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Korea

GDP growth is projected to weaken to 1.0% in 2025, before picking up fo 2.1% in 2026 and 2027. Private
consumption is supported by fiscal and monetary easing and rising real wages. Increased female and elderly
labour market parficipation will expand employment, and the unemployment rate will remain low. Headline
consumer price inflation will remain in line with the 2% target. Exports are supporting growth but are expected
to slow in the medium term. Uncertainty over tariff negotiations and structural shifts in global supply chains
could weigh on exports and dampen business invesiment.

The Bank of Korea cut the policy rate to 2 5% in May and is assumed fo lower it further to 2 25% by md-
2026 amid weak domestic demand. Two supplementary budgets provided ample fiscal shimulus in 2025, but
should be complemented by a sustainable long-term fiscal framework. Regulatory reform, including lowering
barriers to trade and foreign direct investment and opening up sectors with heavy state involvement to
competition, could boost growth.

Growth is picking up

After a contraction in the first gquarter, growth picked up to 2.7% (annualised rate) in the second quarter
and 5.5% in the third. The new administration enacted a supplementary budget heavily tited towards
consumption coupons. This boosted consumer sentiment, which has remained at elevated levels over the
summer, notably inflating spending plans. Business sentiment has improved since eardy 2025 but remains
low. Employment fell by 0.5% in October, unwinding gains in September likely related to the timing of the
lunar holiday, while the unemployment rate has stabilised at historically low levels of around 2.5% . House
price increases in the Seoul area have triggered two rounds of tightened lending limits in pressure areas.

Korea
The public deficit is widening Howsing price increases in the Seoul area”
raflect size and quality improvements
% %
4 ——  Fiszal balance (% of GOPY 180
— ETICE peEr UNE, unodusies

—— Shuctural balance (% of putashal GDF) i i 180

3 —
for and
2 fﬁ eSS 1m

3.{ \ 180
e l1I 150
o e 140
-1 \ \‘-. 130

120
-2
110
- 100
4 L 'l 1 L L L A L 1 L L 1 i J i i i A 1 A ' i m
2015 207 2018 2021 2023 2025 2027 2010 2015 2020 2025

1. Data refers to Seoul Metropolitan Area.
Spurce: DECD STEP 118 database; and KOS5,
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Korea: Demand, output and prices

2022 2023 2024 225 2026 2027
Currand prices Parcaniage changes, waluma

Korea KRW wrillