices, Exchange Rates

——Korea Treasury Bonds (3—year) ~ =——KOSPI (left)
Corporate Bonds (AA—, 3—year) KRW per USD Exchange Rate (right)
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With respect to the housing market and household debt,

household lending has continued to moderate amid the
continued tightening of the government’s macroprudential

policies. Housing prices in the Seoul metropolitan area,
which had been rising sharply, have recently shown
some signs of moderation, influenced in part by
government measures. However, as upside risks related
to the housing market and household debt remain
elevated, it will be necessary to continue monitoring the
spillover effects of government measures and whether
the housing market is moving toward a more stable

trend.

Meanwhile, despite the economic recovery, difficulties
persist in vulnerable sectors. Depending on how the
situation in the Middle East unfolds, attention should
also be paid to the possibility that credit risks in these

sectors could increase.

Monetary Policy Implementation and Outlook

[5] In light of these policy conditions, the Bank of
Korea has maintained the Base Rate at 2.50% since the
second half of last year, while closely monitoring
inflation and growth trends, as well as financial stability
conditions—including developments in the housing
market in the Seoul metropolitan area, household debt,
elevated exchange rate volatility—and the evolution of

domestic and external risk factors.

Specifically, at the October and November meetings last
year, the Bank of Korea decided to maintain the Base
Rate at 2.50% and to determine whether and when to
implement an additional rate cut going forward, while
monitoring changes in domestic and external policy
conditions. This decision reflected the assessment that,
while inflation remained broadly stable, growth
continued to improve, led by consumption and exports,

although uncertainty surrounding the outlook remained

Changes in Household Loans by Deposit-Taking Banks

mmm Housing —Related Loans by Deposit Banks )2 3)

Other Loans by Deposit Banks 2
mmm Household Loans by Non—Bank Deposit Institutions
—o=Total

0 (MoM, trillion won? ‘ (MoM, trillion won) 20

23.1 7 241 7 251 7 26.1

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

2) Including mortgage transfers by the Korea Housing Finance
Corporation.

3) Including housing-related loans that are not collateralized by
housing, such as loans for leasehold deposits, moving
expenses, or intermediate payments.

Sources: Bank of Korea, Korea Housing Finance Corporation.

Bank of Korea Base Rate"

(%) (%)
40 | 1 4.0
3.5 (Jan.23) 1%°
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10 130
s 25
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Note: 1) Figures in parentheses refer to the months and years of Base
Rate adjustments.
Source: Bank of Korea.



high. At the same time, the Bank noted that financial
stability risks persisted, including those related to the
housing market in the Seoul metropolitan area,

household debt, and exchange rate volatility.

At the January and February meetings this year, the Bank
of Korea decided to maintain the Base Rate at 2.50% and
to determine the future course of monetary policy while
monitoring domestic and external policy conditions, as
inflation had been moving near the target level, growth
had continued to improve more strongly than initially
expected, supported by robust exports, and financial

stability risks had persisted.

[6] The Bank of Korea utilized various policy
instruments to ensure stability in the financial and
foreign exchange markets and to facilitate the smooth
flow of credit. It extended the term of its foreign
exchange swap arrangement with the National Pension
Service, with a ceiling of USD 65 billion, until the end
of 2026. In addition, it decided to pay interest, on a
temporary basis for six months, on excess foreign
currency reserves deposited by financial institutions.
Furthermore, the operating period of "the temporary
special support for SMEs; wunder the Bank
Intermediated Lending Support Facility, currently
managed with a ceiling of 14 trillion won, was extended
by an additional six months in January of this year,
following a similar extension in July of last year.
Additionally, in January of this year, the Bank
established a framework allowing financial institutions’
loan claims to be used as eligible collateral for
emergency lending, in order to strengthen the role of a
liquidity safety net for financial institutions in times of

stress.

Ceiling and Interest Rates of the Bank Intermediated
Lending Support Facility”

50
45
40
35
30
25
20
15
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—Ceiling(left) Interest rate (right)
(trillion won) (%)
1 5.0
4.0
3.0
2.0
! |_I = 1.0

0.0

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

were different for each program.

Source: Bank of Korea.

Summary



[7] Going forward, the Bank of Korea will conduct
monetary policy to stabilize consumer price inflation at
the target level of 2% over the medium-term horizon,
while monitoring economic growth and paying due
attention to financial stability. Inflation is expected to
remain stable near the target level, while growth is
projected to continue improving. However, it is
assessed that uncertainty surrounding the evolution of
risks in the Middle East has increased significantly.
From a financial stability perspective, it will be
necessary to remain attentive to developments in the
housing market in the Seoul metropolitan area,
household debt conditions, and the impact of elevated

exchange rate volatility.

Therefore, the Bank will make its decisions while
closely monitoring changes in domestic and external
policy conditions, including developments in risks in
the Middle East, and the resulting impact on inflation,

growth, and financial stability conditions.
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1. Global Economy

The global economy has continued to grow more
favorably than previously expected, despite the effects
of the United States’ tariff policies, supported by
expanding Al-related investment and expansionary
fiscal policies in major economies. Inflation has also
remained broadly stable, but uncertainty surrounding
the future course of the economy is judged to have
increased considerably amid heightened geopolitical
risks in the Middle East. International financial
markets saw somewhat elevated volatility, yet
relatively favorable investor sentiment continued until
March,! when inflation concerns and strengthened
risk-aversion sentiment stemming from unrest in the
Middle East exerted upward pressure on interest
rates and on the U.S. dollar index, while stock prices

underwent a sharp correction.
Global Growth Better than Expected

In the second half of 2025, the global economy
posted stronger-than-expected growth, supported by
robust Al-related investment and expansionary
economic policies in major countries (Table I-1,
Figure I-1). Progress on U.S. trade agreements with
major countries has led to a moderation in average
U.S. tariff rates.? However, trade environment
uncertainty has once again come to the fore
following the U.S. Federal Supreme Court’s
February 2026 ruling invalidating the reciprocal
tariffs and the U.S. administration’s subsequent

imposition of temporary global tariffs® in response.

Table I-1. Economic Growth in Major Economies
(%)

03 204 205

Yer Yer Yer Q1 @ Q3 4
World 34 33 33 34 34 33 31
?Cdc‘)’:;cﬁzs 29 17 17 17 17 17 17
US. 29 28 22 02 09 11 04
Euro Area 04 09 15 06 02 03 03
Japan 07 02 11 03 05 07 O]

Emerging Market
and developing 40 44 43 46 45 43 39
economies

China 54 50 50 54 52 48 45
India? 72 71 76 70 67 84 78
ASEAN-59 44 50 49 48 50 47 51
Brazil 32 34 26 40 26 18 20
Russia 41 43 10 14 11 06 09

Notes 1) Based on IMF statistics, except in the cases of individual
countries, the euro area, and ASEAN-5 which are based on
their own published statistics.

2) The quarterly rates of growth are quarter-on-quarter
(seasonally adjusted) for advanced economies, and year-on-
year for the others.

3) The annual growth rates are based on the fiscal year (April of
the current year to March of the next year).

4) Indonesia, Thailand, Malaysia, the Philippines, and Vietnam.

Sources: IMF, Individual countries' published statistics.

-

Although this Monetary Policy Report covers the period from the August 2025 Monetary Policy Board meeting to
the February 2026 Monetary Policy Board meeting, developments since March 2026 have been partially
incorporated into this report, given the significant impact of recent unrest in the Middle East on domestic and
global economic conditions.

In the second half of 2025, the United States advanced trade agreements with the EU, Japan, and ASEAN states,
as well as with Korea, reduced fentanyl-related tariffs on China by 10%p, and exempted duties on select agricultural
products such as beef and coffee. It also lowered its reciprocal tariffs on Switzerland from 39% to 15%.

On Feb. 20, 2026, following the U.S. Federal Supreme Court ruling nullifying the tariffs imposed under the
International Emergency Economic Powers Act (IEEPA), the U.S. administration temporarily applied a 10% global
tariff rate under Section 122 of the Trade Act of 1974, effective for five months starting Feb. 24. Procedures are
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By country, U.S. growth slowed considerably in the
fourth quarter of 2025 in the wake of the federal
government shutdown.* However, the growth trend
in private consumption and investment was
favorable, supported by stable household income
and asset conditions, as well as by expanding Al-
related investment. The euro area registered gradual
growth, driven by consumption and the service
sector on the back of solid employment conditions.®
In China, growth decelerated from the first half amid
deepening weakness in domestic demand caused by
the real estate slump, despite sustained export
momentum from trade diversification efforts. Japan
posted negative growth in the third quarter of 2025,
dragged down by declines in exports and
construction investment, but showed a recovery
trend in the fourth quarter led by domestic demand.
India exhibited solid growth, propelled by improved
income conditions following tax reforms® and the
government’s expanded infrastructure investments.
The ASEAN-5 economies maintained favorable
growth, underpinned by strong exports’ centered on
the IT sector and accelerating inflows of investment

from global firms.

Figure I-1. Composite Leading Indicator” and Global PMI

——(QECD composite leading indicator (left)
Global manufacturing PMI (right)
——Global services PMI (right)
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Note: 1) Based on G20 member countries. The benchmark (100)
represents the long-term historical average.
Sources: OECD, JPMorgan.

now underway to raise it to 15%. Following the ruling, uncertainty has heightened over the U.S. administration's
plans for additional tariffs as well as over any prospects for tariff refunds.
4 The U.S. federal government shutdown from Oct. 1 to Nov. 12, 2025, caused a sharp drop in federal spending in

Q4 2025 (quarter-on-quarter, -4.4%).

> The euro area unemployment rate these days has remained at a historically low level ever since the euro's inception:
6.3% in Q1 2025 — 6.3% in Q2 — 6.3% in Q3 — 6.3% in Q4 (monthly averages for the respective periods). The

long-term average for 2000-2025 is 8.9%.

6 India raised its income tax standard deduction (INR 50,000 — 75,000) and adjusted tax slabs to expand the tax-
exempt range, thereby enhancing the spending power of the middle class.
7 Growth rate of ASEAN-5 customs-cleared exports (year-on-year, %): 11.0 in Q1 2025 — 144 in Q2 — 134 in Q3

- 13.1 in Q4.



Inflation across major economies remained broadly

stable overall. In the United States, it declined to the

Figure I-2. Consumer Price Inflation in Major Economies
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Brent crude oil prices continued their downward trend in
the second half of 2025, driven by production increases
by OPEC+ and other major oil producing countries

and by expectations of an expansion in Russian export

Note: 1) Due to the U.S. federal government shutdown (Oct. 1 to Now.
12, 2025), price statistics for October 2025 were not published.
Sources: BLS, Eurostat, Statistics Bureau of Japan, National Bureau of

Statistics of China.

Figure I-3. Global Oil Prices” and Crude Oil Inventories?

Global oil prices (left) === Crude oil inventories (right)
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Sources: Bloomberg, EIA.

8 Consumer price inflation in the United States was in the 2.7% to 3.0% range during the second half of 2025, but
declined to 2.4% in January 2026.

9 Contribution of energy items to consumer price inflation (year-on-year, %p). -0.2 in August 2025 — -0.1 in October — -0.2 in December.

10 OPEC+ completed the production quota reversal of its third round of cuts of 2.2 million bpd (in effect since
January 2024) during the April-September 2025 period. Starting in October 2025, it also gradually began reversing
the second round of cuts of 1.65 million bpd (in effect since May 2023), a cumulative production quota increase
of approximately 2.9 million bpd (daily average) for 2025. OPEC+ temporarily halted production increases in Q1
2026 in consideration of seasonal factors, but the March 1 meeting decided to expand the April production quota
by a daily average of 206,000 barrels, thereby continuing the production increase trajectory. Meanwhile, according
to the EIA, U.S. daily average crude oil production is estimated to have reached 13.61 million barrels in 2025, the
highest level on record.

" Triggered by Iran’s government crackdown on anti-government demonstrations, the United Stated deployed an aircraft
carrier to the Middle East, among other measures, heightening military tensions between the two countries. After two
rounds of negotiations between the two countries (on Feb. 6 and 17, 2026) hit difficulties, on Feb. 28 the United States
and Israel launched air strikes targeting Iran’s nuclear and military facilities and its leadership. As a result, the Strait of
Hormuz, a key transit route for roughly 20% of global crude oil and LNG, was effectively blocked.

12 A fire at oilfield power generation facilities in Kazakhstan led to a temporary halt in crude production (Jan. 19,
2026). In the United States, a winter storm caused a disruption in petroleum production (Jan. 26).



Heightened Volatility in Global Financial
Markets

Although international financial markets saw
somewhat elevated volatility in stock prices and
other variables stemming from uncertainties
surrounding monetary and fiscal policies in major
countries, political and geopolitical risks, concerns
over the profitability of Al firms, and other factors,
overall favorable investor sentiment was observed,
supported by U.S. Federal Reserve rate cuts and
expectations for Al-related industry growth (Figure
I-4). However, in March, as inflation concerns and
risk-aversion sentiment strengthened significantly
amid conflict in the Middle East, volatility in major

price variables expanded again.

Long-term government bond yields in major
countries exhibited differentiated movements across
countries, influenced by each nation’s monetary and
fiscal policies, political and  geopolitical
uncertainties, and the performance of economic
indicators. U.S. Treasury bond yields declined on the
Federal Reserve’s resumption ¥ of rate cuts in
September 2025 and on the federal government
shutdown, but later rose amid easing U.S.-China
trade tensions and supply pressures'* from massive
corporate bond issuance. However, in February 2026
yields declined again as risk-aversion sentiment
strengthened amid concerns over a slowing labor
market and uncertainty surrounding U.S. tariff
policy. German government bond yields rose on

diminished expectations for ECB rate cuts and

Figure I-4. Global Risk Aversion Sentiments"

100 (Index) 1 ‘ (index)
075 I preference for 1
safe—haven
0.50
0.25
0.00 . : . ; :
23.1 7 241 7 25.1 26.1

Note: 1) Based on Citi Macro Risk Index
Source: Bloomberg.

1 0.75

0.50

1 0.25

0.00

3 The U.S. Federal Reserve maintained its target range for the federal funds rate at 4.25% to 4.50% from December
2024 through to August 2025, before resuming monetary easing with a 25bp cut in September 2025. This was
followed by additional 25bp reductions in October and December, bringing the rate to 3.50% to 3.75%.

4 In September 2025, spreads on U.S. investment-grade corporate bonds narrowed to 72bp, approaching the lowest
level in 27 years. This tightening coincided with robust investment demand and massive corporate bond issuance
by Al-related firms such as Meta and Alphabet. Consequently, in January 2026 investment-grade corporate bond
issuance reached the highest level on record for any January, at USD 2084 billion.



prospects for increased government bond supply tied Figure I-5. Long-term Market Interest Rates” in Major

to expanding fiscal spending. !° Japanese Economies

government bond yields rose sharply, driven by the . (%)—U-S- Japan  ——Germany = ——U.K. %)
Bank of Japan’s policy rate hike and concerns over
the expansionary fiscal policy of the new Takaichi
cabinet.® In contrast, U.K. government bond yields
declined on Bank of England policy rate cuts and
easing concerns over fiscal soundness?’ (Figure I-5).

However, in March, as inflation concerns rose

significantly amid unrest in the Middle East,

government bond yields in major countries showed
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Note: 1) Government bond (10-year) yields.
Source: Bloomberg.

The U.S. dollar fluctuated, influenced by Federal
Reserve rate cuts, the prolonged federal government
shutdown, favorable economic indicators, and other
factors,*® before exhibiting weakness this year as
geopolitical risks such as concerns over weakened
credibility in U.S. government policy stemming
from the Greenland territorial dispute came to the
fore.’® However, in March 2026, the U.S. dollar
shifted to considerable strength as preference for
safe-haven assets rose significantly amid unrest in
the Middle East. The euro came under downward
pressure from expanding political uncertainty in

France and other countries, ?° but subsequently

> The German government decided on Dec. 18, 2025, to increase government bond issuance for 2026 by around
20% year-over-year to EUR 512 billion, the largest on record, for purposes including military spending.

6 The Takaichi cabinet announced comprehensive economic measures totaling JPY 21.3 trillion on Nov. 21, 2025,
and resolved a supplementary budget bill of JPY 18.3 trillion at a cabinet meeting on Nov. 28, 2025.

7 In the UK, with the fiscal deficit to GDP ratio sustaining a high level of around 5% for five consecutive post-
pandemic years, fiscal soundness concerns persisted. However, Chancellor Reeves announced an Autumn Budget
including tax-increase measures and other steps on Nov. 26, 2025, expressing their commitment to deficit
reduction.

8 The U.S. Commerce Department announced the Q3 2025 economic growth rate (quarter-on-quarter annualized,
preliminary) at 4.4% on Dec. 23, 2025, significantly exceeding market expectations of 3.3% and the highest level
in two years since Q3 2023 (4.7%).

9 The U.S. government announced on Jan. 17, 2026, that if an agreement on the purchase of Greenland were not
reached, it would impose an additional 10%p of tariffs on Europe starting Feb. 1, and raise the additional rate to
25%p if no agreement were reached by June 1.

20 As political uncertainty expanded, with the French prime minister replaced through a no-confidence vote on Sept.
8, 2025, among other developments, major credit rating agencies successively downgraded France's sovereign
rating and outlook. Fitch on Sept. 12: AA- to A+. S&P on Oct. 17: AA- to A+. Moody's on Oct. 24: stable to
negative.



exhibited strength on waning ECB rate cut

. . . Figure I-6. Major Exchange Rates” and U.S. Dollar Index
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global trade friction, and favorable corporate Sources: Reuters, Bloomberg.

earnings, in addition to policy rate cuts in the U.S.

and UK., and expectations of economic stimulus Figure I-7. Stock Price Indices of Advanced and Emerging
measures in Japan, with equity markets, led by Markets

technology stocks, renewing record highs in most ——MSCI Advanced Markets Index

MSCI Emerging Markets Index
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However, in March, as risk-aversion sentiment Source: Bloomberg.

strengthened significantly amid unrest in the Middle
East, stock prices in most major countries underwent

considerable corrections.

21 Following reports on Jan. 23 that the New York Federal Reserve made inquiries and rate checks to financial
institutions regarding the U.S. dollar/Japanese yen exchange rate, in early February, Japanese foreign exchange
authorities issued verbal intervention-like remarks, among other actions, bringing to the fore the possibility of a
joint U.S.-Japan response to yen weakness.

22The S&P 500 (6,978.6 on Jan. 27), the Europe Stoxx 600 (633.5 on Feb. 25), the Nikkei 225 (58,583.1 on Feb. 25),
and others renewed all-time highs, as of Feb. 25.

23 Amid heightened concerns over excessive investment and profitability as major big tech firms' Al-related
investment plans successively far surpassed market expectations, concerns over Al displacement of software firms
have recently also emerged following the release of a legal-work automation model by Al startup Anthropic.



Growing Uncertainty Surrounding the

Global Economic Outlook

Although the global economy was projected to
continue its favorable growth momentum, supported
by the surge in Al-related investment >* and
accommodative monetary and fiscal policies in
major countries (Table I-2), uncertainty surrounding
the outlook has increased as recent Middle East risks
have expanded significantly. Furthermore, the
resurfacing of concerns related to tariff policy
following the recent U.S. Federal Supreme Court
ruling nullifying the reciprocal tariffs, the
coexistence of optimism and pessimism? regarding
the Al industry, and other factors are also raising

uncertainty over the future growth path.

By country, the United States is expected to show
solid growth, supported by an expansionary fiscal
policy and favorable Al-related investment. The
euro area is projected to continue growth led by
domestic demand, on the back of eased financial
conditions and expanded fiscal spending in major
countries within the region, such as Germany.
However, its pace is expected to be gradual,
constrained by the trade environment. China is
projected to see its growth slow as weakness in
domestic demand persists and as the export growth
rate also declines. The Japanese economy is
expected to continue its growth momentum at its
potential level of 0.5% to 0.6%, supported by
slowing inflation and the government’s expansionary

fiscal policy. However, with the recent escalation in

Table I-2. Global Economic Growth Outlook"

(YoY, %)

2025 2026° 2027¢
H1 H2 Year H1 H2 Year Year

Global

Economy 34 32¢ 33 30 31 31 32
us. 21 23 22 28 19 23 21
Euro Area 14 15 15 11 13 12 14
China 53 46 50 45 46 46 44
Japan 18 03 11 -02 13 06 08

Note: 1) Figures are forecasts as of February 2026.
Sources: Bank of Korea, Statistics bureaus in individual countries,
Bloomberg.

24 The top five big tech firms’ 2026 capital expenditure estimates were significantly raised upward from around USD

500 billion at the end of 2025 to USD 630 billion in February 2026, according to Bloomberg on Feb. 10.

% |If the quantitative and qualitative growth of the Al industry, including the diffusion of physical Al, accelerates, it
would act as a supply shock favorable to global growth and inflation. However, if market assessment tilts toward
Al skepticism, there is concern that sharp corrections in global stock markets and a slowdown in related

infrastructure investment, among other outcomes, could undermine a core driver of global growth.



geopolitical risks in the Middle East, uncertainty
surrounding this outlook has heightened further.

In international financial markets, as well, high
volatility in major price variables could persist,
depending on how Middle East risks evolve.
Furthermore, uncertainty over the U.S. Federal
Reserve’s monetary policy path following the next

6 wariness over fiscal

Fed chair’s nomination, 2
soundness in major countries, the possibility of
valuation corrections in the stock prices of Al-
related firms, and other factors all remain as latent

factors that could amplify volatility.

26 0On Jan. 30, 2026, President Trump nominated former Federal Reserve Governor Kevin Warsh as the next Fed chair.
While markets are focusing on nominee Warsh's past hawkish leanings, along with his history of opposing
quantitative easing, and other factors, nominee Warsh recently also signaled an intent to stabilize interest rates
through cooperation with the Department of the Treasury.



2. Real Economy

(1) Economic Growth

The Korean economy continued its improvement
trend, driven by a recovery in consumption and an
increase in exports, supported by improved
economic sentiment and favorable semiconductor
market conditions, despite continued sluggishness in

construction investment.
Recovery Trend in GDP

In the second half of 2025, real GDP growth
continued its recovery trend, led by private
consumption and exports despite sluggish
construction investment. On a quarterly basis, in the
third quarter of 2025, real GDP grew by 1.3% from
the previous quarter (+1.8% year-on-year),
supported by favorable exports and improved
consumer sentiment. %’ In the fourth quarter, it
decreased by 0.2% from the previous quarter (+1.6%
year-on-year) due to contraction in construction
activity. Given that the negative growth in the fourth
quarter of 2025 is largely attributable to the base
effect from the previous quarter’s significant
increase, the domestic economy’s recovery trend is
assessed to have persisted. Since January 2026, the
Korean economy has continued its improvement
trend, driven by consumption and exports (Table I-

3).

Table I-3. Key Economic Growth Indicators”

(QoQ %)
20242 20252 2026
Year Year Q1 Q2 Q3 Q4 |Jan? Feb?
02 07 13 02
Real GDP 20 10 00 08 (18 (16 - -
Private 1 13 01 05 13 03| 23 )
consumption 06 09 (19 (19| O
Construction 33 98 -31 -12 06 -35|| -113 _
investment 133 (114 (-75) (-70)|| 97
Facilities 17 20 04 21 26 -17| 68 )
investment (58 (34 (10) -1.7)|{ (153
Goods 64 32 -15 52 18 -16 - -
exports (01) @5 (G5 (B8)| 63 &0
Goods 13 19 24 31 28 -26 - -
imports (1) 22 @5 ©O7|| (19 @

Notes: 1) Figures in parentheses are year-on-year changes in the
original series.

2) Reflects preliminary figures.

3) For January and February, private consumption is measured
by Retail Sales Index, construction investment by the value
of Construction Completed, Facilities investment by the
Equipment Investment Index. Goods exports and imports is
calculated on customs clearance basis.

Sources: Bank of Korea, Ministry of Data and Statistics, Korea Customs
Service.

27 Consumer sentiment index (long-term average for 2003-2025 = 100): 93.1 in Q1 2025 — 101.3 in Q2 — 110.6 in

Q3 — 110.6 in Q4 — 110.8 in January 2026 — 112.1 in February.
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Private Consumption Improves

Private consumption (based on GDP) improved
significantly in the second half of 2025, driven by
favorable consumer sentiment and the government’s
consumption stimulus measures. By type, the growth
of goods consumption accelerated, led by durable
goods such as passenger cars, and service
consumption also expanded, driven by face-to-face
services, such as dining out and medical services. By
quarter, after recording a high growth rate of 1.3% in
the third quarter from the previous quarter (+1.9%
year-on-year), private consumption increased by 0.3%
from the previous quarter (+1.9% year-on-year) in
the fourth quarter, continuing its improvement
(Figure I-8). In January 2026, the Retail Sales Index
published by the Ministry of Data and Statistics rose
by 2.3% from the previous month (+0.1% year-on-
year), driven by semi-durable goods, such as
sustained favorable consumer

clothing, amid

sentiment.

Construction Investment Remains Sluggish

Construction investment remained sluggish in the
second half of 2025 as new construction orders
contracted amid the accumulation of unsold new
homes in regional areas and high construction costs.
By sector, building construction declined
substantially, reflecting continued sluggishness in
residential and commercial buildings despite an
increase in semiconductor plant construction, while
civil construction also fell amid sluggishness in
social overhead capital (SOC) investment. By
quarter, in the third quarter of 2025, construction
investment turned to an increase of 0.6% from the

previous quarter (-7.5% year-on-year), owing to a

Figure I-8. Private Consumption”
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Note: 1) The data for 2024 and 2025 is based on preliminary figures.
Source: Bank of Korea.

Figure I-9. Construction Investment”
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Note: 1) The data for 2024 and 2025 is based on preliminary figures.

Source: Bank of Korea.



substantial increase in working days % and
expanded SOC budget execution. However, in the
fourth quarter of 2025, it declined again by 3.5%
from the previous quarter (-7.0% year-on-year)
(Figure 1-9). In January 2026, the value of
Construction Completed, as reported by the Ministry
of Data and Statistics, declined by 11.3% from the
previous month (-9.7% year-on-year), led by

building construction.

Facilities Investment Increases Gradually

Facilities investment continued its increasing trend
in the second half of 2025, as investments by
semiconductor companies increased significantly
despite continued sluggishness in non-IT sector
investments, such as the construction sector. By
sector, machinery investment rose, led by
semiconductor manufacturing equipment, while
transport  equipment, which had improved
significantly in the first half of the year, turned to a
decline due to the exhaustion of year-end policy
effects.?® By quarter, facilities investment showed
high volatility, increasing in the third quarter of2025
by 2.6% from the previous quarter (+1.0% year-on-
year), and then declining in the fourth quarter of
2025 by 1.7% from the previous quarter (-1.7% year-
on-year) (Figure 1-10). In January 2026, the
Equipment Investment Index, provided by the
Ministry of Data and Statistics, turned to an increase

of 6.8% from the previous month (+15.3% year-on-
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Figure I-10. Facilities Investment?

Facilities investment (left) mmm Rate of change (right)
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Note: 1) The data for 2024 and 2025 is based on preliminary figures.
Source: Bank of Korea.

28 Due to the shift in traditional holiday dates (Sept. 14-18, 2024 — Oct. 3-9, 2025), the number of working days in

Q3 2025 increased by three days year-on-year.

2 Corporate vehicle investments by companies decreased* as most of the 2025 electric vehicle purchase subsidies

were depleted by November.

* Corporate vehicle purchase growth rate (year-on-year, %)
Locally produced cars: +3.5 in Q1 2025 — +0.2 in Q2 — +11.0 in Q3 — -2.8 in Q4 (based on the number of

registered passenger and commercial vehicles)

Imported cars: -2.2 in Q1 2025 - +1.4in Q2 — +8.2 in Q3 — -1.0 in Q4 (based on import value of passenger and

cargo vehicles)
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year), as investments by semiconductor companies
expanded and corporate vehicle investments

increased again early in the year.

Exports Record Favorable Performance
and the Current Account Surplus Records a

Significant Increase

Exports (on a customs clearance basis) showed a
favorable performance in the second half of 2025, led by
semiconductors. By sector, the growth of the IT sector
accelerated, fueled by increasing demand for high-value-
added Al products and a sharp increase in prices of
general-purpose memory chips. The non-IT sector
continued its sluggish trend. Ship exports showed a high
growth rate, mainly in high-value-added vessels, while
exports of chemical products, machinery, and steel
continued to decline due to increased competition from
China and the impact of U.S. tariffs. In the case of
automobiles, exports turned to an increase owing to
favorable used car exports, despite declining finished
vehicle exports as a result of expanded local production
in the U.S.3° By region, exports to China, ASEAN, and
Taiwan increased, led by semiconductors, while exports
to the United States declined, mainly in tariff-affected
items, such as automobiles, machinery, and steel. By
quarter, following a 6.5% year-on-year increase in the
third quarter of 2025, exports saw an even larger increase
of 84% in the fourth quarter, driven by sharp
semiconductor price increases. In January and February
2026, the growth trend continued to expand, led by the IT
sector (Table [-4).

Table I-4. Current Account

(hundred million dollars, %)
2024 2025 2026
Year Q4 Year Q1 Q2 Q3 Q4 Jan.Feb.
Current
Account
Goods” 1,109 308 1,381 220 359 376 426 152
Exports? 6,8361,751 7,0931,5951,7511,8491,898 658 674
(Rate of
change?)
Imports?  6,3181,599 6,3191,5281,5441,6251,622 571 519
(cizt:g‘;;) 17) 09) (00)(-13)(-17) (16) (14) (116 @5)
Services 294 -69 -345 -82 -81 -77 -106 -38
Credit 1,420 378 1,501 351 372 393 386 131
Debit 1,715 447 1,847 433 453 470 491 169

1,000 321 1,231 195 284 360 392 133

®1) 42 (38 (-23) 1) (65) 84) 338 (90

Primary o6 99 279 77 29 80 94 27
Income
Secondary

-83 -18 -84 -20 -23 -19 -22 -8
Income

Notes: 1) Balance of payments basis.
2) Customs clearance basis.
3) Year-on-year.
Sources: Bank of Korea, Korea Customs Service.

Figure I-11. Daily Average Exports and Imports
Calculated on Customs Clearance Basis
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Source: Korea Customs Service.

30 In the second half of 2025, passenger car exports rose 3.0% overall, with exports of new cars decreasing by 3.9%

and exports of used cars increasing by 81.1%.



Imports (on a customs clearance basis) turned to an
increase in the second half of 2025, led by capital and
consumer goods. Capital goods posted a favorable
growth trend, mainly in semiconductor-related
equipment, while the growth of consumer goods
expanded, driven by durable items, such as gold and
passenger cars. On the other hand, raw materials declined
as global oil prices stabilized. In January and February of
this year, imports continued their increasing trend (Table
1-4). However, on a daily average basis, they temporarily
turned to a decline year-on-year in January due to an
increase in the number of business days®! (Figure I-11).

The current account surplus expanded significantly
in the second half of 2025, supported by the goods
account. 3 The primary income account surplus
remained at levels typical of recent years, while the
services account deficits widened, led by other
business services, such as research and development

(Table I-4).

31 Due to the shift in traditional holiday dates (Jan. 27-30, 2025 — Feb. 16-18, 2026), there were three more business

days in January 2026 than in January 2025.

32 .0On an annual basis, the 2025 goods account surplus reached USD 138.1 billion, breaking the all-time high since
2015 (USD 120.3 billion), while the current account surplus also hit USD 123.1 billion, breaking the record for the

first time in a decade (USD 105.1 billion in 2015).
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(2) Employment

The number of employed persons continued to
increase, led by the service sector, while wage

growth showed a gradual uptrend.

Number of Employed Persons Continues to

Increase

Figure I-12. Number of Employed Persons

Number of employed persons(left)
=== Changes in the number of employed persons (right)

The overall number of employed persons continued

to increase steadily. By period, employed persons (

g0 (8- millionpersons)  (YoY, ten thousand persons) ¢
grew by 216,000 year-on-year in the third quarter of | i
2025 and by 195,000 in the fourth quarter, showing
growth at the trend level. ¥ In January 2026, 29
employment rose by only 108,000 persons year-on-
year, as the government’s jobs program®* began ’
somewhat later than in previous years (Figure I-12, |
Table I-5). Meanwhile, private employment, which |
excludes public jobs, eased somewhat since the AT o ‘4 P T 5 P e
second half of 2025 (Figure 1-13). Source: Ministry of Data and Statistics.

By industry, employment showed a clear divergence.
Service sector employment continued to rise in public
administration and health and welfare, while
domestic-demand-related services (wholesale and
retail trade, food and accommodation) showed
improvement. In contrast, manufacturing employment
continued to decline and sluggishness in construction
employment intensified. In January 2026, growth in
service sector employment moderated temporarily,
while the declines in manufacturing and construction
eased, but the employment divergence by industry

persisted.

3 Trend employment refers to the amount of employment needed to maintain the natural rate of unemployment
and is primarily influenced by labor supply factors, such as the population structure and the labor force
participation rate.

34 The government jobs program provides temporary and transitional positions (typically under one year, maximum
two years) to employment-vulnerable groups, with the government directly subsidizing wages to help transition
them from unemployment to private sector employment.



By employment status, among wage and salaried
workers, the number of regular workers rose steadily,
while temporary and daily workers showed weak
growth, reflecting construction sector sluggishness.
Self-employed workers continued to decline, mainly
among unpaid family workers and self-employed

businesses without employees.

Table I-5. Changes in the Number of Employed Persons”

Changes in the

(YoY, ten thousand persons)

2024 2025 2026

Year Year Q1/Q2 Q3 Q4 Dec Jn

—
number of employed 159 193 155 207 216 195 168 108
persons 17
<By industry>
Manufacturing 06 -73 -81 91 -67 -52 -63 -23 I.
Construction -49 -125-174-118-102-106 -63 -20 Recent
Services 239 492 439 550 51.1 467 403 256 Economic
Wage and salaried < ETPIOEn S and
workers 214 275 206 306 314 273 214 121 Finandal
(Regular workers) 183 283 231 320 336 246 195 192 Develop-
gzr:epgary&da"y 32 08 25 14 22 27 19 71 ments
Seff-employed 55 81 -51 99 98 78 46 -13 2.
workers
(Self-employed Real
businesses with 12 00 25 -16 00 43 34 56 Eaononmy
employees)
(Self-employed
businesses without 44 -38 11 -15 -64 -84 23 -11
employees)
Unpaid family 24 44 37 68 35 37 57 58
workers)
<By age>
Aged 15-29 -144 -178-220-166-175-151-112 -175
Aged 30-39 90 102 108 114 108 80 83 101
Aged 40-49 -81 -50 -66 48 -58 -27 -33 03
Aged 50-59 28 -26 -16 -45 -33 -10 -1.1 45

Aged 60 and over

266 345 349 353 374 302 241 141

<By gender>

Male
Female

29 20 -32 30 35 46 95 33
188 174 186 178 182 149 73 75

Note: 1) Changes in averages during periods.
Source: Ministry of Data and Statistics.

Figure I-13. Changes in and Trend of Private Employment

=== Changes
4O(Y0Y, ten thousand persons)

30

20

Trend
(YoY, ten thousand personz)o
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Source: Bank of Korea.
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By age and gender, employment gains were driven
mainly by the elderly (aged 60 and over) and women,
while youth employment (aged 15 to 29) remained
subdued.

In the second half of 2025, the employment to
population ratio (seasonally adjusted) remained
slightly higher year-on-year, but declined modestly
toward year-end due to the completion of the
government’s jobs program. The unemployment rate
(seasonally adjusted) remained stable at a low level
in the mid- to high 2% range before climbing
modestly to the 3% range starting at the end of 2025
(Figure 1-14). The extended unemployment rate,
which includes time-related underemployed persons
and the potential labor force, also trended upward

since late 2025 (Table I-6).

Figure I-14. Employment to Population Ratio and

Unemployment Rate
——Unemployment rate (left)
Employment to population ratio (right) )
AL % S.A., %
g (SAL%) ; : ( 64
5 =4 63
4 H 62

I ' i
TE N  H S S  ¥

2
23.1 7 24.1 7 25.1 7 26.1
Source: Ministry of Data and Statistics.
Table I-6. Employment to Population Ratio and
Unemployment Rate
(%, %p)

2024 2025 2026
Year Year Q1 Q2 Q3 Q4 Dec. Jan.

Employment to

population ratio 627 629 629 629 629 628 627 628
SA)
Unemployment
rate (SA)
Extended
unemployment 88 87 94 87 82 84 97 101
rate”

(Year-on-year) (-02) (-0.1) (-02) (-0.1) (-0.1) (-0.1) (00 (02)

28 28 28 27 27 29 33 30

Note: 1) The extended unemployment rate includes not only the
unemployed, but also part time workers seeking full time
jobs and potential jobseekers who are not currently looking
for work but who wish to be employed.

Source: Ministry of Data and Statistics.

35 The extended unemployment rate includes not only the unemployed but also part-time workers seeking full-time
jobs (time-related underemployed persons) and potential jobseekers who are not currently looking for work but
wish to be employed (potential labor force).



Nominal Wage Growth Slows and then
Rebounds

Nominal wage growth continued to slow on a year-
on-year basis through the third quarter but
rebounded to 4.7% in the fourth quarter of 2025. The
rebound was led by growth in special payments,
reflecting expanded performance-based pay at some
companies® and shifts in the timing of traditional
holiday bonuses.®” In contrast, fixed wage growth
for regular workers moderated amid a slow recovery
of labor demand, diverging from the rebound in
special payments. Wages for temporary and daily
workers continued to decline, driven by employment
weakness in construction. Real wage growth also
continued to slow through the third quarter of 2025
before rebounding in the fourth quarter, mirroring

nominal wage trends (Table 1-7).

Table I-7. Nominal and Real Wage Growth by Category
(YoY, %)

2023 2024 2025
Year Year Year Q1 Q2 Q3 Q4
Nominal wage” 25 29 31 45 27 04 47
Regularworkers 28 30 31 44 27 04 49
(Fixedwages) 38 32 27 31 26 26 27
(Excesswages) 33 58 56 53 48 63 62
(Special wages) -29 04 43 104 27-142 193

Temporry & 55 14 35 30 -38 33 41
daily workers
Real wage? 11 05 09 23 06 -15 23

Notes: 1) Based on firms with one or more permanent employees.
2) Nominal wage / Consumer price index
Source: Ministry of Employment and Labor.

36 In Q4 2025, performance-based pay was expanded, mainly in automotive-related industries.
37 In 2024, Chuseok holiday bonuses were paid in September, but shifted to October in 2025.
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(3) Prospects®

Growth Continues to Improve, But
Uncertainty Over the Outlook Path

Increases

For the Korean economy, despite persistently weak
construction investment, the continued recovery in
consumption and the growth in exports and facilities
investment exceeding the previous projection,
driven by the semiconductor boom and a favorable
global economy, are expected to raise real GDP
growth substantially from 1.0% in 2025 to 2.0% in
2026 (Table I-8, Figure I-15). However, uncertainty
surrounding the growth path is assessed to have

increased due to recent instability in the Middle East.

By sector, private consumption is expected to
continue recovering as household income conditions
improve supported by favorable corporate earnings.
However, as the improved income conditions are
concentrated in specific sectors, such as IT, the

recovery is likely to be moderate.

Construction investment is expected to remain
below the previous outlook path, *° reflecting
continued sluggishness in residential construction
due to high construction costs and the accumulation
of unsold homes in regional areas. However, increased
Al-related investments such as semiconductor plants
and data centers, along with the government’s
expansion of SOC, are expected to help ease the

sluggishness in construction investment this year.

Table I-8. Economic Growth Outlook”

(oY, %)

2025 2026¢ 2027¢

H1 H2 Year H1 H2 Year Year

GDP 03 16 10 24 16 20 18

Private 19 13 23 13 18 18
COnSUmpthn

construction 55 73 98 08 26 10 15
Investment

Facilties 45 04 20 24 23 24 20
Investment
Intellectual

z:zzsz 19 37 29 34 35 35 26

investment

Goods 17 46 32 35 08 21 23
export

Goods 17 21 19 34 15 25 26
imports

Note: 1) Figures are the forecast as of February 2026.
Source: Bank of Korea.

Figure 1-15. Real GDP Growth Outlook"?

= Q0Q (left) YoY (right)

(%) (%)
4 1 ‘ : 14
3 1 43
2 : : ' 40

Notes: 1) Figures in the shaded area represent forecasts as of February
2026.
2) Figures for 2024 and 2025 are based on preliminary figures.
Source: Bank of Korea.

38 For details, please see "Korea Economic Outlook” (February 2026) by the Bank of Korea.
39 In the November 2025 “Korea Economic Outlook,” construction investment for 2026 was projected to increase by

2.6% year-on-year.



Facilities investment is forecast to show slightly
higher growth than last year. Although the non-IT
sector is expected to remain sluggish due to
restructuring and tariff-related uncertainty, demand
for Al semiconductor-related facilities is likely to
increase, led by the IT manufacturing sector, and
government support for advanced industries is also

set to expand.

Investment in intellectual property products (IPP) is
projected to continue its solid growth, driven by
firms’ ongoing efforts to enhance competitiveness in
advanced industries and the government’s increased

R&D support.

Goods exports are expected to continue increasing at
a pace considerably exceeding the previous
projection,*® considering the broadening improvement
in semiconductor business conditions, expanded
production capacity, and favorable global economic
trends. The current account surplus is projected to
widen substantially, mainly in the goods account, on
the back of a sharp rise in semiconductor export
prices (Table 1-9). However, if risks associated with
the situation in the Middle East and instability in
global oil prices are prolonged, the expansion of the

current account surplus could be constrained.

The increase in the number of employed persons is
expected to slow slightly, from 190,000 last year to
170,000 this year, due to factors such as the
shrinking working-age population (Table I-10).
While previously subdued, private sector employment,
which excludes public jobs, is likely to continue its
improvement trend observed since the second half of

last year, supported by the recovery in consumption

Table I-9. Current Account Outlook”
(hundred million dollars)
2025 2026° 2027¢
H1 H2 Year H1 H2 Year Year
Cumentaccount 479 752 1,231 863 837 1,700 1,400

Goodsaccount 579 802 1,381 980 915 1,896 1,592
Exports

(customs 3347 3747 7093 3951 4001 7952 784
dearance basis)

Imports

(customs 3072 3246 6319 3312 3361 6673 674
dearance basis)

Servicesaccount -163 -182 -345 -200 -212 411 414
Primary and

secondary 63 132 195 8 134 216 221
income account

Note: 1) Based on the projection as of February 2026.
Source: Bank of Korea.

Table I-10. Employment Outiook™
(ten thousand persons, %)
2025 2026¢ 2027¢
H1 H2 Year H1 H2 Year Year
Changes in the
Number of
Employed
Persons?
Unemployment
Rate
(SA) 28 28 28 28 28 28 28
Employment to
Population Ratio

18 21 19 17 18 17 15

31 25 28 31 26 28 28

626 63.1 629 627 632 630 631

Notes: 1) Figures are forecasts from February 2026.
2) Persons aged 15 and older.
3) Year-on-year.

Source: Bank of Korea.

40 In the November 2025 “Korea Economic Outlook,” goods exports for 2026 were projected to increase by 1.4%

year-on-year.
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and the improvement in service sector business

conditions driven by an increase in foreign tourists.

Uncertainty surrounding the outlook is assessed to
have heightened further, as the growth path will
inevitably depend significantly on the extent to
which the Middle East situation escalates or persists.
Moreover, uncertainty remains high regarding
semiconductor business conditions, the pace of
domestic demand recovery, the global trade
environment, and global financial markets. Going
forward, potential upside factors for the growth path
include further expansion of the semiconductor
cycle upturn, strengthened stimulus by domestic and
foreign governments, and an easing of trade
environment uncertainty. Potential downside factors
include the potential spread of risks arising from the
situation in the Middle East, further escalation of
U.S. tariff policy uncertainty, international financial
market instability, and deepened weakness in non-IT

sector (Table I-11).

Table I-11. Upside and Downside Factors for Growth

< Upside Factors > < Downside Factors >

Further expansion of Further escalation of US
semiconductor cycle uptum tariff policy uncertainty
Strengthened stimulus by Geopolitical risks and

domestic and foreign international financial

governments market instability
Easing of trade environment Deepened weakness in
uncertainty non-IT sector

Source: Bank of Korea.



3. Prices

Consumer price inflation rose somewhat to the low
to mid-2% range in the fourth quarter of last year
and fell to the 2% target level this year. Core
inflation remained on a stable trend at around 2%

and rose to 2.3% in February 2026.

Consumer Price Inflation Remains Stable

Near the Target Level

Consumer price inflation stood at around the 2%
level in the third quarter of 2025 before rising to 2.4%
in October, mainly due to a wider increase in prices
of petroleum products and agricultural, livestock,
fishery products, as well as a larger rise in service
prices amid a temporary increase in travel demand.
In November, with prices of agricultural, livestock,
and fishery products and petroleum products
continuing to show strong increases, consumer price
inflation remained at 2.4% before edging down to
2.3% in December. However, in January 2026,
consumer price inflation fell to the 2.0% target level,
as the rate of increase in petroleum product prices
declined significantly and the increases in

agricultural, livestock, and fishery product prices

moderated (Figure I-16).

By factor, with respect to external factors, crude
oil import prices continued to decline, while non-
energy import price inflation peaked at 6.1% in
November 2025 before moderating thereafter

(Figure 1-17).

With respect to domestic factors, demand-side
price pressures remained limited, and the rate of

increase in fixed wages for regular workers, which

Figure I-16. Consumer Price Inflation

== \oM YoY

(%) (%)
T i i i
o f ‘ ‘ |
5 |
47 i Inflation largeti i

| 2.0% ! ;
3t ) J ! :

nnnl .I" ill... 1l. |3|I|. ] II 1|
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Sources: Bank of Korea, Ministry of Data and Statistics.
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Figure 1-17. Import Price Inflation (Korean Won Basis)

——Crude oil (left)

100 (YoY, %) | Non—energy (ri?ht) (YoY, Of.vr)
: S A\
23.1 7 241 7 25.1 7 26.1

Source: Bank of Korea.
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represents the underlying wage trend, also

remained below its long-term average.*

Regarding government policy, electricity fees
were frozen through the first quarter of 2026, and
city gas fees remained unchanged until February.
Meanwhile, the measure to lower excise taxes on
petroleum products was extended further through
the end of April 2026 although the rate of

reduction was partially scaled back.*?

By product category, prices of agricultural,
livestock, and fishery products recorded sharp
increases in the fourth quarter of 2025, but the rate
of increase moderated this year due to government
discount support and expanded shipments of major
crops. As for agricultural products, grain prices
rose to the upper 10% range before edging down
to the mid-10% level. Fruit prices showed strong
increases in the low 9% range before turning to a
3.5% decline in February 2026. The increase in
fishery product prices retreated (Table I-12, Figure
I-18).

Meanwhile, the increase in industrial product
prices remained in the low to mid-2% range in the
fourth quarter of 2025, reflecting increases in
petroleum product prices, before falling to 1.2% in
February 2026. As for petroleum products, prices
rose sharply in the fourth quarter of 2025, led by
gasoline and diesel, due to a rise in the U.S.
dollar/Korean won exchange rate despite declining
global oil prices, with their pace of increase

moderating in 2026. Industrial products excluding

Table I-12. Consumer Price Inflation
(Yo, %)
2024 2025 2026
Year Year Q1 Q2 Q3 Q4 Jan. Feb.
Consumer Price 23 21 21 21 20 24 20 20
Index

Agricultural, 59 24 12 11 29 42 26 17
livestock &

fishery products

Agricultural 104 00 -06 -27 05 31 09 -14
products

(Grains) 33 110 20 81 150 190 157145
(Fruits) 169 -13 -47 -75 -02 91 21 -35
Livestock 07 48 35 51 53 53 41 60
products

(Domestic beef) -15 39 14 43 54 47 37 56
(Pork) 19 63 75 65 61 52 29 73
Fishery Products 1.6 59 37 66 71 63 59 44
Industrial 15 19 20 16 18 23 17 12
products

Petroleum 11 24 54 13 00 56 00 -24
products

(Gasoline) 01 20 65 -25 -07 52 -05-27
(Diesel) -37 33 40 -15 12 98 22 -08
Industrial 19 19 15 19 21 19 19 17
products

excluding

petroleum

(Processed food) 1.8 36 30 43 42 31 28 21
Electricity, gas, 35 19 31 31 11 04 01 02
and water

Gty gas) 51 41 69 69 24 03 03 03
Services 22 22 22 24 19 23 22 26
Housingrents 02 08 07 08 08 08 09 09
Public service 1.7 08 10 13 -03 13 16 16
charges

Private service 30 31 31 33 30 31 28 35
charges

(Dining ouf) 31 31 30 32 32 29 29 29
(Excluding 29 32 32 33 29 32 28 39
dining out)
CP! for living 27 24 2524 21 27 22 18
necessities
CPl exduding 22 19 1920 1.7 20 20 23
food & energy
CPlexduding 21 22 2024 22 24 23 25
agricuttural
products & oils

Source: Ministry of Data and Statistics.

41 The rate of increase (year-on-year) in the fixed wages of regular workers remained below the long-term average
(3.5%, 2015-2025), standing at 3.1% in Q1 2025, 2.6% in Q2, 2.6% in Q3, and 2.7% in Q4.

42 The government partially scaled back the rate of excise tax cut* on petroleum products effective Nov. 1, 2025,
and further extended the measure on Feb. 12 through the end of April, despite its scheduled expiry at the end of
February 2026.

* Gasoline: 10% — 7%. Diesel fuel and LPG: 15% — 10%.



petroleum remained in the upper 1% range, with
processed food price increases decelerating in the
fourth quarter of 2025. The rate of increase in
electricity, gas, and water fees eased substantially
following the dissipation of the previous year’s
city gas fee hike effect in August 20254 and

remained in the low 0% range.

For services, public service charges rose gradually
after September 2025 as the effect of the
temporary discount on telecommunication charges
in August dissipated. Private service charges
inflation remained at around 3% from the fourth
quarter of 2025 and rose to 3.5% in February 2026
due to temporary factors such as the increase in
travel demand during the Lunar New Year

holidays.*

Figure 1-18. Consumer Price Inflation and Contributions by
Product to Overall Inflation”

=== CP| [] Contributions
(YoY, %, %p) (YoY, %, %p) ;

[ Electricity, gas, and water

6 & mPetroleum products 6
mAgricultural, livestock, and fishery products
®|ndustrial products (excluding petroleum)

51 Services 5

4 F 4

3 3
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Note: 1) The figures for Q1 2026 are calculated based on the figures
for January-February 2026.
Sources: Bank of Korea, Ministry of Data and Statistics.

43 In August 2024, wholesale city gas prices for private demand were raised by 1.41 won / MJ but have remained

frozen throughout 2025.

4 While the Lunar New Year holidays were in January in 2025, they were in February in 2026, and a base effect from

this difference also had an effect.
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Core Inflation Remains on a Stable Path

Core inflation (excluding food and energy)
remained stable at around 2%, reflecting limited
demand-side pressures, before rising to 2.3% in
February 2026. This is attributable to a temporary
acceleration in price increases of related services
due to heightened travel demand during the Lunar

New Year holidays (Figure I-19).

Underlying price indicators that provide useful
information on medium-term inflation trends

remained largely stable at around 2% (Figure [-20).

Short-term inflation expectations (one-year ahead)
remained stable, with those among the general
public being at 2.5%-2.6%% and those among
professional forecasters being at 2.0%-2.1%.
Long-term inflation expectations (five years ahead)

remain stable near the 2% target (Figure 1-21).

Figure I-19. Core Inflation

——CPI excluding food & energy

CPI excluding agricultural products & oils
——CPI excluding food & energy (excluding administered prices)
6 (YoY, %) (YoY, %)

- T T S TS

23.1 7 241 7 251 7 26.1
Sources: Bank of Korea, Ministry of Data and Statistics.

Figure 1-20. Underlying Price Indicators”
s (YoY, %) (YoY, %)_ 8

023.1 7 241 7 25.1 7 26.1
Note: 1) The solid line is the average of rates of increase of six underlying
price indicators: core prices, excluding administered prices; adjusted
mean CPl; weighted-median CPI; sticky CPI, except administered
prices; the process used in Chan et al. (2018); and the Underlying
Inflation Gauge (UIG). Shaded areas indicate the range.
Source: Bank of Korea.

Figure I-21. Inflation Expectations

——Households (1—year ahead)
——Professional forecasters (1—year ahead)

1)
——Consensus Economics short—term?)

(%) Consensus Economics long—term!)3) (%)
4 14
3 13
2 % 2
AAAAAAAA

0 23.1 7 241 7 251 7 26.1
Notes: 1) Surveyed four times a year (in the first month of every quarter).
2) Expected CPI inflation rates for the next 12 months.
3) Expected CPI inflation rates after five years.
Sources: Bank of Korea, Consensus Economics.

4> Inflation expectations among the general public tend to be backward looking. This tendency is more salient during
periods of cooling inflation than during periods of rising inflation, when there is more information about price
movements and the price sensitivity of economic agents typically increases. Because of this, the inflation
expectations of the general public frequently decrease more slowly than the actual rate of inflation.



Inflation Likely to Hover around the
Target Level, with Heightened

Uncertainty*®

Looking ahead, consumer price inflation is
expected to remain near the 2% level. This reflects
that the sustained negative GDP gap and the
expanded divergence in growth across sectors*’
will limit demand-side pressure, and that upward
cost pressure from items such as electronic devices
and insurance premiums will act as upside factors.
Consumer price inflation is projected to be 2.2%
in 2026, slightly higher than the November
projection of 2.1%, and is projected to be 2.0% in
2027, the same as the previous projection (Table I-
13, Figure 1-22).

Core inflation is expected to maintain its stable
trend, remaining around the 2% range. The rate of
core inflation is projected to be 2.1% in 2026,
0.1%p higher than the November 2025 projection,
and is projected to be 2.0% in 2027, the same as

the previous projection.

However, in March, with crude oil and natural gas
prices rising sharply amid the unrest in the Middle
East and with renewed upward pressure on the
exchange rate, uncertainty surrounding inflation
has heightened. Meanwhile, potential downside
factors include easing geopolitical instability,
international cooperation to stabilize oil prices,
and strengthened government price stabilization

measures (Table I-14).

Table I-13. Inflation Outlook”
(YoY, %)
2025 2026° 2027¢
H1 H2 Year H1 H2 Year Year
CPl inflation 2122 21 21 22 22 20
(Pledudingfood & enegy 19 19 19 21 22 21 20

Note: 1) Figures are the forecast as of February 2026.
Source: Bank of Korea.

Figure I-22. Inflation Outlook?

——CPl inflation Core inflation”
(YoY, %) (YoY, %)

‘a7

4
1

23.1 I 24.1 11} 251 1] 26.1 I
Notes 1) Figures in the shaded area represent forecasts as of February 2026.
2) Excluding food and energy.

Sources: Bank of Korea, Ministry of Data and Statistics.
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Table I-14. Upside and Downside Factors for Inflation

< Upside Factors > < Downside Factors >

Intensified geopolitical Deepened global crude oil

instability oversupply

Persistence of elevated Strengthened government price

exchange rates stabilization measures

Source: Bank of Korea.

46 For details, please see "Korea Economic Outlook” (February 2026) by the Bank of Korea.

47 Sectoral divergence in growth is likely to act as a factor that weakens the strength of inflation arising from
economic recovery. This is because, in the K-shaped recovery phase led by some large IT companies such as
semiconductor firms, it takes time for growth to spread to other sectors.
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4. Finance and Foreign Exchange

(1) Financial Markets

In domestic financial markets, long-term and
short-term market interest rates rose significantly
due to changes in expectations for domestic and
global monetary policies and money movements,
but in February the trend was partly reversed.
Stock prices, even amid expanded volatility,
continued a substantial upward trend, supported by
favorable semiconductor industry conditions and
continued improvements in the capital market
system. However, in March, interest rates and the
exchange rate rose considerably and stock prices
fluctuated widely, with volatility once again
expanding significantly, reflecting the impact of

Middle East unrest.

Long-Term Market Interest Rates Rose
Sharply Before Partially Retreating

Long-term Treasury bond yields rose significantly
on shifts in expectations for domestic and global
monetary policies, wariness over fiscal expansion
in major countries, money movements, and other
factors, before the trend was substantially reversed
toward the end of February (Figures 1-23, 24).
However, in March yields rose considerably again

due to the adverse impact of Middle East unrest.

By period, long-term Treasury bond yields turned
upward as rate cut expectations weakened amid
expansion in the economic improvement trend, in
the midst of heightened wariness over financial
stability stemming from rising housing prices in
the Seoul metropolitan area and from expanded
exchange rate volatility since mid-September last

year. Subsequently, in December as weakening

Figure I-23. Korea Treasury Bond Yields and Spread between
Long-term and Short-term Yields

——Korea Treasury Bond yield (3—year, left)

——Korea Treasury Bond yield (10—vear, left)

===| ong and short term yield spread (10yr—3yr, right)
(%) (bp)
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Source: Korea Financial Investment Association.

Figure 1-24. Change in Treasury Bond Yields in Major
Economies”
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Note: 1) From Aug. 28, 2025, to Feb. 25, 2026, 10-year.
Sources: Korea Financial Investment Association, Bloomberg.



institutional investor buying due to book-closing,
added to this, the extent of the rise expanded. This
year, as well, amid continuing shifts in
expectations regarding domestic and global
monetary policies, yields continued their upward
trend on the surfacing of concerns over Japan’s
expansionary fiscal stance, an increase in bond
issuance volume, and supply-demand pressures
from fund flows to the stock market and other
destinations.*® From mid-February, the extent of
the rise narrowed on perceptions of excessive rate
increases, and in March yields rose again due to
the escalation of Middle East unrest. As of March
3, the 3-year yield was 3.18% and the 10-year
yield was 3.59%.

Since October last year, a decomposition of
movements in Korea Treasury Bond yields into
expected short-term rates and term premiums
indicates that the 3-year yield rose primarily led by
expected short-term rates, influenced by shifts in
monetary policy expectations, while the 10-year
yield rose primarily led by term premiums (Figure

1-25).

Meanwhile, the term spread (10-year minus 3-year)
narrowed slightly before widening again from
mid-December, reverting to a level similar to that
at the end of last August (43bp on Aug. 27, 2025
— 27bp on Dec. 10 — 41bp as of March 3, 2026).

Figure 1-25. Factors of Change in Treasury Bond Yields

=Term premium

(bp) Expected short—term interest rate (bp)
50 <3—year <10—year> 1 50
40 40
30 | 30
20 20
10 | 110
0 0
-10 -10
Q42025  Jan. & Feb. Q42025  Jan. & Feb.
2026 2026

Source: Bank of Korea.

48 Domestic bond fund balances decreased from 214 trillion won (end of October 2025) to 205 trillion won as of Feb.
25, 2026, whereas domestic stock fund balances increased from 99 trillion won to 164 trillion won over the same

period.
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Short-Term Market Interest Rates Rise

Short-term market interest rates rose, mainly
influenced by shifts in the market’s Base Rate

expectations (Figure 1-26).

Monetary Stabilization Bond (91-day) yields
rebounded to the Base Rate level as Base Rate cut
expectations weakened, and, in addition, supply-
demand pressures also grew from the resumption*®
of Treasury bill issuance in February (as of March

3, they were 2.52%).

Yields on CDs (91-day) also rose as the impact of
expanded funding by the banking sector
contributed to the increase (as of March 3, they
were 2.81%).

Yields on CPs (91-day, A1) rose considerably due
to large-scale maturities®® of time-deposit ABCPs
and a contraction in investment demand from year-
end seasonal factors,> before the extent of the rise
narrowing somewhat this year as institutional
investors resumed fund execution (as of March 3,
they were 3.13%). PF-ABCP issuance yields also
rose significantly for both prime and non-prime
bonds, and in the case of some non-prime bonds,

difficulties in refinancing issuance persisted.

Figure 1-26. Short-term Interest Rates”

CD (91—day)
——CP (91 —day)
6 (%) ——Monetary Stabilization Bond (91—day) (%) 6

0 . . ; . H

23.1 7 241 7 25.1 7 26.1

Note: 1) Monetary Stabilization Bond rates based on average rates
estimated by four private credit rating agencies; CD and CP
rates based on final quoted yields.

Source: Korea Financial Investment Association.

4% Treasury bills, issuance of which had been suspended since September 2025, were issued on a weekly basis at 2.5
trillion won (63-day) from Feb. 4, 2026, with awarded yields around 2.70%, a level higher than that on MSBs (91-

day).

%0 Size of maturing time-deposit ABCPs (trillion won): 22.8 in Q2 2025 — 29.8 in Q3 — 38.2 in Q4 — 38.3 in Q1

2026.

51 In the fourth quarter, demand for bonds maturing the following year typically weakens in preparation for potential
year-end customer fund redemptions, leading to a tendency for required yields on short-term bonds to rise.



Corporate Bond Credit Spreads Widen

Corporate bond credit spreads had continued on a
narrowing trend on the back of solid investment
demand, but shifted to an expansion from
November last year as investor sentiment in the
credit bond market weakened, driven by an
expansion in the extent of the rise in Treasury bond
yields and an increase in bank bond issuance. This
year as well, this trend continued, with spreads
showing a level slightly above the long-term

average®® (Figure 1-27).

As of March 3, credit spreads on prime bonds
(AA-) and non-prime bonds (A-) stood at 60bp and
171bp, showing levels 13bp and 12bp higher,
respectively, compared with Aug. 27, 2025. The
yield spread between credit ratings (based on AA-
and A-) was 111bp, maintaining a level similar to

that at the end of August 2025.

Figure 1-27. Corporate Bond Yields and Credit Spreads”

——Corporate bonds (AA—, 3—year) ™= Coporte bonds (A-) —Coporate bonds (AA-) (eff)
Corporate bonds (A—, 3—-year) Comorate bonds (A—) —Treasury bonds (ef)
——Treasury bonds (3—year) == Coporate bonds (AA—) — Treasury bonds (ight)

% i % (bp) (bp)
7 (%) :<Y|elds>: (}o) 7 280 D, <C:ed\tsnre}ads> ) 200
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H120 40
1 1
i 100 20

0 . . 0 80 0
231 7 241 7251 7261 231 72417 2517 26.1

Note: 1) 3-year maturity basis; Treasury bond yields based on final
quoted yields, and corporate bond yields on average yields
estimated by four private credit rating agencies.

Source: Korea Financial Investment Association.

52 The long-term average of credit spreads since January 2013 is 51bp for prime bonds (AA-) and 155bp for non-

prime bonds (A-).

Finance
and
Foreign
Exchange



Bank Lending and Deposit Rates Rise

Bank lending rates (based on amounts of new
loans extended)®® rose for both household and
corporate loans, reflecting the upward trend in

long- and short-term market interest rates.>*

From September 2025 to January 2026, household

lending rates increased (+33bp) on the impact of

rises in major benchmark rates (5-year bank bonds, Figure I-28. Bank Lending/Deposit Rates”
+74bp), but the extent of the rise was limited by —Corporate lending rates

(%) Household lending rates (%)
banks’ reductions in credit spread add-ons and an 6 , —Deposit rates 16

expansion in the share of relatively low-rate
bogeumjari loans and floating-rate loans.
Corporate lending rates also saw a modest rise
(+12bp), as reductions in credit spread add-ons, 3

driven by strengthened corporate-sector business

activity by banks, offset the impact of rises in

benchmark rates.

Deposit interest rates rose considerably (+29bp), o
Note: 1) New-loans and deposits basis.

centered on time deposits (+29bp), largely Source: Bank of Korea.

reflecting the extent of the rise in market interest

rates (Figure I-28).

53 However, on a loan balance basis, household loan rates declined 3bp due to interest rate renewals for existing
loans, while corporate lending rates remained at the August 2025 level.

> Changes in major benchmark rates from September 2025 to January 2026 (monthly average, bp): COFIX (new loan
basis) +33, COFIX (balance basis) -20, CD (91-day) +19, bank bonds (3-month) +23, bank bonds (1-year) +31,
bank bonds (5-year) +74.

% Major banks have been monitored as having reduced credit spread add-ons on home mortgage loans since
August 2025 due to the burden of widening deposit-loan rate margins stemming from rising long-term interest
rates.



Stock Prices Surge, and Volatility
Expands

Stock Prices (KOSPI) rose substantially on
favorable semiconductor industry conditions and
the government’s continued improvements in the
capital market system, renewing an all-time high
(6,307.27 on Feb. 26), but volatility expanded
significantly in March due to Middle East unrest.

By period, stock prices showed a step upward
trend since September last year on favorable
semiconductor demand driven by global Al
investment and the government’s efforts to
improve the capital market system. This year as
well, amid heightened expectations of improved
earnings at semiconductor firms, other sectors
such as defense, nuclear energy, and finance rose
in tandem, and the substantial upward trend
continued. However, in early March, amid
heightened wariness over the preceding steep rise,
strengthened risk-aversion sentiment due to Middle
East unrest caused volatility to expand significantly.5®
Meanwhile, the stock price volatility index (V-
KOSPI) surged in early February this year on
concerns over excessive Al investment and the
displacement of existing industries, as well as the
possibility of a contraction in USD liquidity tied to
the next Fed chair’s nomination (Figure I-29), and
then recorded an all-time high (80.4 on March 4)
as a substantial correction emerged in March due

to expanded uncertainty from Middle East unrest.

Figure 1-29. KOSPI and Stock Volatility Index

——KOSPI (left)
(Jan.4,1980=100)

V—KOSPI (right)
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6,000
5,500 [
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23.1 7 241 7 25.1 7 26.1
Sources: Koscom Corporation, Bloomberg.

2,000

%6 Since February (as of Feb. 1 to March 5, 2026), KOSPI sidecars were triggered six times (four sell-side and two

buy-side), compared with a total of five triggers over the entire period from 2021 to 2025.
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Corporate Financing Shows a Moderate

Upward Trend

Corporate financing was generally smooth through
both corporate and direct financing, but the pace
of increase moderated somewhat amid high

domestic and global uncertainties (Table I-15).

Growth in bank lending to corporations continued
at a relatively low pace of increase despite major
banks’ stance of expanding loans, due to the
burden of managing capital ratios stemming from
rising exchange rates and uncertainties related to
U.S. tariff policies. As for loans to large
enterprises, the size of the increase expanded in the
third quarter of last year as banks continued their
loan business centered on prime-rate enterprises,
before the size of the increase narrowed again in
the fourth quarter due to decreased working capital
demand reflecting improved business performance
in some sectors, such as semiconductors, and the
withholding of large-scale facilities investment
due to domestic and global uncertainties. In the
case of loans to SMEs, the size of increase
expanded in the third quarter as major banks’
strategies to expand corporate credit driven by the
contraction of household loan management targets
in the second half dovetailed with companies’
demand for working capital. However, in the
fourth quarter, the size of increase narrowed as
commercial banks continued managing their
capital ratios and profitability. Meanwhile, non-
bank corporate loans shifted to a decline®’ in the
second half of 2025 due to persistent sluggishness
in the construction and real estate sectors, and an

expansion in the scale of non-performing loan

Table I-15. Corporate Financing”

(trillion won, %)

2024 2025 2026
Year Q4 Year Q1 Q2 Q3 Q4 Jan?
Total 812 76 551 158 141 187 66
(Rate of
change?) @7 @n GO @0 B3 B1 BO

Cor- Banks 728 30 560 139 140 203 78 57

porete LGe 00 41 206 63 75 79 09 34
loans ~ firms

§SMF_<, 438 41 334 77 65124 69 23
Non-
banks®
Net
corporate
bond
issuance”
ﬁrl:aerf_t Net CP -
Short-term
bond
issuance®
Stock
issuance”

84 46 -10 18 00 -16-12 -

07 16 62 52 10 05 04 -20

-19 65 05 38 38 -10-70 101

75 17 134 21 26 61 26 01

Notes: 1) Based on changes in balances during the periods
2) Bank of Korea advance estimates for January 2026 figures.
3) Year-on-year growth rate of loan balances.
4) Loans by mutual finance, credit unions, Korean Federation of
Community Credit Cooperatives, and mutual savings banks.
5) Corporate bonds issued through public offering by non-
financial corporations (excluding ABSs).
6) Non-financial corporations.
7) Initial public offerings and paid-in capital are included
Sources: Bank of Korea, Financial Supervisory Service, Korea Securities
Depository, Yonhap Infomax.

57 The outstanding balance of corporate loans at non-bank deposit-taking institutions declining on an annual basis
marks the first occurrence since related statistics began being compiled in 2013.



resolution stemming from strengthened asset

quality management.

Regarding corporate financing through the direct
finance markets, corporate bonds posted a small
net issuance in the fourth quarter of 2025, before
shifting to a net redemption trend from December
due to the impact of expanded interest rate
volatility.® CPs and short-term bonds saw the size
of net redemptions expand in the fourth quarter of
2025, before shifting to large-scale net issuance in
January this year as year-end temporary
redemptions amounts were reissued and as
demand for financing to redeem corporate bonds
from some firms was added. Stock issuance
increased slightly as small-scale IPOs and paid-in

capital increases continued.

Foreign Portfolio Investment in Domestic
Bonds Increases, While Foreign Stock

Investment Declines

Foreign portfolio investment in domestic
securities showed sustained bond buying and

significant net stock selling.

Foreign bond investment temporarily decreased in
October 2025, but increased significantly on
increased arbitrage incentives,> inflows of bargain-
hunting buying stemming from an expansion in the
extent of the rise in Treasury bond yields, and
expectations for inclusion in the World
Government Bond Index (WGBI), while also
showing a solid upward trend into 2026 (Figure I-
30).
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Figure 1-30. Changes in Foreigners' Bond Holdings
and Share of Holdings”

=== Changes (left) Shares (right)
O(t»ril\iomwon) ‘ 1 f%) 1
15+ 13
E ih!
f i
N e e ,

1
23.1 7 241 7 25.1 7 26.1

Note: 1) Based on February 1-25 for February 2026 figures.
Source: Financial Supervisory Service.

%8 |t is assessed that some firms, due to the burden of rising interest rates, have increased their issuance of CPs and
short-term bonds instead of refinancing maturing corporate bonds.

59 Arbitrage incentive (3-month, daily average, bp): 15 in September 2025 — 19 in October — 36 in November —
35 in December — 6 in January 2026 — 14 from Feb. 1 to 25.
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Foreign equity investment shifted to significant

net selling® in November 2025 as global risk-

aversion sentiment expanded on the protracted U.S.

federal government shutdown and the coming to
the fore of uncertainty in U.S. monetary policy.
This year, as well, foreigners continued net selling,
centered on semiconductor and automobile stocks
with high profit-taking incentives. In particular, from
February onward, the scale expanded substantially as
risk-aversion sentiment strengthened on concerns
related to the Al industry and the expansion of
Middle East risks. Meanwhile, despite the
expanded net selling this year, foreigners’
ownership shares increased, mainly attributable to
the fact that the extent of the rise in prices of major
semiconductor stocks with high foreign ownership
substantially exceeded the rise rate of the overall

market®® (Figure 1-31).

Figure 1-31. Foreigners' Net Stock Purchases"? and Share
in Total Holdings"2?

mmm Net stock purchases (left) Share in total holdings (right)
20 (}ril\ion won) ‘ .(%) 36
10 33
0 30
-0 t 27
o b
23.1 7 24.1 7 25.1 7 26.1

Notes 1) Based on February 1-25 for February 2026 figures.
2) Sum of net purchases in KOSPI and KOSDAQ markets.
3) Based on stock market capitalization.

Sources: Koscom Corporation, Korea Exchange.

60 The concentrated selling pressure in November 2025 (16.1 trillion won) was at a stronger level than seen during
the Global Financial Crisis (January 2008), COVID-19 (March 2020), or the U.S.-originated tariff shock (April 2025).

61 As of Feb. 25, 2026, foreigners' ownership shares of SK Hynix and of Samsung Electronics reached 54.5% and
50.8%, respectively. The increase in these two stocks this year substantially exceeded the increase of the entire
KOSPI (KOSPI 44.4%, Samsung Electronics: 69.7%; SK Hynix: 56.4%).



Liquidity (M2) Growth Declines After a Figure I-32. Growth Rate of M2" and the Changes? by

Rise, and the Financial Conditions Index Supply Sector
mmmm Corporations (left) Households (left)
Maintains an Easing Stance Governments (left) mmmm Overseas (left)
Growth rate of M2 === Growth rate of M2
(new standard, right) (old standard, right)
120 EQOQ. trillion won) . (Yo, %_) 1
M2 growth (broad money, new standard, 2 A | | |
\)
. . 9 7\ / 12
average basis, year-on-year) saw an expansion in K v
: : 10
. . 60 i |
the extent of the rise in the third quarter of 2025 on | N g
| \ ),
. S . 30 glh . Y
increased corporate credit, rising to the mid-5% ”I|I”I|||||I| || i |||{|i| | l I j,i i 6
. .. Il Ll Mlﬂ
range (5.5%) in September, before declining to the o T il . 4
2 |
upper-4% range®® from October on the impact of —0r ! ; | 2
. . . 60 " L H " I 1 0
slowing household credit growth and a decrease in P
credit to non-residents stemming from the Notes: 1) Period-average basis.  2) Period-end basis (new standard).

Source: Bank of Korea.

expansion of residents’ overseas portfolio - - - —
Figure I-33. Financial Conditions Index (FCI)"

investments® (Figure 1-32).

—FCl (left) FCI-G (3—years, right)
fstandard deviation) (%p for GDP gap afterone year_)

Meanwhile, the Financial Conditions Index . .
(FCI) % remained in accommodative territory .1 ,
overall, supported by significant stock price gains . t eomodat 1
amid sustained risk appetite despite rising market m A /o) .

OV Y 0
interest rates (Figure 1-33). However, taking into | ;’ W\j I
consideration that the recent steep upward trend in Pl lﬂghl I
stock prices has greatly influenced the FCI,

12 13 14 15 16 17 18 19 20 21 22 23 24 25 26

financial conditions, excluding stock prices, are Note: 1) If the figure is above (below) zero, indicating a long-term equilibrium,

estimated to be at a slightly accommodative level it means that financial conditions are accommodative (tight). The
FCl indicates the standard deviation over the past average, while
overall. the FCI-G (3-year) shows the impact (%p) of changes in financia

conditions over the preceding three years on the GDP gap
observed one year later.
Source: Bank of Korea.

62 The Bank of Korea adopted the new M2 standard in December 2025, reflecting revisions to the Monetary and
Financial Statistics Manual (MFSM) by the IMF and financial market structural changes by excluding beneficiary
certificates. Since 2024, new standard growth has trailed the old standard, mainly due to the exclusion of fast-
growing ETFs and similar instruments.

63 As of the end of December 2025, M2 growth stood at 4.7%, well below its long-term average of 7.0% (January 2016 to December 2025).

64 According to the Depository Corporations Survey (period-end basis), corporate credit sustained growth of around
4%, household credit growth continued to moderate, and non-residents’ credit continued expanding gradually,
except for temporary declines in October and November.

(YoY, %)
Sector July 2025 UL September October November December
Households 52 49 47 47 46 45
Non-financial
corporations 35 37 40 38 42 38
Non-residents 13 14 1.2 -04 -3.1 20

Source: Bank of Korea.

85 The Financial Conditions Index (FCl) assesses whether financial conditions are accommodative or tight. The Bank
of Korea calculates the FCl using three approaches — the FCl, the FCI-G (1-year), and the FCI-G (3-year) — based
on six key variables: short-term interest rates, effective exchange rates, stock prices, term spreads, risk premiums,
and housing prices. These indices are used to comprehensively assess the status of financial conditions. For further
information about the FCI and FCI-G, please refer to Box I-1. Estimation Results of a New Financial Conditions
Index in the May 2019 Monetary Policy Report and to Box 1-3. A New Financial Conditions Index for Korea in the
March 2025 Monetary Policy Report.
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(2) Housing Markets and Household Figure I-34. Housing Sake Price Growth and Transaction olume

——Price (nationwide, left)
Loans Price (Seoul metropoli}aﬁt)area, left)
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Housing Prices Trend Upward, Accelerating Source: Korea Real Estate Board.
Before Moderating Somewhat Table 1-16. Housing and Leasehold Deposit Price
Growth Rate and Transaction Volume
o o , 2024 2025 2026
Housing prices nationwide moderated temporarily Year Year Q1 Q2 Q3 Q4 NouDec Jan.
after the June 27% and Oct. 15%7 measures of <Housing Sale Prices Growth Rate>

(compared to the last month of the previous period, MoM, %)
Nationwide 0.1 10 0101 03 08 02 03 03

2025, but resumed their strong upward momentum

through January 2026. By region, in housing sale SeoulMetro- 14 29 01 05 07 15 04 05 05
prices in the Seoul metropolitan area, the extent of poftan Area
GeouPope) 32 71 07 16 18 28 08 08 09
the rise expanded, centered on Seoul proper, while Other Areas  -10 -07 -04 -03-02 01 00 01 01
non-Seoul metropolitan areas elsewhere in the <Leasehold Deposit Price Growth Rate>
(compared to the last month of the previous period, MoM, %)
country have shown slight rises since December Natonwide 13 09 00 00 02 07 02 03 03
2025. However, expectations of housing price SeoulMetro- 31 18 01 02 04 11 04 04 04
. politan Area
increases moderated®® from February 2026 due to SeodPopey 32 30 02 05 07 15 05 05 05
the introduction of successive government Other Areas 04 01 -01 -01 00 03 01 02 02
. . . <Housing Transaction Volume?>
measures,? with the upward trend in prices also 9 (monthly average, 10000 units)
moderating,”® centered on the Seoul metropolitan Natorwide 54 61 52 67 58 65 61 63 6.
. . . SeoulMetro- 25 31 26 36 29 32 28 29 30
, including Seoul F 1-34, Table I- 3
area, including Seoul proper (Figure able oltan Avea
16). GeodPops) 08 11 08 13 10 11 08 09 10

OtherAreas 28 30 26 31 29 33 34 34 31

Note: 1) Based on the reporting date.
Source: Korea Real Estate Board.

% The government announced its “Measures to Strengthen Household Debt Management” on June 27, 2025. They
included: @ limiting home mortgage loans in the Seoul metropolitan area and in certain regulated zones to 600
million won and @ cutting total household loans from the financial sector by 50% in the second half of 2025.

67 The government announced its "Housing Market Stabilization Measures” on Oct. 15, 2025. They included: @ the expansion of
officially designated adjustment target areas, overheated speculation zones, and land transaction permission zones, which covered
all of Seoul proper and 12 areas in Gyeonggi-do, and @ differentiated home mortgage lending limits by housing price.

% Housing price forecast CSI (benchmark=100): 112 in September 2025— 122 in October — 119 in November —
121 in December — 124 in January 2026 — 108 in February.

9 The government announced its detailed urban housing supply plans on Jan. 29, 2026, through the “Urban Housing
Supply Expansion and Acceleration Measures.” On Feb. 12, it confirmed the scheduled end of the capital gains tax
surcharge suspension for multiple home holders on May 9, via the “Termination of Suspension of Capital Gains
Tax Surcharge for Multiple Home Holders and Supplementary Measures.”

70 The housing price growth rate for February 2026 remains unpublished, but Seoul's weekly apartment price index, a
spot measure, moderated progressively. Weekly apartment price index (Seoul, week-on-week, %): 0.31 in fourth week
of January 2026 — 0.27 in first week of February — 0.22 in second week — 0.15 in third week — 0.11 in fourth week.



Nationwide leasehold deposit prices (jeonse) rose
at a gradually expanding rate since the third
quarter of 2025. In the Seoul metropolitan area,
Jjeonse price increases are gradually accelerating,
while across the rest of the country jeonse price
saw increases beginning in the fourth quarter of

2025.

Housing transaction volume dipped temporarily in
the third quarter of 2025 due to the June 27

measures and then rebounded to over 60,000 units.

Household Loan Growth Continued to
Moderate

Housing loan growth (based on deposit-taking
institutions) remained subdued since the fourth
quarter of 2025, influenced by the sustained effects
of the government’s strict macroprudential policy
(Figure I-35). Consequently, the household debt to
nominal GDP ratio is estimated to have declined
slightly to the upper 88% range at the end of 2025,
compared to the end of 2024 (Figure 1-36).

Bank household loans saw the extent of their
increase narrow on a quarter-on-quarter basis in
the fourth quarter of last year due to additional
loan restrictions from the Oct. 15 measures and the
financial sector’s management of aggregate
volume targets. This year they continued a net
redemption trend following December 2025.
Housing-related loans saw their size of increase
narrow in 2025 as home mortgage loans for living
expenses recorded net redemptions, despite
heightened increase pressure on home mortgage
loans for home purchases. In January and February
2026, housing-related loans declined by 0.3
trillion won, reflecting group loan reductions (- 3.7

trillion won). Other loans avoided significant year-

Figure I-35. Changes in Household Loans by Deposit-
Taking Institutions

mmm Housing —Related Loans by Deposit Banks12)3)
Other Loans by Deposit Banks

=== Household Loans by Non—Bank Deposit Inslituliomsz)

—o=Total
0 (MOM, trillion won) ‘ (MoM, trillion won)_ 20 I
‘ 39
15 \ ; 115
I.
Recent
Economic
and
Finandal
Develop-
! ) ) ) ments
23.1 7 241 7 25.1 7 26.1
Notes 1) Figures for January and February 2026 are Bank of Korea 4
advanced estimates. ’
2) Including policy mortgage loans transferred to the Korea Finance
Housing Finance Corporation. and
3) Including housing-related loans that are not collateralized by an

housing, such as loans for leasehold deposits, moving
expenses, or intermediate payments. Exdhange
Sources: Bank of Korea, Korea Housing Finance Corporation.

Figure 1-36. Household Debt to Nominal GDP

Ratio"?
(%) (%)
110 ¢ 110
Q3 2021
99.2
100 - ‘ 100
Q4 2024
89.6

v

90 90

4
Q42025

g0 | Upper 88% range| 80

70 70
16 17 18 19 20 21 22 23 24 25

Notes: 1) Excluding insurance contract loans from the first quarter of
2023.
2) Figures for Q4 2025 are projections.
Sources: Bank of Korea, Korea Housing Finance Corporation.



end and new-year redemptions, unlike typical Table 1-17. Household Loans by Deposit-Taking

years, due to expanded domestic and overseas Institutions

stock investments, but posted overall low growth (trlion won, %)
2024 2025

as a result of seasonal factors such as bonus
Year Q4 Year Q1 Q2 Q3 Q4

inflows, non-performing loan sales and write -offs

Total 381 113 427 54190 107 76
(Table I-17). (Rateof change?d) (27) 2.7) 29) B4)38) B2) (29)

Deposit banks? 461 53329 44161 88 35 -14

On the other hand, household loans from non-bank Housing- 517 57324 76128 96 23 -03
related loans™

deposit-taking institutions grew at significantly Other loans 56 -04 05-3133-08 12 -11

high rates, primarily driven by housing-related 2‘::;)'?2; 80 59 98 09 29 19 41

loans, amid stricter bank sector household loan institutions?

management in the fourth quarter of 2025. By Mutual finance -57 20 37 1006 -01 23

Credit unions -26 05 18 0300 06 08

sector, mutual finance accelerated due to relatively ”
MG community -10 24 53 0216 23 16

low lending rates, while MG Community Credit redit cooperatives

Cooperatives lending continued expanding rapidly l’;/lufsal savings 15 10 -08 -00 06F0EES0F
an

from the prior quarter. Others? -02 -00 -0.1 -0.1-00-00 00

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

2) Year-on-year growth rate of loan balances.

3) Including mortgage transfers by the Korea Housing Finance
Corporation.

4) Including housing-related loans, such as loans for leasehold
deposits  (jeonse), moving expenses, and  intermediate
payments, that are not collateralized by homes.

5) Trust accounts of banks and postal savings.

Sources: Bank of Korea, Korea Housing Finance Corporation.



(3) Foreign Exchange Markets Figure I-37. USD/KRW Exchange Rate and Nominal
Effective Exchange Rate Index" of the KRW
US ——KRW per USD (left)

——Nominal effective exchange rate index of the KRW (right)
(USD/KRW) (2020=100)

In foreign exchange markets, the
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dollar/Korean won exchange rate remained highly

volatile, but foreign currency liquidity conditions 1a00 |

110
stayed favorable.
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Rate Volatility Persists 90

1,100 r

The U.S. dollar/Korean won exchange rate rose to 1.000_ - 80

the 1,480 won range amid uncertainties in Korea- Note: 1) Based on the BIS effective exchange rate index of the Korean won
in nominal terms.

U.S. trade negotiations since October 2025, a Sources Bark of Korea, BIS.

weakening yen, an expansion of residents’

- Figure 1-38. USD/KRW Exchange Rate Volatility"?

overseas investments,’t and foreigners’ massive

= |JSD/KRW exchange rate volatility

domestic share sales. It later declined to the 1,430 R Average | %) 080
won range supported by implementation of year- 070 fg?ff"e’age 3:2%'2;5“%99 fooizAverage 070
end foreign exchange supply-demand stabilization 0o | Peiop} | o
measures. > This year, the U.S. dollar/Korean oo | %?4%99 050
won exchange rate has fluctuated significantly due IR el il
to U.S. dollar and yen movements and has recently o - o
subsided slightly (Figure I-37). In March, the rate o o
re-ascended toward the upper 1,400 won level o o
amid escalating unrest in the Middle East. o o
0.00 - : ; . : Al 0 00

23.1 7 241 251 7 26.1

Notes 1) Daily change rate of the exchange rate.
2) Based on February 1-25 for February 2026 figures.
3) From August 28, 2025, to February 25, 2026.
Source: Bank of Korea.

71 Residents’ Overseas Portfolio Investments” (USD 100 million)
12024

Sector ‘Year Year Jan. Feb. Mar Apr May.
Securities
investments 6697 14028 1056 1175 1221 1231 1008 983 1008 835 1121 1729 1225 1437
(assets)

Stocks 4216 11435 1005 1012 956 884 377 653 867 588 853 1802 1254 1183
secDjrti)tEes 2482 2593 50 163 265 348 631 330 140 247 268 -73 29 253

Note: 1) Securities portfolio investments (assets) from balance of payment statistics.

Source: Bank of Korea.

72 The Bank of Korea and the Ministry of Finance and Economy (formerly the Ministry of Economy and Finance)
announced stabilization measures, including their “Interest Payments on Excess Foreign Currency Reserve
Requirements” on Dec. 19, 2025, and their “Tax Support Measures to Revitalize the Domestic Capital Market and
Address Structural Supply-Demand Imbalances in the Foreign Exchange Market” on Dec. 24, 2025.
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The nominal effective exchange rate (NEER)
index of the Korean won declined as the won
weakened against the currencies of its major
trading partners, the United States and China. The
U.S. dollar/Korean won exchange rate volatility
(day-to-day rate of change) narrowed in the second
half of 2025 before expanding again this year
(Figure 1-38).

Foreign Currency Liquidity Remains

Favorable

Favorable funding conditions persisted in the U.S.
dollar money market. Arbitrage incentives (3-
month), which reflect short-term foreign currency
liquidity conditions, increased through mid-
December 2025 due to institutional investors’
demand for overseas investment purposes, but
contracted sharply by mid-January 2026 following
improved foreign exchange swap supply-demand
conditions with the “Measures for the Flexible
Adjustment of Foreign Exchange Soundness
Regulations” (Dec. 18, 2025) and expanded
offshore  NDF net purchases. Thereafter, as
offshore NDF transactions shifted to net selling,
arbitrage incentives increased somewhat but
remained below”® historical averages (Figure I-

39).

Figure 1-39. Korea-U.S. Interest Rate Differential” and
Arbitrage Opportunities?
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Notes: 1) Yield on Korean Monetary Stabilization Bonds (MSBs) (3-
month) - SOFR (3-month).
2) Korea-US. interest rate differential (3-month) - Swap rate (3-
month).
Source: Bank of Korea.

3 Arbitrage opportunities (monthly average, bp) stood at 14.6bp in February 2026 (based on Feb. 1 to 25), well

below the 2021-2025 average of 34bp.



Foreign currency funding conditions remained

broadly favorable. CDS premiums spiked
temporarily in October 2025 amid concerns over a
re-escalation of the U.S.-China conflict and then
stabilized at lower levels. KP spreads on foreign
currency bonds issued overseas by domestic
companies and banks also declined (Figure 1-40).
Credit premiums on external foreign currency
borrowings by domestic banks, particularly on
medium- and long-term maturities, remained

generally low (Figure 1-41).

(4) Future Risk Factors

Middle East Developments, Policy
Uncertainty, AI Concerns, Housing Risks,
and Vulnerable Sector Credit Risks All

Require Caution

Looking ahead, domestic financial markets are
affected by
East,

expected to be significantly

developments in the Middle while
uncertainty over monetary and fiscal policies in
major countries, Al industry concerns, housing
market and household loan conditions, and credit
risks in vulnerable sectors, all continue to exist as

key risk factors.

If the Middle East unrest persists, financial market
volatility could remain high. A prolonged U.S.-Iran
conflict could exacerbate this through elevated
energy prices, supply chain disruptions, and shifts
in major countries’ monetary policies. Moreover,

deepening fiscal challenges in major countries,’

Figure 1-40. KP Spreads" and CDS Premiums?
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Source: Bloomberg. Finance
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Figure I-41. Long- and Short-Term Spreads on External
Exchange

Foreign Currency Borrowings”?
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Notes: 1) Spreads are based on SOFR, weighted average using the USD
borrowings of Kookmin, Shinhan, Woori, and Hana Bank.

2) Excludes borrowings between domestic financial institutions and

between head offices and branches of financial institutions, as

well as ovemight borrowings.
Source: Bank of Korea.

74 Amid growing caution over the fiscal expansion policies of Japan's Takaichi cabinet since mid-January 2026,
concerns have emerged over potential USD liquidity contraction following Kevin Warsh's nomination as the next

Federal Reserve Board chair.



strengthening U.S. tariff policies,” and concerns
over excessive Al investment, displacing existing
industries pose additional risks to bond and equity
markets. These developments warrant close

monitoring.

In the housing market across the Seoul
metropolitan area, the pace of price appreciation
has recently moderated somewhat due to
government stabilization measures. However,
given that expectations of higher housing prices
have persisted in recent periods, continued
monitoring is needed to assess whether
stabilization will become a sustained trend and to

gauge its impact on household debt.”

Furthermore, credit risk remains elevated in low-
credit vulnerable sectors due to uneven rates of
sectoral recovery, necessitating close monitoring
of funding conditions and of any changes in debt

servicing capacity.

In the domestic foreign exchange market, close
monitoring is warranted as volatility could
increase depending on Middle East risk
developments, associated changes in expectations
of the monetary policy paths in major countries,
and U.S. tariff policy trends. It is also necessary to
monitor the potential impact of residents’ and
foreigners’ portfolio investment inflows and
outflows on domestic foreign exchange market

supply-demand conditions.

7> On Feb. 20, 2026, the U.S. Federal Supreme Court ruled that the reciprocal tariffs imposed under the International
Emergency Economic Powers Act (IEEPA) are illegal, significantly increasing uncertainty over future imposition of
alternative tariffs, tariff refunds, and U.S. fiscal deficits.

76 For details, please see Box I -4. Recent Household Loan Trends and Risk Assessment.



BOX I-1.

Recent Exchange Rate Conditions in Neighboring Economies: Review

and Assessment

Son, Changnam - Yoo, Kihan - Lee, Ji Yun - Youn, Hye Jung
International Finance Affairs Team, International Department

= Since the second half of 2025, while the Chinese yuan has continued to strengthen, the Japanese yen and
the New Taiwan dollar, currencies of Korea’s neighboring economies, have weakened, showing relatively
high volatility. This divergence appears to reflect differences in fundamental factors such as economic
growth, policy factors including foreign exchange policy, and foreign exchange supply and demand

conditions related to residents’ overseas investments.

= The U.S. dollar, which serves as a common global factor affecting the value of other currencies, is
generally expected to trend lower this year as the Federal Reserve continues its rate-cutting stance.
Accordingly, the currencies of Korea’s three neighboring economies are expected to appreciate gradually,
although the extent of this appreciation may vary depending on each country’s economic fundamentals,

policy environment, and foreign exchange supply and demand conditions.

Since the second half of 2025, the Chinese yuan
has continued to strengthen, while the Japanese
yen and the New Taiwan dollar have trended
lower, with rising volatility in recent months.
Notably, fluctuations in the Japanese yen, which
can significantly affect the Korean won mainly
through co-movement effects, have drawn
growing attention to the underlying drivers of such
fluctuations. Against this backdrop, this box
examines recent exchange rate developments and
underlying conditions, focusing on three East

Asian economies: Japan, China, and Taiwan.

Contrasting Exchange Rate Trends in

Neighboring Economies

From the second half of 2025 onward, despite the
U.S. dollar remaining largely range-bound, the

Exchange Rate Trends” in Neighboring Economies

——China Japan =——Taiwan Korea
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Source: Bloomberg.
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currencies of Korea’s neighboring economies have
diverged, with the Chinese yuan gaining ground
while the Japanese yen and the New Taiwan dollar
weakening. The U.S. dollar (DXY), which
depreciated sharply by more than 10% in the first
half of 2025, has since fluctuated in a narrow
range, averaging around 98.4. Even so, as China
continued to set the daily central parity rate at
stronger levels, the yuan traded below the
psychological support level of 7 yuan per dollar
since late 2025. In contrast, the Japanese yen and
the New Taiwan dollar have steadily weakened
through the end of last year and have fluctuated
since the beginning of this year.

As a result, by February 25, 2026, the Chinese
yuan had appreciated by about 4% since the end of
June 2025, while the Japanese yen and the New

Taiwan dollar had depreciated by around 7%-8%.

Meanwhile, exchange rate volatility in Korea’s
three neighboring currencies has also shown
considerable variation across countries during this
period. Measured as the standard deviation of
daily percentage changes in the exchange rates
against the U.S. dollar over the period, the Chinese
yuan, which had been gradually appreciating,
experienced low volatility (0.10), well below its
long-term average (over the past 10 years). In
contrast, the Japanese yen exhibited relatively high
volatility (0.55), which increased significantly to
0.64 in January 2026, while the New Taiwan
dollar’s volatility was roughly half that of the yen
(0.27). Nevertheless, the volatility of both
currencies has generally remained in line with

their long-term averages.

Percentage Changes in Exchange Rates”
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Source: Bloomberg.
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period. February 2026 is based on the period from February
1to 25.

Source: Bloomberg.



Comparison of Exchange Rate Conditions

among Neighboring Economies

(Fundamental Factors?aan (weak) Taiwan

(strong) China (strong))

Growth rates, which are a key determinant of the
medium- to long-term equilibrium level and
direction of exchange rates, have shown
differentiated patterns across the three economies.
In Japan, the prolonged period of structural low
growth has been a factor underlying the yen’s
medium- to long-term weakness. In contrast,
China’s growth rate remains relatively high
despite a recent slowdown, while Taiwan
continues to post solid growth, supported by

strong semiconductor and Al-driven exports.

In particular, in terms of the current account,
which is another major determinant of exchange
rate conditions, all three economies have
consistently recorded large surpluses, supporting
currency strength. Taiwan’s current account
surplus, which reached a record high last year, is
projected to approach 17% of GDP. The
corresponding ratios in China (3%) and Japan
(5%) are also expected to exceed their past
averages (2020-2024). However, in Japan, where
a large primary income surplus coexists with a
goods account deficit, the rising share of
reinvested earnings’” suggests that actual foreign
currency inflows may be smaller than the reported

surplus.

Growth Rate Gap with U.S." I
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Note: 1) Growth rate of each country minus U.S. growth rate.
Sources: IMF WEO, DGBAS (Taiwan).
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Note: 1) For 2025 and 2026, based on the medians of investment
banks' forecasts.
Sources: IMF, Bloomberg.

T Reinvestment earnings as a share of the primary income account balance: average 9.4% (1999-2011) — average

24.5% (2020-2023).



(PO'icy Facto rsJapan (weak) Taiwan (weak) China

(strong))

Differences in foreign exchange policy stances
between China and Taiwan have served as a key
driver of the divergent movements in the Chinese
yuan and the New Taiwan dollar since the second
half of last year. While China and Taiwan operate
under a managed floating exchange rate system,
Japan adopts a free-floating exchange rate
system.”® China, while continuing to guide the
yuan to a stronger position over the past year, has
set its central parity rate below 7 yuan per U.S.
dollar since January this year. Taiwan, on the other
hand, appears to have accepted some degree of
currency weakness to maintain the competitive
edge of its manufacturing exports. In Japan, while
concerns about fiscal expansion exert downward
pressure on the yen, market participants assess that
the Japanese authorities have been tolerating yen

weakness at or below the 160 level.

Regarding monetary policy, policy interest rate
differentials between each economy and the U.S.
have narrowed recently. China has maintained an
accommodative monetary policy, shifting its
stance in 2025 from “prudent” to “appropriately
loose.” Meanwhile, Taiwan has maintained its
policy rate at a steady level considering overall
conditions including exchange rate developments,
whereas Japan gradually raised its policy rate with
two hikes. Against this backdrop, the rate cuts by
the Federal Reserve during the second half of last
year (three cuts) have somewhat alleviated
depreciation pressures on these currencies

stemming from interest rate differentials. In Japan,

Government Debt and Fiscal Deficit”
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Note: 1) As a percentage of GDP (as of 2025), general government
basis.
Source: IMF.
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78 Based on IMF standards, Japan is considered to operate a free-floating exchange rate system, while China is
considered to follow a managed arrangement. Meanwhile, Taiwan is considered to operate a managed floating
exchange rate system, according to the U.S. Department of the Treasury's January 2026 currency report.



however, expectations of fiscal expansion under
the new Takaichi administration have heightened
uncertainty about the sustainability of monetary

policy normalization.

Foreign Portfolio Investments in U.S. Securities”

(Foreign EXChange Supp|y-Demand <Treasury bonds> {Stocks>

) ) =2024 2025 m2024  ®2025
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industries, particularly in the U.S., foreign

portfolio investments by residents of Japan and 9 ‘II—I’—l g
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China showed a clearly divergent trend, with large 600 1 17%%®
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throughout the year. As these conditions have 0 e Japan Taiwan  China Japan Taiwan e
strengthened expectations of yuan appreciation, Note: 1) Net investment during the period.

Source: U.S. Department of the Treasury (TIC).

this has led to an increase in U.S. dollar sales by
Chinese firms and investors.” Taiwan Life Insurance FX Hedging Ratio”
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commitment to the U.S. is particularly significant
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80 previously, Taiwanese life insurance companies recorded foreign exchange gains and losses from their foreign
currency assets, arising from currency fluctuations, in the net income of the relevant fiscal year. As this reporting
practice could lead to over-recognition of foreign exchange losses, the Financial Supervisory Commission (FSC) of
Taiwan introduced a new accounting treatment in January 2026, under which such losses are amortized monthly
based on the remaining maturity of the bonds held by life insurers. This change reduces the recognized foreign
exchange losses, thereby reducing the need for currency hedging. As a result, the hedging ratio for life insurers,
which stood at around 50% at the end of December 2025, is expected to decline to approximately 40% (Morgan
Stanley, January 2026).
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relative to the size of its foreign exchange market,
amounting to approximately 9% of its total annual
spot transaction volume. As concerns about a
potential rise in demand for the U.S. dollar have
persisted, this has slowed the pace at which
Taiwanese firms sell U.S. dollars, which is viewed
as another contributing factor to the weakness of
the New Taiwan dollar.

Assessment and Implications

Since the second half of 2025, the Chinese yuan
has shown a gradual strengthening trend, whereas
the Japanese yen and the New Taiwan dollar have
weakened while exhibiting relatively high
volatility. Although all three economies are
recording sizable current account surpluses, they
differ to some extent in fundamentals such as
economic growth, policy conditions including
foreign exchange policy, and supply-demand
factors related to residents’ overseas investment.
In China, conditions across all three areas are
supportive of currency appreciation, whereas in
Japan these factors have contributed to the yen’s
weakness. Meanwhile, despite a large current
account surplus, Taiwan’s currency has faced
downward pressure, primarily due to the
government’s foreign exchange policies and the
impact of a decline in life insurance companies’
exchange rate hedging ratio following accounting

rule changes.

Similarly, the value of the Korean won depreciated
against the U.S. dollar by approximately 5.2%
from the second half of 2025 to February 25, 2026.
Although the magnitude of this depreciation was
smaller than that of the Japanese yen (-7.9%) and
the New Taiwan dollar (-6.7%), the overall trend
was similar. While the Korean economy also

Assessment of Recent Exchange Rate Conditions by
Economy
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recorded a large current account surplus last
year,® the won has weakened, mainly due to
foreign exchange supply-demand factors—
particularly  outward investment in U.S.
equities—,% which were more pronounced than
in the other three economies and served as the
main background behind the won’s weakness. The
U.S. Treasury Department (January 2026) noted
that the won’s weakness in the second half of 2025
was inconsistent with Korea’s economic
fundamentals, a similar view shared by major
investment banks. Meanwhile, a correlation
analysis of the won’s co-movement with the three
currencies during this period shows that its
correlation with the Japanese yen tended to

increase much more than with the other two.

The U.S. dollar, a common global factor affecting
the value of other currencies, is generally expected
to weaken this year due to ongoing Federal
Reserve rate cuts, concerns about fiscal
sustainability, and economic policy uncertainty.
However, given continued optimism around Al-
related industries and steady investment inflows
into the U.S., a depreciation as sharp as last year’s
is less likely. Accordingly, market participants
expect the three currencies to appreciate gradually,
though the extent of this appreciation may vary
depending on each country’s economic
fundamentals, policy stance, and foreign exchange
supply-demand conditions. The yen, in particular,

is anticipated to appreciate relatively more than the

Investment Bank Exchange Rate Forecasts

CNY JpY TWD
Q1 2026 695 154 314
Q2 2026 6.90 152 313
Q3 2026 6.90 150 310
Q4 2026 6.85 148 310

Note: 1) Against the USD, as of the end of the quarter.
2) Median, based on February 11 forecasts.
Source: Bloomberg.
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Source: Korea International Trade Association.

81 Korea's current account surplus reached a record high of USD 123.1 billion in 2025 and is projected to reach USD
170 billion in 2026, buoyed by strong semiconductor exports (Economic Outlook, February 2026).

82

Residents’ Portfolio

(USD 100 million)
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Note: 1) Balance of payments basis.
Source: Bank of Korea.
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other two this year, as Japan is expected to
continue the rate-hike stance that began last year.
However, it is important to note that uncertainty
remains high regarding the future path of the
exchange rate. For example, the yen weakened
ahead of the snap election in February this year
amid expectations of fiscal expansion under the
Takaichi administration, but strengthened after the

win as concerns about fiscal sustainability eased.®

Regarding the Korean won, foreign exchange
supply and demand conditions are expected to
improve in part, supported by new investment
inflows into the bond market following Korea's
inclusion in the World Government Bond Index
(WGBI) and a larger-than-expected current
account surplus. As a result, downward pressure
on the won is expected to ease gradually.
However, the yen, which has recently shown
increased co-movement with the won, could have
a non-negligible impact on Korea’s foreign
exchange market. Therefore, if depreciation
pressure on the yen intensifies again, it may limit
the extent of the won’s recovery. Moreover, given
the high degree of export similarity between Korea
and Japan in major industries, along with ongoing
concerns in both countries about commitments to
invest in the U.S. following tariff agreements, the
strong correlation between the won and the yen is
likely to persist for some time. Given these
dynamics, fluctuations in the yen and other
neighboring currencies could lead to greater
volatility in the won, which should be taken into

account in the conduct of monetary policy.

8 However, the recent appreciation of the yen has been largely attributed to improved political stability, which has
reinforced the basis for policy implementation, and to heightened expectations of further rate hikes. Given that
the expansionary fiscal stance of the Takaichi administration remains unchanged, the prevailing view is that it is
too early to conclude that the yen has shifted to a phase of structural strength.



Box I-2.

Current Phase of Consumption: Historical Comparison and Future

Outlook

Yang, Jun Been - Cho, Insik
Business Cycle Team, Research Department

performance.

= Consumption appears to have entered a phase of recovery characterized by “gradual improvement,”

supported by the rate cuts implemented to date, robust exports and the resulting improvement in corporate

= As the transmission channel from macroeconomic conditions to consumption has weakened due to
widening sectoral imbalances and increased uncertainty about the future income, the pace of consumption
growth is expected to be more gradual than in the past recovery periods.

Overview

Recently, private consumption has shown signs of
moving into a more pronounced recovery phase.
Private consumption rebounded sharply in the
second half of 20258 amid improving sentiment
and has maintained a solid trend this year.
However, it is too early to say whether this will be
a sustained trend, as much of the recent
improvement in consumption reflects short-term
factors such as base effects from the contraction in
the first half of 2025, government consumption
support measures, and the launch of new durable
goods. This article examines the characteristics of
the current consumption phase by comparing it
with major recovery periods since the 2000s and
assesses the sustainability of the recent trend based

on observed similarities and differences.

Past Consumption Recovery Patterns:
“Post-Crisis, Pent-Up” vs. “Gradual

Improvement” Recoveries

Private Consumption Recovery Episodes Since the
2000s"
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Since the 2000s, five distinct episodes of private
consumption recovery have been identified. These
episodes broadly fall into two types based on their

driving factors and pace of recovery.

The first type is the “post-crisis, pent-up”
recovery. Examples include the period from the
second quarter of 2009 immediately following the
Global Financial Crisis, to the second quarter of
2011, as well as the post-pandemic period from the
first quarter of 2021 to the third quarter of 2022. In
a broad sense, the period from the second quarter
of 2001 to the second quarter of 2002 can also be
regarded as a pent-up recovery, as consumption
during this post-foreign currency crisis period was
largely driven by credit expansion aimed at
supporting domestic demand. During these
periods, demand that had been sharply suppressed
by exogenous economic shocks was released
rapidly, coupled with consumption-stimulating
measures.®® The amplitude and speed of recovery
were large and fast, but the duration (averaging
seven quarters) was relatively short. The reason
why this type of recovery lasted relatively short is
due to the limited persistence of favorable
conditions, such as improvements in real income
or autonomous momentum in the private sector,
that could have driven consumption over a longer

term.

The second type is a “gradual improvement”
recovery, which typically follows a prolonged
period of consumption sluggishness. Since the
2000s, the periods from the fourth quarter of 2004
to the first quarter of 2008 and from the first
quarter of 2017 to the first quarter of 2019 both fall
into this type of recovery. In such recoveries,

Amplitude and Duration"? of Recovery by Type
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2) The sharp decline in the “gradual improvement” type after
12 quarters is due to the inclusion of the pandemic period.
Source: Bank of Korea.
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85 The measures included policy rate cuts, increases in transfer income (fuel refunds, emergency disaster relief funds,

etc.), and individual consumption tax cuts.



consumption, which had remained subdued for a
considerable period of time due to the aftereffects
of a major shock and the side-effects of the
subsequent sharp rebound, gradually recovers
against  the backdrop of improving
macroeconomic conditions. These periods share
the following common characteristics. First, the
recovery phase was preceded by a sustained cycle
of the rate cuts.®¢ Second, there was export boom
led by semiconductors in response to rising global
IT demand.®” Third, this boosted expectations for
corporate earnings, which, in turn, fueled asset
market gains and improved consumer sentiment.
Finally and fourth, the latter two factors
contributed to higher tax revenues (corporate and
securities transaction taxes), expanding the
government’s fiscal capacity to respond to the
cyclical downturn. These improving conditions
supported consumption in the short term via the
asset price and expectations channels, and over the
longer term via the income channel. Consequently,
while the pace of recovery was more gradual than
in the first type of recovery, its duration was

longer, averaging 12 quarters.

Assessment Based on Historical
Similarities: a “Post-Crisis, Pent-Up”
Recovery Followed by a “Gradual

Improvement” Recovery

The driving factors and pace of the recent recovery
in private consumption suggest that the current
cycle exhibits characteristics of both types of
recovery observed in the past. The current cycle is
consistent with a “post-crisis, pent-up” recovery in

that, after a sharp contraction in the first half of last

KOSPI and Consumer Sentiment Index"
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2500 _(Deviation from lineartrend,  (2003—2025 long—term 175
2000—2025, pt)

2000 [ 1 160

1500 [ 1 145

1 130

~
==\
1
A

500 1 115

r 100

0 Y VL
S [ Y

=500 [ : 1 85
__

—1000 - 70
00 04 08 12 16 20 24

1
1
1
1
1
1
1
1
1
1000 r 1
1
1
1
1
1
1
1
T

g

Note: 1) Periods highlighted by the red boxes correspond to phases
of gradual improvement in private consumption.
Sources: Bank of Korea, Korea Exchange.

8 The Base Rate was lowered by a total of 100bp between May 2003 and November 2004 and by a total of 200bp

between July 2012 and June 2016.

87 As export expansions during these periods were driven by rising corporate demand for IT infrastructure, they
tended to be longer-lasting and more pronounced than those driven by consumer device demand.
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year caused by exogenous shocks — including
heightened domestic and external uncertainties —
consumption rebounded quickly in response to
government stimulus. In this regard, the possibility
that the recent rebound may prove short-lived as
observed in the past pent-up recovery episodes

cannot be ruled out.

At the same time, it is also important to note that,
unlike in the past episodes of typical pent-up
recovery, favorable macroeconomic conditions
are emerging that could support a more sustained
recovery. In particular, typical characteristics
observed in the past “gradual improvement”
recoveries are also present, including the rate cuts
implemented to date, strong semiconductor export
growth amid the global Al boom, sustained
strength in the securities market and in consumer
sentiment, and increased tax revenue supporting
larger government budgets. In summary, while the
current consumption phase resembled a “post-
crisis, pent-up” recovery up until the second half
of last year, since the beginning of this year, it has
increasingly reflected characteristics of a “gradual
improvement” recovery. This suggests that the

recovery trend may continue for some time.
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the period.
3) Periods highlighted by the red boxes correspond to phases
of gradual improvement in private consumption.
Source: Bank of Korea.




Consumption Outlook Based on
Differences from Historical Patterns:
Weakened Transmission of
Macroeconomic Conditions to

Consumption

Although the current cycle shares similarities with
the past recovery periods, it also differs in
important ways. The Korean economy is more
exposed to structural vulnerabilities than before,
and as a result, improvements in macroeconomic
conditions are assessed to have a weaker impact on

consumption growth than in the past.

(Differences from Historical Patterns: (O

Income Channel V)

The effectiveness of the channel through which
export growth drives household income and
consumption growth is assessed to have weakened
compared to the past, due to deepening imbalances
between industry sectors. IT industries, including
semiconductors that are leading the recent
economic recovery, are capital-intensive and
heavily reliant on imported inputs. Because of this,
they have limited forward and backward linkage
effects and account for only a small share of total
employment.88 Meanwhile, non-IT sectors, which
have relatively large production- and employment-
inducing effects, have remained structurally weak
amid intensifying competition with China. As a
result, Korea’s total exports and the share of
semiconductor exports have both reached record
highs, implying that disparities across industries

have widened further in recent years. Such

Production and Employment Inducement
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8 Employment in the semiconductor sector stands at 85,000, representing only 0.3% of total employment, based on

the 2023 employment table.
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semiconductor-driven growth is likely to
disproportionately benefit large corporations and
high-income groups. Estimates based on data from
the Survey of Household Finances and Living
Conditions show that the marginal propensity to
consume (hereafter, MPC) of high-income
households (fifth income quintile, or top 20%) is
around 0.12, equivalent to a 12 won increase in
consumption for every additional 100 won of
income, which is only about two-thirds of the
overall average (0.18).%° This implies that when
gains in total household income are concentrated
in a specific segment — namely, high-income
households — the spillover effects on overall

consumption across the economy may be limited.

(Differences from Historical Patterns: (2)

Asset Price Channel V)

The asset price channel is also estimated to have
weakened compared to the past. In the case of real
estate, accounting for the largest share of
household assets,®® increases in asset values tend
to be accompanied by an expansion in liabilities.
As this raises households’ debt service burdens, it
is assessed to be constraining the effective wealth

effect.

The wealth effect of stocks, whose prices have
trended upward since the second half of 2025, may
also be limited. Estimates based on data from the
Survey of Household Finances and Living
Conditions indicate that the MPC out of stock,

KOSPI Volatility Index”
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89 Estimates are based on microdata from the 2024 Survey of Household Finances and Living Conditions. Existing
studies in Korea report a wide range of estimates for the overall household MPC, depending on the data and
methodology used, with estimates typically ranging between 0.1 and 0.3. The estimate used in this article is

roughly in the middle of this range.

% As of the end of 2024, real estate accounted for 65% of total household assets in Korea, a significantly higher
share than in other major countries, such as the U.S. (32%) or Japan (36%).



bond, and fund wealth®* has averaged around
0.01, equivalent to a 1 won increase in
consumption for every 100 won increase in
assets. %2 Applying this to the increase in total
stock market capitalization (approximately 2,300
trillion won) since October 2025 when the rally
began in earnest (early October 2025 to mid-
February 2026) and to the share held by individual
investors (28% as of the end of 2020),% the
contribution of the stock market upturn to private
consumption growth this year could, in arithmetic

terms, reach about 0.5%p.

However, the actual impact on consumption is
likely to fall short of the above estimate based on
historical averages. This is due to two main
factors. First, price volatility in securities markets
has been elevated in recent times. Such volatility
makes households less likely to perceive
unrealized gains as a permanent increase in
disposable income, which could limit the
consumption boosting effects of market gains.
Second, the impact of stock market gains has been
concentrated in the high-income group. While the
value of stock, bond, and fund holdings has
steadily increased across all income segments, the
increase has been particularly marked in the high-
income group. When the MPC out of stock, bond,
and fund assets was estimated by income quintile,
the high-income group (fifth quintile, or top 20%)

Expectations of Household Savings and Debt"?
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Notes: 1) A reading above 100 indicates that expectations for an
increase outnumber those for a decrease over the next six
months.

2) Q1 2026 based on the January-February average.

Source: Bank of Korea.

91 Although the Survey of Household Finances and Living Conditions does not separately identify stock holdings,
stocks account for about 75% of total assets within the “stocks, bonds, and funds” category (based on the financial
assets and liabilities table), while fund assets (around 10%) are also likely to be highly correlated with stock
valuations. Taken together, this category can be regarded as a suitable proxy for estimating the wealth effect of

stocks.
9

~

Estimates are based on microdata from the 2018-2024 Survey of Household Finances and Living Conditions.

Existing domestic studies have primarily focused on the elasticity of consumption with respect to increases in
stock prices, reporting estimates ranging from about 0.1% to 0.6% for a 10% increase in stock prices, depending
on the methodology and data used. On a comparable basis, the estimate in this article (0.1%) lies at the lower

end of this range.
9

@w

statistics from the Korea Securities Depository.

Individual investors' share of stock market ownership is based on end-2020 data, due to the lack of more recent
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has an MPC of about 0.008, slightly below the
overall household average of 0.01. Consequently,
the concentration of stock price gains among high-
income households is found to dampen the overall

wealth effect across the economy.

Finally, it is also worth noting that higher expected
returns associated with rising asset prices have
increased the opportunity cost of current

consumption.

The consumption boosting effects of asset price
gains could remain modest in the short term, as the
recent sharp rise in asset prices has led households
to prioritize investment over consumption.
However, the positive spillover effects of asset
price gains are likely to become more pronounced
over time if price volatility declines and if

expected returns stabilize.

(Differences from Historical Patterns: (3)

Expectation Channel V)

The expectation channel of future income is also
assessed to be more subdued than in the past
recovery periods. When households are optimistic
about their prospects for future income, they may
bring forward consumption by reducing savings or
increasing borrowing. However, more recently,
although the short-term outlook has improved
amid the rebound in macroeconomic indicators,
including a pickup in semiconductor exports,
households remain cautious about medium- to
long-term growth prospects, reflecting structural
constraints such as demographic changes. In such
a situation, households are likely to perceive the
recent economic recovery more as a temporary
improvement in conditions rather than a
permanent increase in income. This perception

leads them to increase precautionary savings (or

Household Net Savings Rate Trends”
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investment) or repay debt, rather than to expand
current consumption in response to expectations of
improved economic conditions. The continued
upward trend in the household savings rate
supports the notion that such cautious behavior

among households is becoming more widespread.
Overall Assessment and Implications

In sum, private consumption, after rebounding
rapidly from its trough in the first quarter of 2025,
is expected to enter a “gradual improvement”
recovery phase from 2026 onward. As in the past
recovery periods of this type, the rate cuts
implemented to date, strong export performance led
by semiconductors supporting improved corporate
earnings, robust stock market performance and
consumer sentiment, and expanded fiscal capacity
of the government for cyclical policy response are
likely to play a key role in sustaining the recovery
in consumption. However, given the weakened
transmission channel from improving conditions to
consumption, the pace of recovery is expected to be
more gradual than during the past episodes of
“gradual improvement” recovery. Looking ahead,
monetary policy will be conducted with a view to
stabilizing inflation at the target level (2%) over
the medium term, while closely monitoring
economic growth, including signs of a recovery in
consumption, and paying close attention to

financial stability developments.
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Box I-3.

Al Advancements and Semiconductor Market Outlook

Lee, Hyeona - Kim, Jihyun,
Business Cycle Team, Research Department

= The structural rise in demand driven by the quantitative and qualitative growth of the Al industry, together
with proactive big tech investment plans and seller-favorable market conditions, indicates that the market

is expected to maintain a solid growth trend, at least for this year.

= From arisk standpoint, upside risks such as the rapid adoption of physical Al are present, while downside

risks such as potential adjustments in Al investments are also assessed to be considerable.

The ongoing global semiconductor expansion phase,
which began in March 2023 and which was triggered
by Al demand, is maintaining one of the strongest
trends of its kind since the 2000s. Although recent
heightened volatility in global stock markets reflects
the coexistence of expectations and concerns
regarding the Al industry, the underlying upward
phase of the semiconductor market — its key
component — is judged to remain valid, given that
Al adoption is progressing. In particular, @ the
structural increase in demand driven by the
quantitative and qualitative growth of the Al
industry, @ proactive investment plans by big tech
companies, and (@@ seller-favorable market
conditions collectively lead to expectations that the
semiconductor market will sustain a solid growth
trend at least through this year. However, from a risk
standpoint, both upside risks, such as the rapid
adoption of physical Al, and downside risks,
including adjustments in Al investments, are

assessed to be considerable.

Comparison of Semiconductor Cycles? Since the
2000s

——Korea's semiconductor export gap ratio
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Structural Increase in Semiconductor

Demand from Al Industry Growth

(Evolution of Al Models: from Training to

Inference, from Text to Audio and Video)

Al has moved beyond the training-focused phase
and is now being actively applied, reaching an
advanced level where it can perform sophisticated
reasoning in various fields. Since the appearance of
ChatGPT in 2022, Al has enhanced its level of
completeness by learning from a vast range of
human knowledge. During this phase, high-
performance semiconductors such as high
bandwidth memory (HBM) played a crucial role in
rapidly processing massive datasets. However, as Al
begins to perform multi-step reasoning beyond
simple responses, the process of repeatedly storing
and retrieving trained and generated outputs has
become increasingly important. As a result, overall
demand for memory semiconductors, which
primarily handle storage functions, has also
expanded significantly. Furthermore, Al has
recently been evolving beyond text-focused large
language models (LLMs) toward multimodal
models that simultaneously handle audio and video,
which is also a factor driving an explosive increase
in demand for HBM and for other high-performance

memory and logic semiconductors.

HUTERY



(Broadening Al Use Cases: Physical and
Agentic Al)

Beyond digital screens, Al is expanding into
domains that operate in the physical environment,
such as autonomous vehicles and robots. Given that
physical Al needs to precisely simulate complex
real-world environments and process them in real
time, it is significantly increasing the need for high-
performance computing % while simultaneously
boosting demand for low-power semiconductors.%
Moreover, the diffusion of agentic AlI® is also
increasing edge computing, which is processed
immediately on-site at the device level, in addition to
large-scale data center computations. Accordingly, a
structural diversification of semiconductor demand is
underway, including growing demand for custom

semiconductors.®’

% For example, a single autonomous vehicle generates about 32TB of data per day through image collection and
other means, which is over 26,000 times the daily data usage (about 1.2GB) of a typical individual smartphone

user (Ministry of Science and ICT, Nvidia).

% For low-power DRAM, the market size is projected to jump by 71.4% year-on-year in 2026 as demand expands,
driven by a surge in adoption within next-generation Al platforms, such as Nvidia's Rubin, and autonomous

vehicles (Gartner, December 2025).

% Refers to Al systems that autonomously establish plans, utilize tools, and execute tasks based on a user's goals.

9 In fact, major big tech companies like Google (TPU), Amazon (Trainium), and Microsoft (Maia) are internalizing
their semiconductor design capabilities by developing their own custom Al chips (ASICs) to lower their reliance
on Nvidia GPUs, while simultaneously optimizing performance for their own services and stabilizing costs and

supply chains.



Proactive Investment Plans by Big Tech:
Upward Trend in Investment Expected to

Continue Through Next Year

As competition for Al technological leadership
intensifies, big tech companies have been
proactively  expanding  their  investments.
Considering the investment timeline for data centers
and other Al infrastructure projects that are already
underway, the upward trend in investment is
expected to continue at least until 2027. Big tech
firms are currently expanding additional data centers
and upgrading power and transmission grids, while
policy support from governments such as the U.S.,
China, and the EU, along with efforts to expand
energy infrastructure, are factors that enhance the
sustainability of these investments. Reflecting this
situation, capacity expansion schedules for
semiconductor companies in Korea and in other
major countries have also been largely materialized

through to the first half of 2027.

Seller-Favorable Market: Greater
Bargaining Power for Semiconductor

Manufacturers and Risk Management

As the share of custom high-performance
semiconductors, such as HBM, has increased
compared to the past, and as capacity expansion has
focused more on qualitative transitions rather than
guantitative  expansion, a situation where
semiconductor supply fails to keep up with demand
is persisting. While semiconductor companies are
pushing for the construction of new plants to meet
Al demand, considering that construction and yield
stabilization will take considerable time, actual
increases in supply are expected to occur gradually.
Moreover, as existing general-purpose production

Timeline of Al Infrastructure Investment by Big Tech

5 CapEx
Key investment areas (USD 100 million)

(target completion date) - m

Amazon [-AWS Al data centers (40%
completion by 2028),
mass production of
proprietary Trainium chips, | 127 | 154 | 1%
logistics automation
robotics, low Earth orbit
satellites (2024-2028)

Google |- Proprietary TPU-based Al
data centers

(2024-2027, medium-term
target)

Microsoft |- Joint MS-OpenAl
cooperation infrastructure” 77 | 110 | 130
(Stargate, etc, 2025-2028)

Meta |- Securing Al infrastructure
(GPUs) for training the
proprietary Al models 70 | 13| 10
(Llama) (2024-2026), Al-
driven advertising system

R | 128 | 14

Note: 1) Al data centers, integrated Al service platforms (Azure, Al
application development and operating environments).
Sources: Company data, Bloomberg.

Government Power Infrastructure Support Plans in
Major Countries

Country Details of policy support

US. | Inclusion of data center expansions in the national
strategy

- Streamlining of permitting and licensing
procedures

China |- Announcement of a plan to expand power grid
infrastructure through an investment of CNY 4
trillion (approximately 842 trillion won) by state-
owned power grid companies by 2030

EU | Announcement of a plan to invest EUR 200 billion
(approximately 342 trillion won) in Al infrastructure
across member states by 2030, with EUR 50 billion
from EU funds and EUR 150 billion from private
investments.

Sources: The White House, CSF, European Commission.
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lines are being converted to advanced processes®

DRAM Supply-Demand Gap Ratio"?
such as the making of HBM, the supply of some s 5
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semiconductor companies has remained at a stable level.
Notes: 1) (Supply - demand) / demand.
2) As of February 2026.

As such, the current semiconductor expansion phase Source: TrendForce:

is based on the growth of the Al industry and on the
actual expansion of corporate investments.
However, concerning future trends in the
semiconductor market, both upside and downside
risks are assessed to be considerable. For example,
factors such as the accelerated diffusion of physical
Al could act as an upside risk. On the other hand,
even if expectations for the Al industry's structural
growth remain valid, the possibility of a sudden
change in market assessment during the profitability
verification process constantly exists. Technological
changes and rapid shifts in the competitive
landscape can adjust market expectations in a short

period, causing significant volatility. 2 These

% This refers to the most advanced generations of micro-fabrication processes in semiconductor manufacturing,
typically designated by process node generations such as 3nm or 2nm. As semiconductor circuitry becomes finer
(as the number becomes smaller), computational performance, along with power and production efficiency, tends
to improve.

% The rising share of custom semiconductors is making supply contracts more binding. Contract periods for general-
purpose semiconductors have also lengthened due to factors such as excess demand. According to industry
sources, amid strong demand semiconductor supply contracts for this year have effectively been completed, with
contracts for first quarter 2027 volumes currently being negotiated (TrendForce, January 2026, and other media
sources).

190 |n the past, inventory accumulation due to overbooking during an upcycle often led to sharp economic
contractions down the road. However, in this upcycle semiconductor suppliers are prioritizing Al product
allocations, and for general-purpose demand, which has a high share of overbooking, they are verifying end-
customer information (TrendForce, January 2026; Nikkei Asia, January 2026).

197 Following the recent official announcement of Anthropic's enterprise Al agent (Claude Cowork) on January 12,
2026, concerns over the reshaping of the software industry caused related stock prices to fall significantly (S&P



changes in expectations have the possibility of
leading to revisions in big tech companies' capital
expenditure plans, and furthermore could become a
factor that amplifies volatility in semiconductor
demand. It should be noted that even in the past,
there were many cases where semiconductor
downturns unfolded rapidly along with shifts in
sentiment, rather than as a gradual slowdown. %
Also, over a longer horizon, it is important to pay
attention to the spillover effects that the growing
market share and enhancement of technological
capabilities of Chinese semiconductor firms will

have on the domestic semiconductor industry.1%3
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500 Software Index -19%, January 13-February 18, 2026). However, some commentators note that market fears
that Al will replace existing software may have been exaggerated (J.P. Morgan, Jensen Huang).

10.

~

In the early 2000s following the collapse of the dot com bubble and the sharp decline in stock indices (NASDAQ

-34%, March 11-April 14, 2000), DRAM prices fell by 42% within a year.

10.

@©

Seizing the opportunity created by the global supply shortage in general-purpose semiconductors, Chinese

semiconductor companies are overcoming the limitations of their inferiority in micro-fabrication processes (low
yields) through a low-cost strategy, supported by government subsidies. This approach has allowed them to gain
market share. Based on the capital secured through this, they are focusing on advancing their technology and
expanding production capacity (China's share of global production: (DRAM) 12.2% at the end of 2024 — 15.3%
at the end of 2025 — 15.4% © at the end of 2026; (NAND) 8.3% — 11.7% — 15.0%¢, based on wafer input volume,

TrendForce).



Box 1-4.

Recent Household Loan Trends and Risk Assessment

Kim, Min Jung - Han, Won Mi

Financial Market Affairs Team, Financial Markets Department

supply policies.

= While household loans in the financial sector continue to slow amid macroprudential tightening by the
government, uncertainty remains high regarding the future trajectory of household lending and the housing
market, as both upside and downside risks coexist.

= Although the strong policy actions recently taken by the government have somewhat weakened
expectations for housing price appreciation, it is still too early to determine whether this will lead to a
stabilizing trend in the housing market and household debt. Therefore, continued policy efforts are

essential, including consistent macroprudential measures and the timely implementation of effective

Recent Developments

Since the second half of last year, household loans in
the financial sector have continued to slow as a result of
the government’s macroprudential measures. The
increase in housing-related loans has slightly slowed as
home mortgage loans for living expenses were repaid
on net, although home mortgage loans for purchasing
homes (“home mortgages”) have increased
significantly. Other loans have generally been in net
repayment since November last year, despite the impact
of increased investment in domestic and foreign equity
markets. By sector, a “balloon effect” has been
observed. Among banks, household loan growth has
notably slowed as a result of the aggregate target, while
non-bank financial institutions have shown significant
acceleration in household loan growth, driven primarily

by home mortgages.

However, despite the slowing trend in household loan
growth in aggregate terms, instability remains
unabated in the Seoul metropolitan area housing
market, where prices continue to rise at a strong pace.

Household Loan Trends in the Financial Sector"?

=== Other loans

Housing —related loans
—Total

<By loan type>

Banks ®Non—banks

<Housing loans by institution type>

15(1[\H\onwon) (m\l\onw?q 15 10(§rwlhonwon) (trillion won; 10
8 | 18
10
st || 16
2 4t || |I| ||I 4
: 1Nl || :
0 T 0
=5
-2t -2
-10 10 4 -4
241 7 251 7 261 241 7 251 7 261

Notes: 1) Includes Korea Housing Finance Corporation policy mortgages
and Housing and Urban Fund policy loans (interest subsidized).
2) Non-bank institutions include credit cooperatives, mutual
savings banks, insurance companies, and credit-specialized
finance companies.
Sources: Bank of Korea, Financial Supervisory Service, Housing and
Urban Fund, Korea Housing Finance Corporation.



In the Seoul area, apartment prices have continued to
rise steeply this year at an annualized rate of 6%-17%,
with transaction volumes rebounding past 5,000 units
after bottoming out in November last year. The
nationwide housing transaction volume also resumed
growth, reaching around 60,000 units in January this
year, slightly exceeding the level seen before the Oct. 15
housing measures.!® What follows is an examination of
key upside and downside risks affecting the future
outlook of the housing market and household debt

trends.

Upside Risks

(® Spread of the Upward Housing Price

Trend to Surrounding Areas)

In the Seoul metropolitan area housing market, there
are signs that the upward price trend, which has until
now been mostly concentrated in core areas of Seoul,
is spreading to the surrounding areas. Unlike the
three episodes of housing market overheating last
year led by the core areas, such as three southern
districts (Gangnam, Seocho, and Songpa districts)
and the Mayongseong areas (Mapo, Yongsan, and
Seongdong districts), this year’s price increase is
being led by the areas outside of the core areas,
including the rest of Seoul and prime locations in
Gyeonggi.'® This seems to be the result of a so-
called “catch-up rally” gaining momentum in areas
where housing price growth had been relatively

subdued until recently. If this trend continues, the

Apartment Price Growth Rates by Area”
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Source: Korea Real Estate Board.
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Note: 1) Simple average of weekly apartment price growth rates for
the first to fourth weeks of February 2026.
Source: Korea Real Estate Board.

104 Nationwide housing transaction volume (10,000s, as of contract date): 4.5 in July 2025 — 4.4 in August — 5.8 in
September — 5.8 in October— 5.4 in November — 5.3 in December — 6.0 in January 2026. Seoul apartment
transaction volume (1,000s, as of contract date): 4.1 in July 2025 — 4.3 in August — 8.7 in September — 8.5 in
October — 3.4 in November— 4.8 in December — 5.3 in January 2026.

105 Since mid-January, price growth has slowed in the three southern Seoul districts of Gangnam, Seocho, and
Songpa (0.06%, first to fourth weeks of February), falling below Seoul's city-wide average (0.18%), while gaining
momentum in median-priced areas of Seoul such as Gwanak (0.33%) and Seongbuk (0.32%), as well as in prime
locations in Gyeonggi, such as Yongin's Suji (0.63%) and Anyang’s Dongan (0.41%).
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upward price movement could very well spread to
other parts of the Seoul metropolitan area. A similar
pattern has been observed during past periods of
overheating in the Seoul metropolitan area housing
market (2005-2008, 2017-2021), where price
increases in core areas in Seoul neighborhoods were
followed by a lagged price increase in other parts of
the Seoul metropolitan area, gradually narrowing the
price gap between them.

(@ Increase in Housing Transaction Volume,

Centered on Mid- to Low-Priced Homes)

Furthermore, recent growth in housing transactions
has been concentrated in mid- to low-priced homes.
If this trend persists, it could heighten demand
pressure for home mortgages.'% By price range,
while the volume of housing transactions exceeding
1.5 billion won in value declined considerably, the
share of total transactions accounted for by mid- to
low-priced homes at or below 1.5 billion won
expanded. In particular, in terms of loan inducement
by housing price, differentiated lending regulations
by price range under the Oct. 15 measures'®’ have
reduced the loan inducement per transaction for
homes above 1.5 billion won, whereas for homes at
or below that threshold, loan inducement has instead
increased, and is estimated to have surpassed that of
higher-priced homes.1%®

Housing Sale Price Index in Key Areas"
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level indices.
Source: Korea Real Estate Board.
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Source: Ministry of Land, Infrastructure and Transport.

196 In particular, policy loans issued by the Korea Housing Finance Corporation and Housing and Urban Fund (for
homes priced up to 500 million won and 600 million won) are subject to relatively lenient LTV ratios. Moreover,
the automatic approval mechanism for all eligible applicants leaves financial institutions little room to manage

these loans.

197 Under the June 27 measures, the government had imposed a ceiling of 600 million won on home mortgage loans
for homes in the Seoul metropolitan area and other regulated zones. The Oct. 15 measures further lowered the
ceiling, implementing variable limits based on home prices: 200 million won for homes valued above 2.5 billion
won and 400 million won for homes valued between 1.5 and 2.5 billion won.

198 An analysis based on microdata found that the loan inducement value per transaction for properties priced
between 900 million won and 1.5 billion won has increased from the 200 million won range (mid-range) to
approximately 300 million won. This suggests that the loan-inducing pressure for homes in this price range is
now higher than that for homes priced between 1.5 and 2 billion won (high 200 million won) or above 2 billion

won (low 200 million won).



(® Acceleration in Leasehold Deposit Prices)

Meanwhile, the continued rise in leasehold deposit
(jeonse) prices since the second half of last year
could add to upward pressure on household loans by
stimulating home purchase demand among non-
speculative homebuyers and limiting declines in
housing sale prices. This upward trend, driven by a
decline in leasehold deposit supply due to reduced
new housing supply’® and tighter leasehold deposit
loan regulations, has persisted, particularly in the
Seoul metropolitan area, including Seoul proper. If
sustained, and coupled with expectations of housing
price appreciation, it could further boost buying
demand among non-speculative homebuyers,
particularly for mid- to low-priced homes, thereby
increasing upward pressure on household lending

growth.

Weekly Leasehold Deposit Amount Growth Rate
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Source: Korea Real Estate Board.

199 Nationwide newly completed apartment move-ins (10,000s): 3.7 in January 2025 — 1.9 in October — 2.3 in

November — 2.1 in December — 2.0 in January 2026.
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Downside Risks

(® Rise in Household Lending Rates)

Conversely, since October last year, household
lending rates have risen significantly for both home
mortgages and unsecured loans amid higher market
rates, which is likely to constrain household
borrowing demand. In January this year, banks’
home mortgage rate on new loans climbed to about
4.30%, suggesting that the gap from the interest rate
threshold,*° beyond which household loans tend to
increase nonlinearly, has widened considerably.
Moreover, as the recent rise in market rates is being
reflected with a lag, 1** further increases in
household lending rates are expected in the near
term, which will further weigh on both the housing

market and household lending.

(@ Housing Market Stabilization and

Household Debt Measures by the Government)

Furthermore, the government’s clear expression of
its strong resolve to stabilize the housing market and
contain  household debt, along with the
implementation of relevant policies, could serve as a
turning point in reversing previously one-way
expectations of housing prices. As a follow-up
measure to the Sept. 7 measures last year, the
government announced in late January of this year a
plan to expand urban housing supply by 60,000 units
(Jan. 29). In addition, the temporary deferral of
capital gains tax surcharges on multiple-home

owners is scheduled to end as planned (May 9),

Bank Household Lending Rates
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Source: ASIL

110 Authors’ own analysis, using a time-varying threshold model, found that the interest rate threshold for household
loans (based on bank-issued housing mortgages) was around 3.5% as of January 2026.

11 Particularly, the yield (monthly average) on 5-year bank bonds, a key benchmark for housing mortgage rates,
climbed by 15bp in February alone (3.58% in January 2026 — 3.73% in February).
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(® Strengthening of Household Loan

Management by Financial Institutions)

Tighter aggregate lending targets for the financial
sector this year, along with a continued strict
management stance to remain within these limits, are
also expected to help curb the growth in household
debt. This year, banks have partially reinstated
internal measures used last year to manage household
lending ¥ Non-bank financial institutions have also
implemented internal household loan management
measures, with MG Community Credit Cooperatives
and credit unions suspending loans originated through
loan brokers in response to recent concerns over

balloon effects.

12 From the end of January, the growth in Seoul apartment prices has slowed down (0.31% in the fourth week of
January— 0.27% in the first week of February — 0.22% in the second week — 0.15% in the third week — 0.11%
in the fourth week). Especially during the fourth week of February, apartment prices in the three southern Seoul
districts of Gangnam, Seocho, and Songpa (-0.04%) and Yongsan (-0.01%) fell for the first time since March 2024.

113 Last year, major commercial banks implemented measures including branch-level limits on housing mortgages,
suspension of processing group loans from other banks, and temporary halts to non-face-to-face loan
originations.
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Overall Assessment and Implications

Overall, household lending has continued to slow
since the second half of last year due to the impact
of macroprudential policy, while the recent price
increases in prime locations of the Seoul
metropolitan area housing market have eased
somewhat. However, the current situation in
household debt and the Seoul metropolitan area
housing market does not appear to be fully
stabilized, as the balloon effect between sectors is
occurring in some areas of household lending, and
the upward price trend is spilling over and spreading
across housing market segments. As for the future
trajectory, uncertainty remains high due to the
simultaneous presence of upside and downside risks.
Although the recent bold policy actions by the
government seem to have reversed the previously
one-way  expectations for  housing  price
appreciation, given that the steep upward price trend
has persisted, it is not yet clear whether the housing
market and household debt will move toward
sustained stabilization. Therefore, continued policy
efforts that combine a consistent pursuit of
macroprudential  policies along with timely
implementation of effective supply measures are
necessary to address market concerns. Finally, for
long-term stability of the housing market and
resolution of the household debt problem, stronger
efforts are needed to pursue structural reforms, such
as reducing population concentration in the Seoul
metropolitan  area and  mitigating  credit

concentration in the real estate sector.
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1. Base Rate

Base Rate Left Unchanged at 2.50%

The Bank of Korea conducted monetary policy in
order to stabilize consumer price inflation at the
target level of 2% over the medium-term horizon
while monitoring economic growth and paying
attention to financial stability. As inflation remained
on a stable trajectory and growth continued to
improve, the Monetary Policy Board left the Base
Rate unchanged at 2.50% to support the recovery in
growth. In doing so, the Board closely examined
financial stability, including developments in the
housing market in the Seoul metropolitan area,
household debt, and elevated exchange rate

volatility (Figure II-1).

Looking at the background to the Base Rate
decisions by period, in October 2025 the Monetary
Policy Board decided to leave the Base Rate
unchanged at 2.50%. With inflation remaining stable,
economic growth continued its improvement trend,
mainly driven by consumption and exports, despite
high uncertainty surrounding the economic growth
outlook. Also, it is necessary to further monitor
financial stability conditions, such as the effects of
real estate market stabilization measures on the
housing market in the Seoul metropolitan area and
on household debt, as well as exchange rate volatility.
The Board, therefore, judged that it was appropriate
to maintain the Base Rate at 2.50%.* In terms of
sectoral policy conditions, while the exchange rate
could exert upward pressure on prices, inflation was
projected to remain at around 2% due to subdued

demand-side pressure and the stabilization of global

Figure II-1. Bank of Korea Base Rate"
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Note: 1) Figures in parentheses refer to the months and years of Base
Rate adjustments.
Source: Bank of Korea.

14 One member dissented from this decision, arguing in favor of cutting the Base Rate by 25bp.
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oil prices. Growth was continuing its improvement
trend, supported by a sustained recovery in
consumption and favorable export growth. However,
it was assessed that both upside and downside
uncertainties had increased, stemming from factors
such as trade negotiations between Korea and the
U.S., the global semiconductor industry cycle, and
the pace of recovery in domestic demand. From the
perspective of financial stability, the U.S.
dollar/Korean won exchange rate soared over a short
period and showed significant volatility, reflecting
sustained demand for overseas investment capital by
residents, concerns over U.S. tariff negotiations, and
the reemergence of U.S.-China trade tensions. At the
same time, household debt growth decelerated
significantly in September owing to tighter
macroprudential policy stance. However, in the
Seoul metropolitan area housing market, the trend of
increasing prices, which had somewhat moderated
after the government's June 27 measures, accelerated
again beginning in September and exhibited
renewed signs of overheating and surging
transaction volumes (Figure II-2). In response, the
government announced additional housing market
stabilization measures on October 15. Accordingly,
the Board determined that its monetary policy
needed to avoid fueling expectations of rising
housing prices. Taking these developments into
consideration, the Board judged it would be
appropriate to leave the Base Rate unchanged in
October, and to assess the timing and pace of any
additional rate cuts based on further consideration of

domestic and external policy conditions (Figure II-3).

In November, amid a slight increase in inflation, the
economy continued to improve, driven by
consumption and exports, while uncertainty in the
growth outlook continued, and risks to financial

stability also remained. The Board, therefore, judged

Figure II-2. Apartment Sales Price Index
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Figure lI-3. Monetary Policy Board Policy-Setting Meeting
(October 23, 2025)

Source: Bank of Korea.



it appropriate to maintain the Base Rate at the current
level of 2.50%. 5 In terms of sectoral policy
conditions, for the domestic economy, exports and
facilities investment were projected to increase more
than expected, while construction investment was
projected to recover more slowly than anticipated.
The increase in exports and facilities investment
reflected progress in Korea-U.S. tariff negotiations
and a semiconductor boom fueled by rising Al
investment demand. The recovery in private
consumption was also projected to proceed faster
than expected, supported by an expansionary fiscal
policy and improved economic sentiment (Figures
II-4 and II-5). Hence, the growth rate for 2026 was
revised from the previous August projection of 1.6%
to a forecast of 1.8%. Inflation was expected to
gradually stabilize after exceeding 2% for a while,
mainly due to adverse weather conditions, but a
higher exchange rate and recovering domestic
demand trends may serve as factors for upside risks.
Concerning financial stability, as the exchange rate
continued to show high volatility due to supply-
demand pressures stemming from expanded
overseas investment by residents, it was deemed
necessary to closely monitor its impact on prices and
financial stability. As for household debt, given the
possibility of accelerating household loan growth
due to increased housing transactions prior to the
government’s October 15 measures amid persistent
expectations of higher housing prices in the Seoul
metropolitan area, future developments needed to be
continuously monitored. Accordingly, the Board
decided it would be appropriate to leave the Base
Rate unchanged in November, while leaving open
the possibility of rate cuts, and to assess the timing
and pace of any further rate cuts based on domestic

and external policy conditions.

Figure II-4. Composite Consumer Sentiment Index
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Source: Bank of Korea.

Figure II-5. Contribution to GDP Growth, by Expenditure
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15 One member dissented from this decision, arguing in favor of cutting the Base Rate by 25bp.
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In January 2026, with inflation expected to stabilize
gradually, economic growth continued to improve
and risks to financial stability remained. The Board,
therefore, judged it appropriate to maintain the Base
Rate at the current level of 2.50%.%® In terms of
sectoral policy conditions, for the domestic economy,
exports were projected to remain favorable,
underpinned by a strong semiconductor sector, and
domestic demand was expected to sustain its
improvement trend, led by a continued recovery in
consumption and moderating sluggishness in
construction investment. Going forward, upside
risks were judged to have increased somewhat,
reflecting the accelerating upward trend in the
semiconductor sector and stronger than expected
growth in major economies (Figure II-6). Consumer
price inflation was expected to gradually decline to
the target level of 2%, supported by stable global oil
prices, although the elevated exchange rate was
likely to exert upward pressure. In terms of financial
stability, the U.S. dollar/Korean won exchange rate
declined sharply following the introduction of
foreign exchange market stabilization measures by
policy authorities, but subsequently rose again to the
mid- to upper 1,400 won range, driven by a strong
U.S. dollar, a weak Japanese yen, heightened
geopolitical risks, and continued supply-demand
imbalances, necessitating significant caution (Figure
II-7). In the housing market across the Seoul
metropolitan area, housing prices in Seoul proper
continued their high growth rate of around 10%
annually, with spillover effects emerging in some
non-regulated zones across the Seoul metropolitan
area. Thus, the impact of housing prices on
household debt required close monitoring. Taking
these developments into consideration, the Board

decided it would be appropriate to leave the Base

Figure 1I-6. IT” and Non-IT Export Contributions
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Source: Korea Customs Service.

Figure 1I-7. USD/KRW Exchange Rate and U.S.
Dollar Index
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116 This decision was unanimously adopted by the Monetary Policy Board.



Rate unchanged at its current level. Furthermore,
while monetary policy needs to support the recovery
of economic growth, the Board determined that it is
necessary to closely monitor changes in domestic
and external policy conditions, associated inflation

trends, and financial stability risks.

In February, with inflation expected to remain stable
near the target level, economic growth was projected
to continue improving at a stronger than expected
pace, and risks to financial stability also remained.
The Board, therefore, judged it appropriate to keep
the Base Rate unchanged at 2.50%.1Y7 In terms of
sectoral policy conditions, the domestic economy
was expected to continue its consumption recovery
while growth in exports and facilities investment
was projected to accelerate more than previously
expected, supported by a strong semiconductor
sector and sound global growth, although
construction investment was likely to remain
sluggish. Consequently, the growth rate was forecast
at 2.0% for the year, up from the November 2025
projection of 1.8% (Figure II-8). Consumer price
inflation was projected to exceed the November
forecast, mainly due to upward cost pressures on some
items, such as electronic devices. However, with
demand-side pressures remaining subdued, inflation
was forecast to stay around the target level (Figure II-
9). Regarding financial stability, it was necessary to
remain vigilant amid high volatility in the financial
and foreign exchange market and the housing market
situation across the Seoul metropolitan area. While the
U.S. dollar/Korean won exchange rate declined
significantly, volatility remained elevated. It was also
necessary to closely examine the possibility of

increased stock price volatility due to movements in

Figure II-8. Changes in Growth Outlooks
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"7 This decision was unanimously adopted by the Monetary Policy Board.
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global equity markets, as well as the rise in Treasury
bond yields, reflecting fund flows into stock markets.
Furthermore, the growth in housing prices across the
Seoul metropolitan area moderated following the
February 12 announcement of a policy to terminate
the suspension of the capital gains tax surcharge for
owners of multiple homes. Nevertheless, the Board
determined to continue to monitor future developments.
Taking these developments into consideration, the
Board decided that it was appropriate to leave the Base
Rate unchanged at its current level and to monitor
domestic and external policy environments going

forward.

Flexible Open Market Operations Implemented

The Bank of Korea adjusts the magnitude of
excesses or shortfalls in reserve balances using open
market operation instruments, including Monetary
Stabilization Bonds (MSBs), repurchase agreement
transactions (RPs), and deposits in the Monetary
Stabilization Account (MSA), so that the overnight
call rate remains generally stable around the Base
Rate set by the Monetary Policy Board (Figure II-
10).

In the second half of 2025, the average reserve
balance excess/shortfall requiring adjustment %8
was smaller than in the first half due to increased
legal reserve requirements (higher reserve demand)
and a decrease in reserve supply driven by a surge in
private sector currency demand.!® Accordingly, the

Bank of Korea reduced the balance of MSBs.

Figure 11-10. Bank of Korea Base Rate and Overnight
Call Rate
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Source: Bank of Korea.

8 The reserve balance adjustment need is the difference between reserve supply (balances financial institutions
hold at the central bank and supplied by the central bank) and reserve demand (legal reserve requirements).
Because excess supply conditions, where reserve supply exceeds reserve demand, are generally prevalent, reserve
balance adjustment through open market operations focuses primarily on absorption.

19 Legal reserve requirements (average balance, trillion won): 93.4 in the first half of 2025 — 96.1 in the second half
/ Amount of currency issued (average balance, trillion won): 197.9 in the first half of 2025 — 205.8 in the second

half.



Regarding RPs, to facilitate smooth intersectoral
fund flows following the reform of the two-way RP
operations framework,'?° the RP purchase volume
was maintained at levels similar to those in the first
half of the year, while the RP sales volume increased
modestly (Figure 1I-11).12* Meanwhile, in January
and February 2026, reserve absorption from the
external sector surged due to foreign exchange
market stabilization measures, including foreign
exchange swaps with the National Pension Service.
Accordingly, the Bank of Korea expanded the
reserve supply through RP purchases, leading to an
increase in RP purchase volume from 15.4 trillion
won in the second half of 2025 to 40.2 trillion won
in January and February 2026.

Figure 1I-11. Reserve Requirement Adjustment” by
Instrument of Open Market Operations
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Source: Bank of Korea.

120 To address structural changes in open market operation conditions, including reduced net reserve supply from
the external sector alongside rising legal reserve requirements and currency demand, the Bank of Korea reformed
its framework into a two-way system supporting both reserve absorption and injection.

121 RP purchases (average balance): 16.4 trillion won in the first half of 2025 — 15.4 trillion won in the second half.
RP sales (average balance): 0.9 trillion won in the first half of 2025 — 2.6 trillion won in the second half.
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2. Bank Intermediated Lending
Support Facility

To ensure that banks actively lend to small and
medium-sized enterprises (SMEs), the Bank of
Korea operates the Bank Intermediated Lending
Support Facility (BILSF). The facility supports
banks by extending funds at interest rates lower than
the Base Rate. When deemed necessary, the
Monetary Policy Board adjusts the facility's total
ceiling, each program's ceiling and interest rates, and
the ceiling reserves, taking into account overall
financial and economic conditions, as well as SME
financing conditions.

On January 15, the Bank of Korea re-extended!??
the support period by six months under the
Temporary Special Support for SMEs program with
a total ceiling of 14.0 trillion won,*® which had
been scheduled to expire at the end of January this
year. This decision reflects the Bank’s judgment that
it was necessary to continue supporting vulnerable
sectors, such as self-employed business owners and
SMEs in regional areas, whose business recovery
remained delayed amid the recent overall business
recovery. As a result, funds will be provided for
loans extended by financial institutions to low-credit
SMEs through July 2026, with maturities running
until August 2027.

As of March 2026, the total ceiling of the BILSF is
set at 30.0 trillion won, and the ceilings for each
program of the BILSF are 1.5 trillion won for Trade

Financing, 8.0 trillion won for New Growth Engine

Table II-1. Ceiling and Interest Rates by Program for the
Bank Intermediated Lending Support Facility

(trillion won, %)

- Interest
Program Ceiling

Support Program for Trade Financing 15

Support Program for New Growth 80
Engine Development & Job Creation '

Program for Stabilization of SME Lending 03

Support Program for Regional SMEs 59 100
Ceiling Reserves 143
Temporary Special Support 140
Program for SMEs
Special Support Program for 03
Emergency Disaster Relief
Total 300 —

Source: Bank of Korea.

122 Considering the surge in external uncertainty and the delay in business recovery, the support period was extended
by six months on July 24, 2025 (August 2025 to January 2026, based on bank loans).

123 The program was initially introduced with a total ceiling of 9.0 trillion won on January 11, 2024, which was then
increased by 5.0 trillion won to 14.0 trillion won on January 16, 2025.



Development and Job Creation, 0.3 trillion won for
Stabilization of SME Lending, 5.9 trillion won for
Regional SMEs, and 14.3 trillion won in ceiling

reserves (Table II-1).124

The interest rate on the BILSF has been maintained
at 1.00% per annum since it was lowered by 25bp on
May 29, 2025, reflecting the Base Rate cut (Figure
1I-12).

Figure II-12. Ceiling and Interest Rates of the Bank
Intermediated Lending Support Facility”

——Ceiling (left) interest rates (right)

(trillion won) (%)
0 r 1 5.0

S S S S S SR S S

0 0.0
10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26

Note: 1) Shaded area represents the time frame where interest rates
were different for each program.
Source: Bank of Korea.

124 Ceilings of 14.0 trillion won for the Temporary Special Support for SMEs program and 0.3 trillion won for the

Special Support Program for Emergency Disaster Relief are currently being operated.
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3. Improvements to the Lending

Facility

Establishment of an Emergency Lending
Support Framework Using Financial

Institutions’ Loans as Collateral

The Bank of Korea has continued its efforts to
improve the lending facility in order to strengthen its
financial stability function and prepare for the
possibility of heightened liquidity risks arising from
the rapid digital transformation of finance (Table II-
2).125 To this end, the Bank expanded the scope of
eligible marketable securities for its standing lending
facility in July 2023 and established a framework
allowing financial institutions’ loans to be used as
126

eligible collateral for emergency lending in

December 2025.

Accordingly, financial institutions can access
emergency lending using their loans as collateral
when the Monetary Policy Board deems additional
liquidity support necessary beyond the standing
lending facility (Liquidity Adjustment Loan), which

uses only marketable securities as collateral.*?’

This improvement aims to build a basis for
supplying ample liquidity in times of stress scenarios

by enabling financial institutions to pledge their

Table II-2. Speed of Deposit Outflows During Times
of Liquidity Stress

Financial Institutions

Silicon Valley Bank (2023) 85% 2 days
First Republic Bank (2023) 57% 90 days
Silicon Valley Bank UK. (2023) 30% 1 day
Credit Suisse (2023) 25% 7 days
Signature Bank New York (2023) 20% 1 day
Icesave (2008) 20% 75 days
Northern Rock (2007) 20% 4 days
Washington Mutual (2008) 10% 10 days
IndyMac (2008) 8% 14 days
Source: BIS.

Figure 11-13. Balance Sheets of Domestic Banks"?

4.000 (»Ir\H\onwon) Other (trlH\onwon)_ 4,000

1 3,500

3,500 o ab
3,000 Borowings] 3,000
(21.3%)
2,500 r 1 2,500
Loans
(70.6%)
2,000 r 1 2,000
1,600 1 1,500
Deposits
1,000 f (62.4%) 1 1,000
L

500 Securities
(18.9%)
0

Assets Liabilities

1 500

0

Notes: 1) As of end-December 2025, 19 domestic banks.
2) Figures in parentheses indicate shares.
Sources: Business reports of financial institutions.

125 1n 2023, Silicon Valley Bank (SVB) in the United States saw 85% of its deposits withdrawn over two days as anxiety
spread through social media and other channels. SVB's U.K. subsidiary also faced outflows of 30% of its deposits

in a single day.

126 |n accordance with Article 65 Emergency Credit to Financial Institutions of the Bank of Korea Act, the Monetary
Policy Board may temporarily designate loan claims held by financial institutions as eligible collateral for

emergency lending.

127 Where financial institutions experience liquidity shortfalls due to funding imbalances or temporary payment
disruptions caused by computer system failures, the Bank of Korea may extend emergency credit pursuant to

Article 65 of the Bank of Korea Act.
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loans,**® which constitute the largest share of their

assets, 1%

banks, including the U.S. Federal Reserve, ECB,

as collateral (Figure II-13). Major central

Bank of England, and Bank of Japan, already accept
financial institutions’ loans as eligible collateral for
their lending facilities. International organizations,
such as the BIS, have also emphasized that actively
using loans as collateral is essential for effectively

addressing severe liquidity stress.'

Meanwhile, unlike marketable securities, loans
require complex and time-consuming procedures,
including  collateral  information collection,
eligibility screening, valuation, and assessment.
Therefore, when necessary, completing much of
these processes in advance is crucial to enable the
prompt mobilization of loans as collateral (Figure II-
14). The Bank of Korea will maintain operational
readiness during normal times to provide liquidity
support using loans as collateral in preparation for
cases in which the Monetary Policy Board approves

emergency lending.

Figure 11-14. Procedure for Using Loans as Collateral

Collateral Pre-Positioning

Collateral valuation
Receiptof Collateral and determination of
collateral || eligibilty | the collateral

information assessment Value after applying

haircuts

Legal
arrangements | | Supplyof
for a security liquidity
interest

i

Sources: Central banks, BIS, etc.

128 This framework aims to preemptively address massive liquidity risks in a digitalized financial environment.
Domestic bank funding remains stable, with the net stable funding ratio (NSFR), which measures long-term
funding structure stability, standing at 115.6% as of the end of September 2025, well above the 100% supervisory

standard for all banks.

129 As of the end of December 2025, loans accounted for 70.6% of domestic bank total assets, with marketable

securities comprising 18.9%.

130 For details, please refer to “Navigating Liquidity Stress: Operational Readiness for Central Bank Support” (BIS,

December 2024).
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This enables institutions facing temporary liquidity Figure II-15. Estimated Change in the LCR by Collateral

shortages to access central bank lending by pledging Type When Loans are Extended”?
loans as collateral, thus avoiding fire sales of o (:/a!\)/\arketable securities as co\‘\atera\ mloans as collat((eor:l)\ B
marketable securities and thereby helping mitigate
financial market instability in advance. Moreover, 1o 1
compared to lending based on marketable securities, 110 104.6-108.8% 110
emergency lending using loans as collateral can o
improve financial institutions’ liquidity coverage ratio 100%
131 (R 100
(LCR)®! (Figure II-15). | P
95 95
90 1 Y 90
0 Loan execution timing t

Notes: 1) Estimated change in the LCR, assuming that the initial LCR
was 100%, its numerator was 100, and that assets worth 10
were used as collateral for BOK lending.

2) For marketable securities, the BOK's current haircut ratio was
applied. For loans, a haircut of 40%-90% was assumed.

Source: Bank of Korea.

131 Since marketable securities show little difference between their LCR recognition ratio and their central bank
haircut ratio, receiving central bank liquidity support using them as collateral does not lead to a significant change
in the LCR. In contrast, loan claims are not classified as high-quality liquid assets (HQLA) under LCR rules. Thus,
pledging loan claims as collateral for central bank lending can help improve an institution's LCR.



4. Other Monetary Policy Measures

Temporary Loans to the Government

The Bank of Korea provides temporary loans to the
government to address temporary fund shortages
caused by timing discrepancies between tax

revenues and tax expenditures within a fiscal year.

On January 15, 2026, the Bank of Korea, through a
decision of the Monetary Policy Board, raised the
temporary lending limit for the government by 2.0
trillion won, from 50.0 trillion won (2025 level) to
52.0 trillion won.*® This matches the limit set under
the general provision of the budget when the
National Assembly approved the 2026 budget bill.
The increase reflects a rise in the public capital
management fund limit from 8 trillion won to 10
trillion won, which was done to accommodate higher
Treasury bond issuance and redemption. The terms
of the temporary loan were specified so as to prevent
it from being used to cover recurring fiscal

deficits. 133

Total outstanding temporary loans to the government,
which stood at 5.0 trillion won at the end of 2025,
were fully repaid on January 5, 2026.1%* Since the
2026 temporary loan limit was approved, no new
loans have been extended through the end of

February (Table II-3).

Table II-3. Temporary Loans to the Government

(trillion won)

Category

Balance at Beginning
50 320 179 146 5.0

of Period

Net Borrowings 270 -141 -33 -96 -50
Borrowings” 477 409 709 50 0.0
Repayments” 207 550 742 146 5.0

Balance at

. 320 179 146 50 00
End of Period?
Notes: 1) Borrowings and repayments are cumulative amounts for
the periods.
2) Balance at the end of the period.
Source: Bank of Korea.

132 Limits were set at 40.0 trillion won for the integrated account, 2.0 trillion won for the special account for grain
management, and 10.0 trillion won for the public capital management fund.

133 Supplementary conditions of the loan required the government to ensure that the average balance of its
temporary borrowings from the Bank of Korea does not exceed the average balance of Treasury Bills and that
the government make efforts to minimize the average number of days and cumulative balance of borrowings.
They also required the government to consult with the Bank of Korea regularly regarding the amounts, terms,

and schedules of its weekly borrowings and repayments.

134 Temporary loans from the Bank of Korea under the integrated account must be fully repaid by January 20 of the
following year, in accordance with Article 6 of the Enforcement Decree of the Management of the National Funds

Act.
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Strengthened Monitoring of Financial and

Foreign Exchange Market Conditions

The Bank of Korea has continued to monitor
domestic and external financial market conditions.
Whenever risk factors at home or abroad have
emerged, it has immediately activated an emergency

monitoring system to assess their potential impact on

the domestic financial and foreign exchange markets.

A Market Conditions Review Meeting was held after
each FOMC meeting in the U.S., and in relation to
Korea-U.S. tariff negotiations. Through these
meetings, the Bank of Korea has assessed the
potential impact of changes in the Fed’s monetary
policy stance and U.S. tariff measures on domestic
and global financial and foreign exchange markets,
while also discussing policy responses. Additionally,
when major issues—such as emerging geopolitical
risks—affected financial and economic conditions at
home and abroad, the Bank of Korea convened
emergency meetings as needed and operated a 24-
hour monitoring system, coordinating with relevant
head office departments and overseas representative
offices. As part of this process, the Bank of Korea
strengthened its communication with financial
markets, including by delivering market-stabilizing
messages to prevent any potential excessive spread

of anxiety among market participants (Table 1I-4).

Table 1I-4. Timeline of Market Conditions Review
Meetings

Date Major Contents

Evaluated the impact of the U.S.
Federal Reserve FOMC meeting on
domestic and global financial and
foreign exchange markets.

Sept 18

Assessed international financial
market conditions and their impact
Oct 10 | on domestic financial and foreign
exchange markets during consecutive
Chuseok holidays.

Assessed the impact of detailed
Korea-U.S. tariff negotiations

Oct 30 |agreement on domestic and global
financial and foreign exchange
markets.

Evaluated the impact of the U.S.
Federal Reserve FOMC meeting on
domestic and global financial and
foreign exchange markets.

2025

Dec 11

Jan 29

Assessed international financial
market conditions and their impact
2026 Feb 19 |on domestic financial and foreign
exchange markets during consecutive
Lunar New Year holidays.

Assessed the impact of the US.
Supreme Court's ruling to invalidate
reciprocal tariffs on financial and
economic conditions.

Feb 22

Source: Bank of Korea.



Implementation of Measures to Improve

Foreign Exchange Supply-Demand

Foreign exchange authorities, including the Bank of
Korea, extended the term of foreign exchange swap
transactions with the National Pension Service
(NPS),1*® with a limit of USD 65 billion, to the end
of 2026 as part of measures to improve the foreign
exchange market supply-demand structure. The
foreign exchange swap with the NPS is expected to
ease demand pressure for spot foreign exchange
purchases during times of market instability, thereby
mitigating one-way expectations of won depreciation.
Meanwhile, the NPS can easily hedge foreign
exchange risks without facing counterparty risks and

without disrupting the foreign currency funds market.

The Bank of Korea pays interest over a limited six-
month period on excess foreign currency reserves
deposited by financial institutions (Table II-5).1%¢
This is expected to enable financial institutions to
manage foreign currency funds, which had mainly
been operated overseas, domestically with stable
interest income against risks. Moreover, as domestic
financial institutions expand their foreign currency
investment channels, short-term funds held overseas
by corporations and individuals may partially flow

into Korea as a spillover effect.

Table II-5. Interest Payments on Excess Foreign
Currency Reserve Deposits

Item Content

Interest paid on USD deposits
exceeding reserve requirements for
Policy customers’ one-month foreign
currency deposits held at financial
institutions (excluding yen).
Application period |Jan. 8 to July 8, 2026 (6 months).
47: 19 domestic banks, 28 Korean
branches of foreign banks.

Interest rate on | Based on target range of US. Federal
reserve deposits | Reserve fed funds rate.

Eligible institutions

Source: Bank of Korea.

135 |n September 2022, the Bank of Korea and the National Pension Service first agreed to conduct foreign exchange
swap transactions of up to USD 10 billion. Under the agreement, the NPS executes foreign exchange swaps with
the foreign exchange authorities (the Bank of Korea and the Ministry of Finance and Economy) when demand for
foreign exchange swap transactions arises due to currency hedging. The foreign exchange swap limit has been
increased three times: to USD 35 billion in April 2023, to USD 50 billion in June 2024, and to USD 65 billion in
December 2024. During the foreign exchange swap period, foreign exchange reserves decrease by the transaction
amount but are fully restored at maturity. Thus, any reduction in reserves is temporary.

136 The measure applies to the reserve maintenance period for foreign currency deposits from December 2025 to
May 2026. The interest rate is to be based on the U.S. Federal Reserve's target range for the federal funds rate,
and will be adjusted as necessary while closely monitoring changes in foreign currency deposit reserve
requirements and their spillovers onto the domestic foreign currency funding market.
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Assessment of Current Financial Issues and
Potential Systemic Risks Through Joint

Examinations of Financial Institutions

To preemptively assess potential risk factors
accumulated in the financial system, the Bank of
Korea conducted joint examinations of financial
institutions while maintaining its continuous
monitoring of current financial issues and vulnerable

sectors.

Through risk examinations of individual banks, the
Bank of Korea identified major risk factors in
household and corporate loans amid changes in
financial regulations and market conditions while
also reviewing specific management issues and
compliance with Bank of Korea regulations. The
Bank of Korea also conducted sectoral examinations,
assessing funding and operations at Korean branches
of major foreign banks and their impact on domestic
financial markets. By presenting examination results
to the financial institutions, the Bank of Korea
pursued concurrent efforts to enhance feedback and

communication regarding its oversight (Table II-6).

Meanwhile, the Bank of Korea proactively monitored
potential factors that could undermine financial
system stability in advance by analyzing management
conditions, collecting information about major
outstanding financial issues, and examining risks in
key vulnerable sectors at banks and at bank holding

companies.

Table 11-6. Number of BOK-FSS Joint Examinations
Conducted

(time)

2021 2022 2023 2024 2025

Individual
bank risk 4 2 3 3 3
assessment
Sectoral
L 3 2 1 1
examination

Source: Bank of Korea.



Active Response to Changes in Payment

and Settlement Environment

The Bank of Korea has continued its efforts to enhance
foreign investors’ access to Korean won payment
infrastructure to support the internationalization and
advancement of the Korean financial market, including
the inclusion of Korea Treasury Bonds in the World
Government Bond Index (WGBI) and efforts to include
Korea’s stock market in the MSCI advanced markets
index. First, the Bank of Korea pursued an extension of
its BOK-Wire+ operating hours to increase payment
efficiency, easing cross-border settlements difficulties
arising from time zone gaps and increasing time zone

overlaps with systems in major countries.*%

Furthermore, to support KRW settlement by foreign
investors during the operating hours of major financial
markets, such as London and New York, the Bank of
Korea is establishing a 24-hour offshore KRW
settlement system (Table II-7). This system will adopt
the real-time gross settlement (RTGS) method to
minimize settlement credit risk and the ISO 20022
international financial messaging standard to enhance

cross-border payment convenience.'%

Meanwhile, the Bank of Korea, exercising its data
request authority under the Act on the Protection of
Virtual Asset Users,'3° is monitoring user deposits
and transaction volumes at major virtual asset

exchanges. The Bank of Korea is also strengthening

Table II-7. Timeline of Offshore KRW Settlement
System Establishment

Jly 2025 Launch of the Taskforce for MSCI
Advanced Markets Index Inclusion.
Announcement of the initiative to

g(eg;ember establish an offshore KRW settlement
system at the Korea Investment Summit.

November Formulation of the system establishment

2025 plan.

Announcement of the “Comprehensive
Roadmap for Foreign Exchange and

January 2026 Capital Markets for MSCI Advanced
Markets Index Inclusion.’

Development of standardized messaging

January-August protocols s

2006 Regulatory and institutional reforms
Infrastructure development for the BOK IT
system.

September . .
Commencement of pilot program operations.

2026 - ongoing|

2027 Commencement of full-scale operations.

Source: Bank of Korea.

137 The Bank of Korea, after carrying out testing with financial institutions between February and March 2026, will
extend the operating hours of BOK-Wire+ from 09:00-17:30 to 09:00-20:00 (adding 2 hours 30 minutes), effective

in late March.

138 The Bank of Korea is building the system with pilot operations targeted for September 2026 and full operations

in 2027, while planning to ensure system stability to the greatest extent possible by conducting integration tests

and establishing a Business Continuity Plan (BCP).

139 Pursuant to Article 16 Requests for Submission of Data by the Bank of Korea of the Act on the Protection of

Virtual Asset Users, the Bank of Korea may request the submission of data from a virtual asset service provider,
should the Monetary Policy Board deem it necessary for the implementation of monetary policies, financial
stability, and the smooth operation of payment and settlement systems in relation to virtual asset transactions.
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its analysis of the stablecoin market by collecting

granular data about domestic and international

Table 1I-8. KRW Stablecoins: Development Potential
and Key Risks Associated with Introduction

inflows and outflows of major USD-pegged Development .
. Key Details
stablecoins traded on domestic virtual asset Potential
exchanees Support for |In decentralized finance, where there is no
£es- growth of  |intermediary, stablecoins play an essential
virtual asset |role in facilitating smooth exchanges
. . . . ecosystem  |between virtual assets.
Notably, as discussions surrounding the issuance of Imp)r/ov o
KRW-pegged stablecoins have gained traction in payment and Stab]ecoms can support payment innovation
settlement by incorporating programmability, such as
Korea, the Bank of Korea outlined a desirable oystem smart contracts, into a digital currency.
direction for policy responses in the October 2025
poticy fesp Enhanced Stablecoins can help address the high costs
. « . .. . - cross-border . L .
white paper “Money in a Digital Era: Balancing payment and inefficiencies of overseas remittances
Innovation and Trust.”!*® The white paper noted efficiency through correspondent banks.
that while KRW-pegged stablecoins offer the
W pege Risks Key Details

potential for innovation, such as the use of smart

contracts and enhanced efficiency in cross-border

Capital outflow

The difficulty in identifying transaction
counterparties may increase the outflow of

) ) ] ) risks domestic capital overseas to circumvent
remittances, they also entail various risks. These regulations
include the risk of capital outflows through Increased  |High volatility in virtual assets may
) ) o exchange rate |increase sensitivity in the foreign exchange
regulatory arbitrage, risks related to maintaining volatility ~ [market.

value and liquidity, and potential conflicts with the

principle of separation of banking and commerce

Depegging risk|

Stablecoins may fail to maintain one-to-
one convertibility with legal tender in the
event of external shocks.

(Table II-8). Threats to  |A run on stablecoins could lead to rapid
financial ~ |redemption requests and large-scale
stability  |liquidation of reserve assets.

To foster innovation and growth rooted in trust while Consumer | t2Plecoins are not covered by deposit

mitigating these risks, the Bank of Korea considers
it desirable to initially permit bank-led consortia to

issue stablecoins, with a view toward gradually

protection gap

insurance, creating a lack of consumer
protection.

Conflict with
banking-

Allowing non-bank entities to issue

commerce |stablecoins may conflict with the principle
expanding the scope of eligible issuers. Moving separa_mlon of banking-commerce separation.

principle
forward, the Bank of Korea intends to actively Weakened

+ Purchases and sales of Treasury bonds as
participate in legislative discussions to ensure that, monﬁ Y reserve assets may affect short-term
policy .

upon their introduction, KRW-pegged stablecoins transmission | TCeSt ates:
can effectively function as a value-stable means of Weakerjed Large—scf'ile conversion of bank depos@ nto

financial  |stablecoins could reduce banks' capacity to

payment.

intermediation

supply loans.

Source: Bank of Korea.

140 As stablecoins possess the characteristics of a money substitute and are pegged to fiat currency, their issuance
and spread without adequate safeguards could have broad implications for the overall macroeconomy. These
impacts may span monetary and foreign exchange policies, financial stability, and payment and settlement
systems.



Ongoing Efforts to Build a Future Digital Table II-9. Project Hangang Implementation Progress

Currency and Monetary Ecosystem Key Details
Oct 4 Announced project implementation
plan.
The Bank of Korea has continued its efforts to build a 2003 Nov 23 Announced detailed project
future digital currency and monetary ecosystem using implementation plan.

Commenced system development
(signed contracts).

Bank has been implementing Project Hangang using September- | Conducted technical experiments in a
October | virtual environment, Phase 1.
Designated tokenized deposit-
2023 and is now preparing for fOllOW—up live based payment and transfer service
Oct 30 | within the Bank of Korea's digital
currency system as an innovative

distributed ledger technology (DLT). In particular, the Dec 18

wholesale CBDCs'*! and tokenized deposits'*? since

transactions (Phase II), scheduled to begin in the
2024

second half of 2026. Based on the first round of live financial service.
transactions conducted from April to June 2025,'4 Signed MOU for the demonstration
) ) of a public-facing digital financial
the Bank of Korea has been consulting with related Nov6 |service (the Ministry of Science and
institutions and participating banks on improvements, ICT, Financial Services Commission,
) ) Bank of Korea).
such as enhancing user convenience.'** Furthermore, - Announced a plan for first Iive
the Bank has continued its R&D efforts in response to transactions.
. . . . . . Conducted the first live
advances in IT, including conducting technical April-June .
2005 transactions.
experiments that confirmed the possibility of agentic Announced a plan for a blockchain-
Al automatically executing payments using tokenized Aug 22 based treasury funds disbursement

pilot project (Ministry of Finance and
deposits.!* In addition, the Bank of Korea and the Economy, Economic Growth Strategy).
Released results of the agentic Al-

2026 Jan 28 | based settlement technology
on a pilot project for blockchain-based Treasury fund experiment.

Ministry of Finance and Economy are collaborating

disbursement. The government has set the goal of Source: Bank of Korea.
disbursing one-fourth of all Treasury funds via the
Bank of Korea’s digital currency system by 2030146
(Table II-9). Meanwhile, the Bank has also been
actively participating in Project Agora, launched in

April 2024, to improve cross-border payment

41 This refers to a wholesale central bank digital currency (WCBDC) issued by the Bank of Korea. It is issued to
financial institutions and others for the purpose of interbank fund transactions and final settlement.

142 Tokenized deposits are issued by banks by tokenizing commercial bank deposits and function as money, similar
to bank deposits.

43 The Bank conducted a live pilot in which the general public purchased goods and services using tokenized
deposits and digital vouchers.

144 For further details, please refer to “Project Hangang: Live Pilot of a Unified Ledger Integrating Wholesale CBDCs
and Tokenized Deposits” (October 2025), available at the Bank of Korea's website (News & Publications >
Documents > Payment & Settlement Systems).

145 For details, please refer to the related videos available at the Bank of Korea's website (Topics > Central Bank
Digital Currency > Multimedia).

146 Beginning with an electric vehicle (EV) charging infrastructure project slated for the first half of 2026, the Bank of
Korea and relevant government ministries will explore further use cases, refine the legal framework, and develop
supporting infrastructure depending on the outcomes of the pilot projects. For details, please refer to “2026
Economic Growth Strategy” (Ministry of Finance and Economy, Jan. 9, 2026).
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services. This project is a joint initiative involving
the Bank for International Settlements (BIS), seven
major central banks,!#’ the Institute of International
Finance (IIF), and around 40 private financial
institutions. The project is slated to finalize
prototype development and publish its outcome

report in the first half of 2026.

147 These include central banks that issue five key currencies (the U.S., France, representing the euro area, the U.K,
Japan, and Switzerland), as well as the central banks of Korea and Mexico.



5. Monetary Policy Outlook

Base Rate Operations

The Bank of Korea will continue to conduct
monetary policy with the aim of stabilizing
consumer price inflation at the 2% target over the
medium term, while monitoring economic growth

and financial stability conditions.

Looking ahead, inflation is projected to remain near
the 2% target, with subdued demand pressure offset
by modest cost-push effects from items such as
electronic devices. Nevertheless, going forward, the
inflation path remains subject to significant
uncertainty stemming from global oil prices and
exchange rates linked to developments in the Middle
East, as well as domestic/foreign economic conditions
and government price stabilization measures (Figure

11-16).

Domestic GDP growth is projected to increase
substantially from last year, driven by a recovery in
domestic demand and robust export growth. By
sector, the recovery in construction investment is
expected to remain sluggish. However, exports are
forecast to maintain their robust growth fostered by
strong performance in the semiconductor sector,
while facilities investment accelerates primarily in
the IT sector. The recovery in consumption is
expected to expand gradually, supported by
improving income conditions driven by strong
corporate earnings (Figure II-17). This growth
trajectory faces both upside and downside risks from
semiconductors, the pace of domestic demand
recovery, major countries’ monetary and fiscal
policies, and U.S. tariffs. The recent escalation of
Middle East geopolitical tensions has also elevated

forecast uncertainty.

Figure II-16. Inflation Outlook"?

——CPl inflation Core inflation?
(YoY, %) (YoY, %)
6 r o
5 5
4 4

23.1 - 24.1 11} 25.1 I 26 H1 26 H2 27

Notes: 1) Based on projections as of February 2026.
2) Excluding food and energy.
3) Actual values are reported quarterly from Q1 2023 to Q4
2025. Projections (dotted line) are provided on a semiannual
basis for 2026 and an annual basis for 2027.
Sources: Bank of Korea, Ministry of Data and Statistics.

Figure 1I-17. Prospects for Exports and Domestic
Demand"?
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Notes: 1) Based on projections as of February 2026.
2) Actual values are reported quarterly from Q1 2023 to Q4
2025. Projections (dotted line) are provided on a semiannual
basis for 2026 and an annual basis for 2027.
Source: Bank of Korea.
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From a financial stability perspective, the U.S.
dollar/Korean won exchange rate, after easing
somewhat in February, rebounded sharply and
showed high volatility, underscoring the need for
continued vigilance and stabilization efforts (Figure
II-18). In the Seoul metropolitan area, housing price
growth has moderated since the termination of the
suspension of the capital gains tax surcharge for
owners of multiple homes. Nevertheless, with
elevated price expectations persisting, close
monitoring of further government measures and
their impact is essential to ascertain stabilization
trends (Figure I1-19). Geopolitical risks, global stock
corrections, and shifts in monetary policy
expectations require vigilant monitoring amid

potential market interest rate volatility.

Under these policy conditions, from a real economy
perspective, GDP growth is projected to recover
further, with inflation rising modestly yet stabilizing
near the target. Financial stability requires ongoing
vigilance over housing prices in the Seoul
metropolitan area, household debt risks, and
exchange rate volatility effects. Accordingly,
monetary policy will be calibrated based on close
monitoring of evolving domestic and external policy
conditions, including geopolitical risks in the Middle
East and their impact on prices, growth, and

financial stability.

Figure 1I-18. Monthly Average USD/KRW Exchange Rate
and Volatility"?

== Dajly USD/KRW Exchange Rate Volatility (left)
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Notes: 1) Monthly average daily volatility.
2) February 2026 data based on February 1-25.
Source: Bank of Korea.

Figure 11-19. Expectations of Housing Prices CSI"
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Note: 1) Projection one year ahead from current levels. Values greater
than 100 indicate more households expect increases than
declines.

Source: Bank of Korea.



Conditional Base Rate Projection

The Bank of Korea has revised its conditional Base
Rate projection framework for the Monetary Policy
Board. Beginning in February 2026, it will release
six-month-ahead conditional Base Rate projections
at all monetary policy meetings coinciding with the
release of the economic outlooks. Previously, six
Board members, excluding the governor, provided
three-month guidance in a “probability” format.
Under the new framework, all seven members,
including the governor, submit individual six-

month-ahead projections at three discrete points.14®

Among the February 2026 conditional Base Rate
projections, the majority (16 points) indicated that
the Base Rate would remain at 2.5% over the next
six months, while four points projected a lower rate
of 2.25% and one point projected a higher rate of
2.75% (Figure 11-20).14

Looking further into the background for projections
lower or higher than the current rate,'>® based on the
overall discussion on Base Rate determination, the
2.25% forecasts considered that policy support
would be needed to restore growth trends, given the
uneven pace of sectoral recovery, despite the
ongoing economic recovery. They also considered
the possibility that financial conditions, including

the exchange rate and the housing market, could

Figure 11-20. Six-Month-Ahead Conditional Base Rate
Projection of the Monetary Policy Board
Members, February 20262

4.00 ) : ) 4.00
3.75 1375
3.50 1 1 3.50
3.25 t 13.25
3.00 ‘ 1 3.00
2.75 | ° 2.75
2.50 ioooooooooooooooo 1 2.50
225 3 0000 1 2.25
2.00 1 2.00
1.75 | 1 1 1.75
1.50 1 1.50
24.7 25.1 26.2.26 26.8 '

Notes: 1) Represents the level of the Base Rate that each member
judges to be most appropriate to ensure that inflation
stabilizes at the target level and that financial stability is
maintained over the medium-term horizon, based on the
Bank of Korea's economic outlook and the member's own
assessment.

2) Each member presents three dots reflecting the probability
distribution of his or her six-month-ahead Base Rate
projection.

Source: Bank of Korea.

148 Board members submit three points that reflect the probability distribution of their Base Rate outlook. For
example, one of the three points may differ from the other two, all three points may indicate the same rate level,
or each point may represent a different rate level. For details, see Box II-1. “Background and Key Highlights of
the Monetary Policy Board's Revised Conditional Base Rate Projection.”

149

The three-month ahead Base Rate projection will remain quantitatively disclosed at press conferences alongside

the new six-month format. In February 2026, Board members refrained from three-month projections but
consensus held that the Base Rate would remain unchanged over the next three months, with no rate hike views

expressed.
150

Six-month-ahead conditional rate forecasts are anonymous, so specific backgrounds for rate projections are

unavailable. However, backgrounds to the 2.75% and 2.25% projections based on the overall discussion about
the Base Rate decisions were summarized at the February 2026 press conference, as cited here.
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stabilize within six months. Conversely, the 2.75%
projection reflected the assumption that exchange
rate instability during the economic recovery phase
could drive consumer price inflation above

expectations. %!

Enhancement of Monetary Policy

Effectiveness

The Bank of Korea will continue its efforts to
enhance the effectiveness of monetary policy. First,
to help economic agents form rational expectations
regarding policy, it will continue to enhance policy
communication. In the process of determining future
monetary policy, the Bank of Korea will actively
communicate with the market regarding the rationale
behind its monetary policy decisions and future
policy stance. To this end, the Bank will expand its
external communication efforts, including regular
press conferences with Monetary Policy Board
members (Figures II-21 and 22), and review the
effectiveness of the conditional Base Rate projection
introduced in February 2026 to ensure the successful
settlement of the new framework. The Bank will also
continue its efforts to enhance the precision of its
economic outlooks, providing more detailed

accounts of revisions to projections and risk factors,

Fgure II-21. Monetary Policy Board Member Hwang, Kunil
during a Press Conference (September 23, 2025)

Source: Bank of Korea.

Fgure 1I-22. Monetary Policy Board Member Kim, Jong Hwa
during a Press Conference (December 10, 2025)

Source: Bank of Korea.

51 For reference, the pre-February 2026 monetary policy meeting’s three-month ahead Base Rate projections from

Board members were as follows:

- The October 2025 meeting views shifted from August's 5:1 (rate cut: unchanged) to 4:2, with one Board member
changing position from rate cut to unchanged due to elevated financial stability concerns.

- In November 2025, three Board members advocated maintaining rates amid widened exchange rate volatility
and inflation concerns, while the other three stressed keeping rate cuts viable given the upward and downward

growth risk balance and Fed policy uncertainty.

- In January 2026, five Board members expected economic continuity over three months, favoring rate stability
while monitoring financial conditions for a while. One advocated keeping the possibility for rate cuts open due
to a weak recovery in domestic demand, pending changes in financial stability variables, such as housing and

exchange rate developments.



while enhancing transparency through follow-up

assessments of economic outlook results.1%2

Moreover, the Bank of Korea will continue its efforts
to enhance monetary policy transmission. It will
reduce the quasi-fiscal support function of the
Intermediated Lending Support Facility for specific
sectors and reform it in order to strengthen its role as
a monetary policy tool through flexible operations
for small and medium-sized enterprises (SMEs). In
addition, the Bank will foster broader adoption of the
Korea Overnight Refinancing Repo Rate (KOFR),53
coordinate with the government on detailed rate
reforms to solidify it as the standard benchmark, and
seek measures to improve open market operational
efficiency. Meanwhile, by strengthening research
and analysis into structural change in the Korean
economy since the COVID-19 pandemic and its
effects on monetary policy transmission, the Bank
will derive effective mid- to long-term monetary

policy operational strategies.

152 The Bank of Korea analyzes economic outlook errors to improve projection accuracy while fulfilling its explanatory
responsibilities as a forecasting institution. For reference, the latest quarterly projection error review appears in

the "Korea Economic Outlook” from February 2026.

153 The Bank of Korea is promoting KOFR transactions alongside the Financial Services Commission through
administrative guidance on KOFR-OIS transaction shares and KOFR-FRN issuance agreements among banks. For
details, see Box II-3. “Progress in KOFR Implementation and Expected Benefits.”
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Amendments to “General Principles of

Monetary Policy Operation”

The Bank of Korea has updated its General
Principles of Monetary Policy Operation,
incorporating lessons learned from post-pandemic
policy execution under changed conditions.!® Key

revisions include: D defining the concepts of price

102 stability and financial stability, @ clarifying the

meaning of flexible operation, 3 explicitly taking
account of the impact of the foreign exchange
market on price and financial stability, and @
providing additional information about policy tools
and communication. The Bank will also publish its
Detailed Explanatory Notes to facilitate economic
agents’ understanding of the General Principles of
Monetary Policy Operation. This will deliver
systematic and consistent standards for policy
operations amid evolving policy conditions, improving
transparency of monetary policy operations and
economic agents’ understanding thereof, resulting in a

more effective monetary policy.

Promotion of Financial Stability

Amid heightened uncertainty around domestic and
global conditions, the Bank of Korea will make
sustained efforts to ensure the stability of financial
and foreign exchange markets. Amid shifts in major
countries’ monetary and fiscal policies, trade
environment changes, concerns over excessive Al
investments threatening financial and FX markets,
and prolonged Middle East unrest, market volatility
is likely to remain elevated. Accordingly, the Bank
will implement timely market stabilization measures

as necessary. Furthermore, the Bank will closely

154 For details, see Box II-2. "Amendments to General Principles of Monetary Policy Operation and Preparation of
Detailed Explanatory Notes.”



monitor the possibility of credit vigilance spreading
across the market driven by the restructuring of some
vulnerable sectors and any weakening soundness of

non-bank financial institutions.

At the same time, the Bank of Korea will continue
its early warning activities to identify potential
vulnerabilities within the financial system in
advance. Although household debt growth has
slowed and housing price increases in the Seoul
metropolitan area have moderated, upward risks
persist. The Bank will monitor government policy
spillovers and housing market stability trends.
Moreover, despite the domestic economic recovery,
the recovery of self-employed business owners and

vulnerable firms remains sluggish, so the Bank will

assess their debt-servicing capacities and credit risks.

Meanwhile, the Bank of Korea will also continue to
monitor the resilience of financial institutions,
including their capital adequacy and liquidity
management, to prevent domestic and external
shocks from developing into systemic risks. Moving
forward, the Bank will maintain close cooperation
with the government to uphold the current stringent
macroprudential policy stance and, if signs of
weakening in financial system stability emerge, it
will actively implement policy measures to

safeguard financial stability in a timely manner.
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Box I1-1.

Background and Main Features of the Improvement in the Monetary

Policy Board Members’ Conditional Base Rate Projection

Kim, Taesaup ¢ Ahn, Jihoon

Monetary Policy Affairs Team, Monetary Policy Department

transmission of monetary policy.

= Starting with the February 2026 Monetary Policy Board’s policy setting meeting, the Bank of Korea
decided to improve the Monetary Policy Board members’ conditional Base Rate projection by shifting
from a three-month-ahead indication of the possible policy path to a six-month-ahead, three dots format.

= The new conditional Base Rate projection enables the Monetary Policy Board members to provide their
Base Rate projection reflecting the probability distribution and to present their views on the medium-term

yield curve. It is expected to support economic agents’ decision-making, thereby enhancing the

The Bank of Korea has decided to adopt a new
format for the Monetary Policy Board members'
conditional Base Rate projection, which have been
presented since October 2022. Previously, six
members, excluding the governor, presented his or
her projection for the next three months in terms of
the possible policy path. Under the new format, six-
month-ahead projection as three dots are presented.
In addition, the publication frequency has been
aligned with the Bank of Korea’s economic outlook
releases, taking place four times a year, in February,

May, August, and November.

Background and Developments

Since the introduction of the conditional Base Rate
projection, the Bank of Korea has, over the past three
years, continued discussions on extending the
forecast horizon and on clarifying the presentation
format, while conducting pilot tests and reviewing
foreign practices. Moreover, last year, the Bank
conducted a survey of economic agents and hosted a
Monetary Policy Conference (Dec. 15, 2025) to

gather broad-based views from market participants
and academia.

The existing three-month Base Rate projection was
assessed as having contributed to shaping market
expectations of the Base Rate and to reducing
volatility in market interest rates. A survey of
economic agents also indicated that the three-month
projection helped improve policy communication.
However, as the projection was based on individual
Monetary Policy Board member’s responses
regarding the Base Rate over the next three months,
it provided indications of possible policy paths
rather than a specific rate level, which made the
message somewhat unclear. In addition, given the
short three-month horizon, it provided limited
additional information beyond the current policy
decision, suggesting that there was room for

improvement.

Taking these considerations into account, the Bank
conducted a number of internal discussions on
improving the conditional Base Rate projection and,
as a result, developed a set of improvement

measures.



Main Features

It was decided to extend the forecast horizon of the
Base Rate projection to six months. This decision
reflects a comprehensive consideration of the
benefits of a longer horizon—allowing the Monetary
Policy Board members to provide their views on the
medium-term yield curve—and the potential for
greater divergence from actual policy decisions,
given that Korea is a small open economy highly
exposed to external uncertainties. Regarding the
previously provided three-month projection, it was
considered preferable that the market forms its own
three-month-ahead rate projection based on the six-
month-ahead projection. Nevertheless, considering
that the three-month-ahead Base Rate projection has
been consistently provided, a phase-in period will be
implemented for a while during which the three-
month projection will continue to be explained in

qualitative terms.

As for the presentation format of the Base Rate
projection, it was decided that each Monetary Policy
Board member will anonymously present three dots.
Based on the Bank of Korea’s economic outlook and
the member’s own assessment, each member
presents three dots representing the level of the Base
Rate that each member judges to be most appropriate
to ensure that inflation stabilizes at the target level
and that financial stability is maintained over the
medium-term horizon, reflecting the probability
distribution of his or her Base Rate projection. For
example, a member may allocate two dots to one
interest rate level and one dot to another;
alternatively, all three dots may be placed at the
same rate level or each dot may be assigned to a
different rate level. In this way, each member’s
projection reveals the probability distribution of his
or her Base Rate projection, and the aggregated

distribution can be interpreted as reflecting the
diverse views of the Monetary Policy Board
members on the economic outlook and related

conditions.

Meanwhile, it was also decided that conditional Base
Rate projection would be released at the time of the
Bank of Korea’s economic outlook releases
(February, May, August, and November). This
reflects the view that the quarterly economic
outlooks, introduced in August 2024, have become
well established, and that presenting the Monetary
Policy Board members’ conditional Base Rate
projection based on these outlooks would further
strengthen the linkage between the Base Rate
projection and the quarterly economic outlooks.
However, it should be noted that this projection is
conditional, being based on the Bank of Korea’s
economic outlook and each member’s own
assessment, and may therefore change in response to
developments in the economic outlook and financial

stability conditions.

Taking these considerations into account, the
conditional Base Rate projection presented by the
Monetary Policy Board members in February 2026

is shown in the figure below.

Six-Month-Ahead Conditional Base Rate Projection of
the Monetary Policy Board Members, February 2026"?
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3.75 1 1 3.75
3.50 ‘ 1 3.50
3.25 13.25
3.00 1 3.00
2.75 o 1 2.75
2.50 [ ioooooooooooooooo 41 250
2.25 ‘ 000 1225
2.00 ‘ 1 2.00
1.75 1175
1.50 : 1.50
24.7 25.1 26.2.26 26.8 '
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Expected Effects

The improvement in the conditional Base Rate
projection enables the Monetary Policy Board
members to present their views more clearly,
including the baseline projection as well as upside
and downside risks. With the extension of the
horizon to six months, it also allows them to provide
insight into the medium-term vyield curve. This is
expected to support economic agents’ decision-
making and thereby enhance the transmission of

monetary policy.

The Bank of Korea has made continuous efforts to
improve policy communication in order to enhance
transparency and predictability. The introduction of
the Monetary Policy Board members’ conditional
Base Rate projection in September 2022 and the
recent improvements are part of this ongoing effort.
Going forward, the Bank of Korea will continue to
actively communicate with economic agents to
ensure that the new conditional Base Rate projection

is well established.



Box I1-2.

Amendments to “General Principles of Monetary Policy Operation” and

Preparation of “Detailed Explanatory Notes”

Chai, Dongwoo

Monetary Policy Communication Team, Monetary Policy Department

among economic agents.

= The Bank of Korea amended its “General Principles of Monetary Policy Operation” to reflect changes in
policy conditions since the pandemic and its recent experience in conducting policy, and as accompanying

material it also newly prepared its “Detailed Explanatory Notes.”

= The amended general principles and the detailed explanatory notes are expected to contribute to greater

predictability and effectiveness of monetary policy by enhancing the understanding of monetary policy

Background to Amendments

The Bank of Korea first established and issued its
“General Principles of Monetary Policy Operation”
in February 2016 to improve economic agents’
understanding of monetary policy, thereby
enhancing its effectiveness, by clearly setting out its
goals, specific objectives, and core principles of
policy operation. Since then, the need for
amendments to the general principles has been
continuously reviewed in response to evolving
policy conditions. The document was partially
amended in December 2020 to explicitly specify the
Bank of Korea’s efforts to maintain financial market
stability. While addressing high inflation after the
COVID-19 pandemic and adjusting its policy stance,
domestic and global policy conditions have changed

significantly, along with greater conflicts between

policy variables. This has highlighted the need to
reflect the Bank of Korea’s past responses to
changing policy conditions and to provide more
detailed explanations of them in the general
principles.®> Accordingly, the Bank of Korea revised
and updated its general principles and newly
developed the “General Principles of Monetary

Policy Operation—the Detailed Explanatory Notes”

(hereafter, the “Detailed Explanatory Notes”), 156

which deeply describe the core elements of the

monetary policy framework and their significance.

155 Central banks in the U.S. (August 2025), the euro area (June 2025), Norway (May 2024), New Zealand (February
2024), Australia (December 2023), Switzerland (March 2023), and Sweden (February 2023) have recently updated
their monetary policy strategies to reflect their experiences of policy responses to the post-pandemic high

inflation and other relevant factors.

1% The “Detailed Explanatory Notes” are available on the Bank of Korea website (http://www.bok.or.kr): Topics >
Monetary Policy > General Principles of Monetary Policy Operation > Detailed Explanatory Notes.
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Highlights of Amendments

Key highlights of the amended “General Principles of
Monetary Policy Operation” and the “Detailed
Explanatory Notes” include: (D defining the concepts
of price and financial stability, @ clarifying the
meaning of “flexible operation,” (3 explicitly stating
the need to take account of the impact of the foreign
exchange markets on price and financial stability, and
@ providing additional information about policy tools

and communication.'>”

More specifically, each definition of price stability
and financial stability was included in the “Detailed
Explanatory Notes” to enhance economic agents’
understanding of the Bank of Korea’s legal
mandates. “Price stability” refers to a state in which
inflation remains stable at an appropriate level,
allowing economic agents to make economic
decisions without paying undue attention to price
changes. In Korea and most of the major advanced
economies, the inflation target is set at that level,
which is around 2%. “Financial stability” refers to a
state in which financial institutions carry out their
financial intermediation function without disruption,
where confidence among market participants is
maintained, and where credit and asset prices do not
significantly deviate from economic fundamentals,
thereby ensuring smooth functioning of the financial
system. A stable financial system is a necessary
precondition for the effective transmission of
monetary policy to the real economy such as prices,
as well as a key foundation for sustainable and stable

economic growth.

Second, in relation to the flexible conduct of
inflation targeting, “financial stability” was added as
a key consideration, thereby clarifying its meaning.
Previously, only “growth” was described as a key
consideration for the flexible conduct of inflation
targeting. Given that financial stability is one of the
legal mandates of the Bank of Korea and that it is an
important  consideration in monetary policy
operations, it was deemed appropriate to explicitly

include it.

Third, it is explicitly stated that the effects of foreign
exchange market volatility, including exchange rate
fluctuations, on price and financial stability are taken
into account in the conduct of monetary policy.
Previously, foreign exchange was discussed only
broadly, grouped together with stocks and bonds
under the term “financial markets.” In light of the
sharp increase in exchange rate volatility since the
COVID-19 pandemic and its growing impact on
price and financial stability, it was judged necessary
to explicitly include the foreign exchange market.
However, it is noted that as Korea maintains a free-
floating exchange rate system, exchange rates are
basically determined autonomously by the market. It
is also noted that the effects of exchange rate
volatility on domestic prices and financial stability
through import prices, the financial soundness of
financial institutions, and corporate profitability are
considered as well in the conduct of monetary

policy.

157 The “"General Principles of Monetary Policy Operation” conceptually set out the overarching goals, policy
objectives, and basic direction of monetary policy in a broad sense, while the “Detailed Explanatory Notes” provide

details about the principles.



Finally, information about monetary policy tools and
communication is provided. With regard to policy
tools, a better understanding by economic agents of
key instruments, including the Base Rate, and
transmission channels facilitates the transmission of
monetary policy to economic decisions such as
consumption and investment, thereby enhancing the
effectiveness of monetary policy. Meanwhile, policy
communication is crucial because, as an institution
that independently carries out its legally mandated
mission, a central bank has a corresponding
responsibility to explain its decision-making process
as clearly as possible. Moreover, the fact that
transparent and detailed communication enhances
the effectiveness of policy by helping economic

agents form rational expectations was also reflected.

Expected Benefits

The amended “General Principles of Monetary
Policy Operation” and the accompanying “Detailed
Explanatory Notes” are expected to enhance
economic agents’ understanding of monetary policy
by establishing structured and consistent policy
operating standards under the changed policy
conditions. They are also expected to bolster policy
effectiveness by increasing transparency and
predictability of monetary policy.
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General Princiﬁles of Monetari Polic‘ Oﬁeration: Old vs. New Text Comﬁarison

() (same as before)

° (Forward-Looking Operations) The Bank conducts its  |2.2. (Forward-Looking Operations) The Bank conducts its
monetary policy in a forward-looking manner while monetary policy in a forward-looking manner to ensure
considering symmetrically the risks of inflation that inflation converges to the target level over the
remaining persistently above or below the target. medium-term, while the likelihood of inflation converging

to the target is assessed comprehensively by taking into
- The path of convergence of inflation toward the account inflation and growth outlooks, as well as their
target is assessed based comprehensively on inflation uncertainties and risks, and the degree of anchoring of
and growth outlooks, as well as on their uncertainties inflation expectations. In addition, the Bank symmetrically
E— and risks, on the degree of anchoring of inflation considers the risks of inflation remaining persistently
expectations, and on the conditions of financial above or below the target.
110 stability.

° (Flexible Operations) The Bank conducts its monetary . . o
policy to support real economic growth to the extent that 2.3. (Flexible Operations) The Bank operates its inflation

this does not hinder attaining the inflation target over the targeting system flexibly to support stable growth of the
medium-term. real economy while paying attention to financial stability

to the extent that this does not hinder attaining the inflation
target over the medium-term.

o (Consideration of Financial Stability) Achieving price 3. (Consideration of Financial Stability)_In achieving price
stability over the medium-term should be based on financial stability over the medium-term, the Bank pays careful
stability, and the Bank pays careful attention to financial attention to financial stability conditions.
stability conditions in its conduct of monetary policy.

° (Efforts to Stabilize Financial Market) The Bank makes |3.1. (Efforts to Stabilize Financial and Foreign Exchange

efforts to stabilize the financial market and to restore the Markets) The Bank makes efforts to stabilize the financial
financial intermediary function in the event of financial and foreign exchange markets and to restore the financial
unrest, given that it constrains monetary policy intermediary function, given that monetary policy
transmission channels and undermines macroeconomic transmission channels are constrained and macroeconomic
stability. stability is undermined in the event of financial instability.
° (Attention to Financial Imbalances) As persistent 3.2. (Attention to Financial Imbalances) As persistent
financial imbalances, such as the buildup of debt, could financial imbalances, such as the buildup of debt and the
undermine macroeconomic stability, the Bank pays due overvaluation of asset prices, could ultimately undermine
attention to financial imbalances in conducting its macroeconomic stability, the Bank pays due attention to
monetary policy. ensure that monetary policy operation does not lead to

_ buildup of financial imbalances.
- The Bank examines, assesses, and announces

financial stability conditions on a regular basis in
order to prevent excessive buildup of financial (deleted)
imbalances that may be brought about by the
implementation of monetary policy.

- Since there are limits to maintaining financial stability |3:3: (Harmony with Macroprudential Policies) Since there
- are limits to maintaining financial stability solely through
monetary policy, which affects the whole economy,
monetary policy and macroprudential policy need to be
operated in a harmonious manner to prevent buildup of
financial imbalances.

solely through monetary policy, which affects the
whole economy, monetary policy needs to be
complemented by macroprudential policies to prevent
buildup of financial imbalances.

4. (Policy Tools and Communication) The Bank uses the
Base Rate as its primary policy tool while also employing
other tools such as open market operations, lending facilities,
and reserve requirements. It also strives to communicate
clearly and deeply to economic agents the rationale behind
monetary policy decisions and its future course of
operations.

(newly added)

Source: Bank of Korea.



Box 11-3.
Progress in KOFR Implementation and Expected Benefits

Lee, Sungyup - Baek, Yoonah - Kim, Tae Yeon
Money Markets Team, Financial Markets Department

= To support the establishment of the Korea Overnight Financing Repo Rate (KOFR), Korea’s risk-free

reference rate, for use as a reference rate for financial transactions, the Bank of Korea and the Financial —

Services Commission have undertaken active policy efforts. These included forming a public-private working 111

group, announcing a transition roadmap, building a foundation for KOFR-linked transactions, and

implementing strategies to facilitate its wider adoption. Thanks to these efforts and the active participation of “]IA';HHW

financial institutions, meaningful progress has recently been made, as both KOFR-linked transactions and the Policy

number of participating institutions have increased rapidly. Implement
= During the first half of 2026, the financial authorities plan to announce the “Roadmap for the De-Designation :::n

of CD Rates as a Critical Benchmark,” marking the final phase of benchmark rate reform. It is expected that Outiook

through this plan, once the KOFR becomes established as a benchmark rate it will substantially contribute to
strengthening market confidence through alignment with international standards, enhancing benefits for

financial consumers, and improving the effectiveness of monetary policy.

Since 2024, the Bank of Korea and the Financial
. L . . Composition of the KOFR Working Group
Services Commission have undertaken active policy

measures to support the KOFR, 158 Korea’s risk-free Benchmark Rate and Money Market
. . . Consultative Committee
reference rate, in becoming established for use as a (Bank of Korea, Financial Services Commission)

reference rate for financial transactions. These

measures included announcing a transition roadmap, KOFR Adoption Working Group
L . i . (Secretary: Head of the Open Market Operations Division,
building a foundation for KOFR-linked transactions, Bank of Korea)

and implementing strategies to facilitate its wider

adoption. This section reviews the progress achieved

so far in KOFR implementation and examines its Policy Subgroup Market Subgroup

expected benefits.

Bank of Korea, Financial
Services Commission,
Financial Supervisory

Service, Korea Securities

Depository, Korea
Exchange, Korea
Federation of Banks, Korea
Financial Investment
Association, research
institutions, etc.

30 financial institutions,
including banks, securities
companies, asset
management companies,
money brokers, etc.

Source: Bank of Korea.

158 The KOFR is a risk-free reference rate (RFR) computed as the volume-weighted average of rates on actual
overnight repo transactions collateralized by Korea Treasury Bonds and Monetary Stabilization Bonds, with the
Korea Securities Depository responsible for its calculation and publication.
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Background and Progress of KOFR

Implementation

In line with the global trend of benchmark reform
triggered by the LIBOR manipulation scandal,>
Korea designated the KOFR as the domestic risk-
free reference rate in February 2021. The KOFR has
been calculated and published since November
2021. However, market participants have continued
to use CD rates even though they have inherent
limitations as a reference rate, for reasons of
convenience and established practice. As a result, the
adoption of KOFR-linked transactions has remained

very slow.

To address this, the Bank of Korea and financial
authorities, including the Financial Services
Commission, formed a public-private working
group®® in March 2024 with relevant institutions
and market participants to develop effective
measures to promote KOFR adoption.’6! In August
2024, the working group unveiled a three-stage
roadmap, developed in consultation with market
participants, consisting of (1) establishing the
technical foundation to support KOFR adoption, (2)
increasing its market share through a targeted
expansion strategy, and (3) completing benchmark
rate reform by de-designating the CD rate from its

status as a critical benchmark.

Three-Stage Roadmap for KOFR Adoption

Development of market

conventions Establishment of issuance

conventions
Preparatory Integration into ISDA
definitions
53 Enhancement of the
convenience of issuances
and transactions

Introduction of central
clearing
Irr)QIeme_ntatiopJof Agreements to expand
i within the
banking sector

q Consideration of KOFR-linked

Expansion transaction history when
G selecting OMO counterparties B )
Policies to increase

Promotion in global ves D G

financial markets

Transition
stage

De-designation of CD rates as a critical benchmark

Source: Bank of Korea.

159 As part of a comprehensive reform of benchmark rates, major economies, including the U.S. (SOFR) and the U.K.
(SONIA), have adopted transaction-based risk-free reference rates to comprehensively reform their benchmark

rate systems.

160 The working group is organized into (1) a policy subgroup responsible for developing and implementing
roadmaps and policy agenda items and (2) a market subgroup through which market participants review and

provide feedback on agenda items.
16

To promote the broader adoption of the KOFR, the Bank of Korea has continuously engaged in market

communication and policy outreach activities. In August 2024, it jointly hosted a conference with the Korea
Capital Market Institute, at which it outlined future policy directions, alleviating market uncertainty and promoting
private sector participation. In November 2025, the Bank of Korea co-hosted another conference with the Korea
Institute of Finance, holding in-depth discussions on money market development and strategies to expand the
use of the KOFR, thereby further accelerating its adoption.



Furthermore, a significant portion of the regulatory
and technical framework necessary for KOFR-
linked transactions has been put in place, including
standardized market conventions for KOFR-OIS
(Overnight Index Swap) transactions and issuance
conventions for KOFR-FRNs (Floating Rate Notes),
the standardization of KOFR as the fallback rate in
accordance with the “ISDA Interest Rate Derivatives
Definitions and Related Protocols” (September
2025), and the introduction of central clearing
through a central counterparty (CCP) for KOFR-OIS
transactions by the Korea Exchange (KRX) (October
2025).

In parallel, strategies to expand KOFR transactions
are being implemented, including the issuance of
administrative guidance recommending a target
share of KOFR-linked transactions in interest rate
swap transactions (at or above the current 10%),62
an agreement with the banking sector on KOFR-
FRN issuance (at or above the current 10%), and the
consideration of KOFR-linked transaction history
when selecting open market operations (OMO)

counterparties.163

During the first half of 2026, the policy authorities
are scheduled to announce the “Roadmap for the De-
Designation of CD Rates as a Critical Benchmark,”
marking the final phase of the KOFR transition
roadmap. Moreover, in cooperation with global
clearing houses such as the London Clearing House,

the policy authorities plan to actively pursue the

162 The authorities plan to increase the share of the KOFR in interest rate swap transactions among the 29 financial
institutions with large interest rate swap trading volumes from 10% in 2025 to over 50% by 2030.

163 Meanwhile, for KOFR-linked futures, efforts are being made to promote trading through measures such as an
overhaul of the market maker system (July 2025) and transaction fee waivers (October 2025). For KOFR-linked
loans, the groundwork for transactions is being laid by preparing draft recommendations on loan rate calculation
methods and reviewing the proposed amendments to best-practice standards on lending rates. KOFR loan

products are planned for launch in 2026.
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introduction of central clearing for offshore KOFR-

OIS transactions.

Progress in Key KOFR-Linked Transactions

These various efforts yielded tangible results in
2025, with KOFR-linked transactions posting
meaningful growth, led by KOFR-OIS and KOFR-
FRN and with the number of participating

institutions expanding.

(KOFR-OIS)

In 2025, KOFR-OIS transactions surged to 153.4
trillion won, nearly 167 times the level in 2024 (0.9
trillion won). By December, they accounted for
7.8% of total interest rate swap transactions,
approaching the target share for this year (10% as of
June 2026). The number of participating institutions
currently stands at 29—spanning both bank and non-
bank sectors—and continues to grow steadily. The
maturity profile has also improved thanks to factors
such as the administrative guidance, with the share
of transactions with longer maturities expanding
(transactions with maturities of five years or longer

amounting to 6% of all transactions).

(KOFR-FRN)

During 2025, the total issuance of KOFR-FRNs
reached 6.1 trillion won, representing a roughly
seven-fold increase over the previous year. Banks, in
particular, issued 17.4% of their total annual FRN
funding with interest rates tied to the KOFR, thereby
overachieving the target (10% under voluntary
agreements). In terms of issuer types, KOFR-FRN
issuance initially consisted mainly of pilot issuance
by policy banks. Subsequently, amid continued
regular issuance by policy banks, the issuer base has

KOFR-OIS Trading Volume and Share

mmm KOFR —OISs trading volume (left)

Q (trillion won) KOFR transaction share (right) (%) 10
Launch of
central
Agreement on market conventions clearing

48 T Expansion plan and decision to
introduce central clearing

! Implementation of !
36 ! administrative guidance,

24 | Announcement of
KOFR roadmap

12 | Formation
of working
group;

0 bt = 0
23241 I 2514 5 6 7 8 9 10 11 12

Source: Korea Exchange.

KOFR-FRN lIssuance Trends and Share

Non—bank KOFR—FRNs (left)
_ === Bank KOFR—FRNs (left)
o
a (t»nllwon won) __KOFR share of bank FRNs (iight) M’_)

Source: Yonhap Infomax.



gradually expanded to include commercial banks

and non-bank financial institutions.

Expected Benefits

With the continued efforts of the financial authorities
and market participants, once KOFR becomes firmly
established as a key benchmark rate, it is expected to
make a significant contribution to enhancing market
confidence through alignment with international
standards, increasing benefits for financial
consumers, and improving the effectiveness of

monetary policy.

(Enhancing Market Confidence Through

Alignment with International Standards)

The establishment of global-standard trading
practices through KOFR-based transactions,
coupled with current initiatives such as foreign
exchange market structural reforms and the
Corporate Value-up Program, is expected to
significantly bolster international confidence in
Korea’s financial markets. In particular, amid
expectations of foreign capital inflows into the
domestic bond market following the forthcoming
inclusion of Korean Treasuries in the World
Government Bond Index (WGBI), the presentation
of the “Roadmap for the De-Designation of CD
Rates as a Critical Benchmark,” long requested by
both domestic and international investors, is
expected to further enhance investment incentives

and to promote global capital inflows.
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(Increasing Benefits for Financial

Consumers)

The broader use of the KOFR as a benchmark rate
for loan products and other financial products is
expected to benefit financial consumers. As CD rates
incorporate banks’ credit risk, their use as a
reference rate means that financial consumers must
bear the risk of interest rate volatility arising from
changes in banks’ funding conditions. On the other
hand, when the KOFR, which moves closely with
the policy rate, is used, the risk of interest rate
volatility stemming from market events or changes
in individual banks’ credit risk is borne by banks and
cannot be unfairly passed on to consumers.
Moreover, the introduction of new KOFR-linked
loan products can broaden the range of interest rate

options for consumers.

(Improving the Effectiveness of Monetary

Policy)

The transition to a KOFR-centered benchmark rate
framework carries important implications from a
monetary policy perspective as well. Unlike CD
rates, the KOFR is a credit risk-free reference rate
that serves as the benchmark rate in the overnight
money market, where monetary policy transmission
begins, and is closely linked to the Bank of Korea’s
Base Rate. Accordingly, if the KOFR, which is
sensitive to monetary policy, is widely used as a
benchmark rate for financial transactions, the
channel through which the Base Rate is transmitted
to lending rates and other sectors of the real economy
will operate more smoothly, thereby further
enhancing the effectiveness of monetary policy.
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1. Global Inflation Risk Factors: Review and Policy Implications

Choi, In Hyup - Jeong, Seungryul - Park, Keunhyeong - Kim, Kyoung Ho

Oh, Jeong Heon * Yoo, Jae Yeong ‘- Park, Chae Bin

Monetary Policy Analysis Team, Monetary Policy Department

Global inflation has decelerated since peaking in the second half of 2022. While inflation is widely

expected to remain broadly stable, multiple risk factors are latent on the demand, supply and policy sides.

Key risk factors to global inflation persist on all three fronts. On the demand side, the risk factors include

stronger-than-expected growth and expansionary fiscal stances in major economies. On the supply side,

commodity and intermediate goods prices have been rising, driven by expanding Al investment and

heightened geopolitical risks. And on the policy side, inflationary pressures driven by protectionist

industrial policies and the potential for a broader impact of U.S. tariff policies remain a concern.

® Since the materialization of these risk factors could accelerate domestic inflation, their future

developments and impacts need to be monitored and reflected in the conduct of monetary policy.

Table of Contents
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(2) Review of Major Risk Factors
(3) Summary and Implications

(1) Background

Global inflation has slowed since peaking in the
second half of 2022, after having risen sharply due
to worsening post-COVID-19 pandemic supply
disruptions and a surge in energy prices. There is a
broad expectation that inflation in major economies
will generally continue to moderate this year'®* due
to subdued demand, slow wage growth,6> and stable

energy prices (Figure III-1).

However, risk factors to global inflation remain
latent on the demand, supply, and policy sides. On

the demand side, growth in major economies has

Figure lll-1. Global Inflation

——Advanced economies

(YoY, %) Emerging market economies (YoY, %)
10 ——Korea 10

M

15 17 19 21 23 25 27

Note: 1) Based on 34 major countries (15 advanced economies, 19
emerging market economies). The dotted lines indicate OECD
projections in December 2025.

Sources: OECD, Ministry of Data and Statistics, Bank of Korea.

164 Major global investment banks project global inflation to ease from 2.8% last year to 2.6% this year and further
to 2.4% next year (based on the average of the forecasts of five institutions released in February 2026).

165 Major institutions, including the OECD, project global wage growth to slow as labor productivity improves and
labor demand eases with the diffusion of Al, along with moderating inflation expectations (December 2025
projection for OECD members’ wage growth: 4.0% in 2025 — 3.1% in 2026).
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been stronger than expected. On the supply side, the
likelihood of higher commodity and intermediate
goods prices has increased amid expanding
Al-related investment and rising geopolitical
tensions. On the policy side, protectionist industrial
policy stances are expected to continue, and the
inflationary impact of U.S. tariff policies is likely to
widen further (Figure I11-2).

If global price pressures intensify as these risk
factors materialize, their impact on domestic prices
is likely to increase as well. Against this backdrop,
this paper reviews the major risk factors on the
demand, supply, and policy sides and draws related

implications.

(2) Review of Major Risk Factors

(Demand Side)

On the demand side, as global economic growth
remains more resilient than anticipated, upward

pressure on global prices is likely to intensify.

Global GDP is currently projected to record growth
in the low 3% range this year.1%® As growth in both
advanced and emerging market economies has
recently exceeded earlier expectations, supported by
the IT sector boom and accommodative monetary
and fiscal policies, the output gaps in advanced
economies are projected to be positive this year, in
contrast to the negative gap last year. At the same
time, output gaps in emerging market economies,
which have been already positive, are expected to

widen further during the same period (Figure III-3).

Figure IllI-2. Price Trends in Major Commodities,
Intermediate Goods"

—Energy (left)
Agricultural products (left)
——Industrial metals (left)
(1Jf5”- 2,20256=100) ——Semiconductors (right) (USD) -

130 r
115
100

85

70 + * * +

251 4 7 10 26.1

Note: 1) Semiconductor prices are based on DDR5 16GB spot
quotations.

Sources: S&P GSCl, TrendForce.

Figure IlI-3. Prospects for GDP Gap in Advanced,
Emerging Market Economies”

mQctober 2025 projections
0.4 (%) January 2026 projections (%). 0.4
<Advanced Economies>
0.2 r 0.2
0.0 0.0
-0.2 . —-0.2
23 24 25 26 27
(%) =(Qctober 2025 projections (%)
04 ¢ = January 2026 projections °L 0.4

><Emerging Market economies>

0.0 0.0
-0.4 1 -0.4
—-0.8 . . . . -0.8

23 24 25 26 27

Note: 1) Based on IMF World Economic Outlook, October 2025 and
January 2026.
Sources: IMF, Bank of Korea.

166 Bank of Korea (February 2026) projects global economic growth to reach 3.1% this year, slightly below the 3.3%

recorded last year.



When GDP growth strengthens simultaneously in
both advanced and emerging market economies,
upward pressure on global inflation can be further
amplified. An empirical analysis based on a global
Phillips curve®®” indicates that when output gaps in
both advanced and emerging market economies are
positive, global inflationary pressures tend to
increase. % If the global economy, which has
performed better than anticipated so far were to gain
further ~momentum, demand-side inflationary

pressures could strengthen (Figure 111-4).

Meanwhile, expansionary fiscal stances in major

economies 169

could not only support growth, but
also add additional inflationary pressures by
affecting inflation expectations.’”® While the recent
marked increase in fiscal spending by major
economies is expected to affect their fiscal balances,
further expansion of expenditure or introduction of
additional tax cuts might push government debt ratios
up substantially 1 (Figure III-5). With inflation
expectations in many major economies remaining
above their targets and government debt levels
already high, further fiscal expansion is likely to
heighten concerns about fiscal soundness and could

put additional upward pressure on inflation

Figure Ill-4. Nonlinearity of Global Phillips Curve"

(%p) (%p)

0.4 r Case 1: Advanced, emerging market economies gap > 0 0.4
Case 2: Global gap > 0
Case 3: Global gap <0
0.3 : 103
0.2 : 102
01 t : 101
0.0 ; . . l 0

Entire Period Case 1 Case 2 Case 3

Note: 1) Response of global inflation to a 1%p rise in the global GDP gap.

Source: Bank of Korea.

.0

Figure III-5. Fiscal Balance Projections for Major
Countries"?

—U.S. (left) Germany (right)
5 (relative to GDP, %) (relative to GDP, %) 3
0 0
-3
—6
15 -9

15 17 19 21 23 25 27
Notes: 1) IMF Fiscal Monitor, October 2025.

2) The dotted lines are projections from October 2024.
Source: IMF.

167 Using data from Q1 2000 to Q4 2025, a global Phillips curve, incorporating global inflation, global GDP gap,
global oil prices, and the U.S. dollar index, was estimated separately by business cycle phase of advanced and

emerging market economies.
16

o

economies in both advanced and emerging market economies, global inflation accelerated significantly.

16

©

higher fiscal outlays.
171

IS}

interest burden (a decline in real interest rates), thereby pushing up inflation expectations (Cochrane 2023).

17

could rise by an estimated 4%p-9%p.

For example, during the period of rising global prices in 2007, when energy demand surged amid strong

In the United States, the fiscal deficit is projected to widen, reflecting higher health insurance-related spending
and reduced tax revenues following the One Big Beautiful Bill Act (OBBBA). In the euro area, higher social security
and defense spending and large-scale infrastructure investment in some countries such as Germany are expanding
fiscal expenditure. In Japan, increased defense expenditure and energy subsidy payments are contributing to

According to the fiscal theory of the price level, a substantial increase in government debt can lead agents to
expect that the government will eventually resort to higher inflation to erode the real value of its debt and

If additional fiscal measures are implemented, such as income support transfers to low-income households ahead
of the November 2026 U.S. midterm election (about USD 400 billion), measures to address social security shortfalls
and higher defense spending in Germany (around EUR 29 billion), and temporary excise tax exemptions on
petroleum and food in Japan (around JPY 7 trillion), the government debt to GDP ratios in major economies
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expectations. For example, an analysis on the
relationship between U.S. fiscal deficits and
inflation expectations indicates that wider fiscal
deficits tend to be associated with higher inflation
expectations among economic agents (Figures I11-6,

7).

(Supply Side)

On the supply side, rising prices of commodities and
intermediate goods, driven by expanding Al-related
investment and heightened geopolitical risks, can

affect global inflation (Figure III-8).

Recently, Al-related investment, such as spending on
new data centers, has increased, and the prices of
semiconductors, natural gas, and base metals have

remained on steep upward trends (Figure I11-9).

As for semiconductors, the sharp increases in
memory chip prices, reflecting the growing demand
and resulting concentrated production for Al-related
high-performance products (such as HBMs), and
supply constraints of general-purpose items such as
DRAM, could potentially, over time, be passed
through to related IT products, such as computers
and smartphones, via import prices and producer
prices. During previous semiconductor price
upcycles, many firms absorbed higher chip costs by
compressing margins, so the pass-through of
increased semiconductor prices onto the overall
price levels was limited.1”> However, the current
semiconductor upcycle is likely to be more intense
and prolonged than in past episodes, and the range
of semiconductor intensive products, including

automobiles and home appliances, has expanded.

Figure lII-6. Relationship between U.S. Fiscal Balance”
and Inflation Expectations among the
General Public?

(Inflation Tr 17
Expectations
One °
Year °
Ahead 5 | % ° 15
, %) .9 ® 0. Correlation

R ° o® e coefficient

1 0
(Fiscal Balance Relativeto GDP, %)

Notes: 1) Eight-quarter moving average, including the current quarter.
2) Q1 2010 to Q4 2025.
Sources: University of Michigan, Bloomberg.

Figure Ill-7. Trends in Inflation Expectations among
the General Public in U.S., Euro Area”

—(F)ne year ahﬁadd
ive years ahea
(%) y %) %) %)

—O0ne year ahead
——Three years ahead
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<United States> <Euro Area?>

8 8 8 8
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4 M 4 4 4
[ <

2 d 2 2 2

0 0 0 0
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Notes: 1) The dotted line indicates the inflation target.
2) The survey covers six countries from April 2020 to March
2022, and 11 countries from April 2022 onward.
Sources: University of Michigan, ECB.

Figure 1lI-8. Al Investment” Projections

= September 2025 projection
December 2025 projection
mFebruary 2026 projection

(USD billion) (USD billion)
700 : | 7 700
600 r : : 1 600
500 r i i 1 500
400 r i i 1 400
300 E E 300
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Note: 1) Sum of capital expenditure by Meta, Google, Amazon, Oracle,
and Microsoft.
Source: Bloomberg.

72 During the IT revolution (around 2003, driven mainly by PC semiconductors), the diffusion of smartphones (around
2012), and the expansion of cloud servers (around 2016, driven by server semiconductors), the impact of higher
semiconductor prices on U.S. headline inflation is estimated to have been limited to about 0.04%p-0.05%p.



Thus, a sustained increase in semiconductor prices
could have a larger impact on overall inflation than
the case of previous semiconductor price upcycles'’®

(Figures III-10, 11).

Figure I11-9. Trends in Semiconductor,” U.S. Natural
Gas Prices?

=S natural gas (left)
NAND flash (right 1)
9 (E.JSD/MMB!U) ——DRAM (right 2) (USD_)

30 4 60
6 140
3 {20
0 Jo

23 24 25 26

Notes: 1) DDR5 16GB and MLC 128GB.
2) The dotted lines show the TrendForce and EIA projections as
of February 2026.
Sources: TrendForce, Bloomberg, EIA.

Figure 111-10. Trends in Semiconductor Prices by
Semiconductor Boom Episode”

——IT revolution (2003) Smartphones (2012)

——Cloud servers (2016) ——Al (2025)
200 771000 (T=100) 00
180 180
160 160
140 140
120 120
100 100
80 80
T +4 +8 +12 +16  (months)

Note: 1) From trough to peak during each upcycle in semiconductor
export prices (in USD).
Source: Bank of Korea.

73 In contrast, equity market volatility from a correction in Al expectations and a slowdown in Al-driven demand,
together with productivity gains and cost reductions thanks to the wider spread of Al, represent downside risks

to global inflation.
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Figure 111-11. Changes in Semiconductor Prices and U.S. Smartphone*Computer Prices during Past
Semiconductor Booms"?3

——Semiconductors (left) ——Computers (right) ~—Smartphones (right)
(YoY, %) (YoY, %) (YoY, %) (YoY, %) (YoY, %) (YoY, %)
0 Correlation -6 30 Correlation -3 40 . 70
coefficient coefﬁcnent
0 39(1

i 0.90(9)

Correlation
coefficient
-20 —20 -30 forr~l1l|on 9 0.59(0)
1 -15
(Jun 2003—Apr 2004) (May 2012—Dec 2013) (Jul 2016—Jan 2018)
—40 —27 -60 - - -12 —40 -20
02.12 03.12 11.11 12.11 13.11 16.1 17.1 18.1

Notes: 1) Semiconductor prices are based on Korea's export price index (in USD), while computer and smartphone prices are based
on their respective US CPl components.
2) The dotted lines indicate the starting point of each semiconductor upcycle, i.e., the trough in export prices.
3) The figures in parentheses next to the correlation coefficients indicate the lead time of semiconductor prices. The data series
for computers and smartphones are shifted forward by this lead time for comparison with semiconductor prices.

Sources: BLS, Bank of Korea.

Natural gas prices have also remained on a strong Figure Il-12. Al Data Center Power Demand
Projections

ward traject recently, reflecting increa
upward trajectory recently, reflecting increased o T T o

electricity demand from AI data centers. This
increase is expected to pass through to consumer

prices in major economies via higher electricity

1,000 r 1 1,000

bills '* (Figure III-12). Persistent supply and
demand imbalances in Europe due to the Russia-
Ukraine war, combined with additional structural 500 ! 500
demand related to Al are also likely to keep upward

pressure on energy prices.

2020 2023 2024 2030 2035
Source: |EA.

74 In the United States, as electricity bills have risen in line with higher natural gas prices, the contribution of
electricity charges to CPI inflation has increased from 0.09%p in the first half of 2025 to 0.15%p in the second
half of 2025.



Meanwhile, base metal prices have surged,
reflecting stronger demand from Al data center
expansion and renewable energy grid build-outs, as
well as supply constraints caused by mining strikes
and higher production costs. There is a prevailing
view that the recent sharp price increases will
moderate as demand moderates in response to higher
prices and supply constraints abate with the
expansion of capacity and the resolution of labor
strikes.”™ However, given the prospect of robust
demand for base metals linked to Al infrastructure

investment, the price outlook still remains uncertain

(Figure I1I-13).

Moreover, as geopolitical risks have intensified
recently, uncertainty over the future path of oil prices
has increased. Global oil prices had initially been
projected to remain in the mid-USD 60 range this
year amid continued excess supply. However,
heightened tensions between the United States and
Iran pushed Brent crude toward USD 70 per barrel,
and prices surged further following U.S. and Israeli
air strikes on Iran (Figure III-14). If the military
confrontation between the United States and Iran
becomes protracted, the possibility of higher global
oil prices acting as a major destabilizing factor for

global inflation cannot be ruled out.1’®

Figure IlI-13. Trends in Non-Ferrous Metal Prices

——Non-ferrous metals index (left)
Aluminum (right 1)
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Source: Bloomberg. 125
.
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Figure l11-14. Geopolitical Risk Index” and Trends in analysis
Global Oil Prices
——Brent crude (left) Geopolitical risk index (right) 1
(USD/barrel) (1985~2019=100)
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Inflation
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Note: 1) Three-month moving average.
Sources: Caldara and lacoviello (2021), Bloomberg.

75 For aluminum, supply is expected to recover as new production facilities in Indonesia come online. For copper,
output is also expected to recover gradually following the resolution of labor strikes in early February, which
followed a sharp production decline in Chile in early January.

76 |n the past, global oil prices remained on a steep upward trajectory for extended periods amid heightened
geopolitical risks, such as the political unrest in the Middle East and North Africa (around December 2010) and
tensions between the United States and Iran (around December 2011).
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(Policy Side)

There is upward pressure on global inflation from

policy-related  cost-push  factors, 77

including
protectionist industrial policies and the growing

impact of U.S. tariff policies.

Since the COVID-19 pandemic and the
Russia-Ukraine war, major economies, such as the
United States, the curo area, and China, have
implemented protectionist industrial policies, 178
contributing to greater global supply chain
fragmentation and higher production costs. These
developments are likely to exert medium- to
long-term structural upward pressure on global
inflation. Moreover, as major economies have
recently introduced a range of more strongly
protectionist industrial policies—including not only
tariffs but also tax incentives and subsidies—it is
important to note the possibility that the inflationary
impact of supply chain fragmentation could intensify

going forward (Figure I11-15).

It is also important to note the growing extent to
which higher U.S. tariffs are being passed through to
the price level. There is consensus that the impact of
U.S. tariff increase on U.S. prices will intensify
temporarily in the first half of this year and then
diminish from the second half.!”® However, a larger

and more persistent pass-through than anticipated,

Figure IlI-15. Trends in Global GVC Participation
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Note: 1) GVC-related trade’s share of total trade.
Sources: WTO, ADB.
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77 According to WTO estimates, the share of the value of G20 merchandise imports subject to trade-restrictive
measures (tariff and non-tariff) relative to total imports rose from an average of 3.9% in 2010-2019 to 11.1% in

2020-2024 and surged to 22% in 2025.

78 |n the United States, the Creating Helpful Incentives to Produce Semiconductors (CHIPS) Act provides incentives
for companies investing in domestic semiconductor manufacturing facilities, while the Inflation Reduction Act
(IRA) encourages the procurement of commodities for electric vehicle batteries from the United States. As for the
Euro area, the Critical Raw Materials Act (CRMA) has been enacted, aiming to secure regional supply chains and

promote investment in raw materials essential for the transition to a green economic structure.

79 This assessment assumes that, by roughly the amount corresponding to the gap between the tariff pass-through
rate during the first Trump administration (about 70%) and the estimated pass-through rate at the end of 2025
(about 60%), higher tariffs will be passed through to prices via import prices in the first half of this year, with the

impact then fading starting in the second half due to base effects.



for example, due to spillovers into service prices and
demand shifts toward domestic products, could
potentially strengthen inflationary pressures in the

United States (Figure I11-16).

Against the backdrop of U.S. inflation remaining
above target, more frequent increases in goods prices
driven by tariff hikes could spill over into higher
service prices. As suggested by the VAR model
estimates, 18© when U.S. PCE inflation is above
target, the effect of higher goods prices on service
prices becomes larger and more persistent (Figure
II-17). Furthermore, when import prices rise due to
higher tariffs, demand might shift toward
domestically produced substitutes, and the prices of

domestic products could also rise with a time lag.

If an increase in the pass through of U.S. tariffs to
prices were to result in persistently high inflation in
the United States, this could heighten uncertainty
regarding the future path of the U.S. Federal
Reserve’s monetary policy. Higher uncertainty about
U.S. monetary policy is expected to heighten
inflationary pressures in major trading partners via
exchange rate channels, such as through a stronger

U.S. dollar.18!

Figure 111-16. Trends in U.S. Imports, Locally
Produced Goods Prices”

= |mports Locally produced goods

Jan. 1, 2025=100 _ -
106 ¢ ) (an. 1, 2026=100) ,

! Tariff imposition, April 2025

98 H " " " 98
251 4 7 10 26.1

Note: 1) The November 2025 data reflect a temporary decline due to
Black Friday.
Source: Pricing Lab.

Figure IlI-17. Transmission of Goods Prices to
Service Prices by Inflation Regime”
——Below inflation target Above inflation target

(%p) (%p)
0.3 1 03

0.1 / 1 0.1
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-0.1 s . . Y -0.1
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Note: 1) Response of service prices to a 1% increase in US goods prices.
Shaded area denotes the 68% confidence interval.

Source: Bank of Korea.

180 Using a two-variable threshold VAR model with U.S. PCE goods and service prices, estimated over the period
from January 2000 to November 2025, the impact of a goods price shock on service prices was assessed.

181 Weaker import demand in the United States, which would dampen export demand in its trading partners, together
with possible price cuts by Chinese exporters seeking alternative markets, could act as a downside factor for

global inflation.
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(3) Summary and Implications

If the global inflation risk factors discussed above
materialize, they are likely to put upward pressure on
domestic prices via both direct and indirect

channels.182

Above all, higher global inflation can be transmitted
directly to domestic prices via increases in import
prices. Estimates from a Phillips curve for Korea that
incorporates global inflation'®® suggest that a 1%p
rise in global inflation leads to an increase of about

0.2%p in domestic inflation.

Furthermore, an expansion of Al-related investment
and geopolitical risks are latent upside risks not only
to the global inflation but also to domestic prices.
Their potential impact on domestic inflation

warrants close attention should they materialize.

Meanwhile, rising global inflation can heighten
uncertainty about monetary and fiscal policies in
major economies, thereby indirectly strengthening
spillovers to domestic prices through exchange rate
channels. With U.S. long-term Treasury bond yields
remaining elevated due to concerns over fiscal

sustainability and inflation, 18

a strengthening of
expectations for a shift in Fed monetary policy could
amplify the U.S. dollar/Korean won exchange rate

volatility via the domestic/international interest rate

Figure 1lI-18. Trends in Exchange Rates in Korea,
Japan, Taiwan

——USD/KRW (left) USD/JPY (right 1) =—USD/TWD (right 2)
(USD/KRW) (USD/JPY) (USD/TWD)
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Sources: Bank of Korea, Reuters, Bloomberg.

Figure 11I-19. Pass-Through from Processed Food
Prices to Service Prices by Exchange
Rate Condition"

= USD/KRW Exchange Rate Depreciation Period?

Other Periods? 9
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0.2 10.2

0.0 0.0
-0.2 . -0.2

Personal Services Personal Services
(Dining Out)

Notes: 1) Impact of a 1%p increase in processed food prices on service

prices.
2) Defined as periods when the year-on-year volatility of the
USD/KRW exchange rate exceeds 1.7%p.
Source: Bank of Korea.

182 A weakening of the positive spillovers from exports to domestic demand amid an IT-driven recovery could limit
the upward pressure that stronger global growth would otherwise exert on domestic prices.
183 The estimation uses quarterly data from Q1 2010 to Q4 2025 for consumer price inflation (CPI), the GDP gap,

Prices (t-1) GDP gap

Estimated

*kk *%
coefficients? 041 0.16

1-year-ahead inflation expectations of the general public, global inflation, and an energy price index.
Inflation Global

expectations

0.48*** 0.25%** 0.07%**

Global ene
. . . roy Constant term
inflation prices

=127

Note: 1) *** and ** indicate significance at the 1% and 5% levels, respectively.

184 As of February 25, 2026, the yield on the U.S. 10-year Treasury bond stood at 4.1%, well above its long-term

average of 2.7% (10-year average).



differential channel (Figure III-18). Notably, this
could intensify cost-push pressures on processed
foods, which use a high proportion of imported
commodities and intermediate goods, and spill over

18

into higher service prices,'® such as for dining out

(Figure I1I-19).

Given the presence of global inflation risk factors,
developments in major risks and their direct and
indirect effects on domestic prices should be
monitored and reflected in the future conduct of

monetary policy.
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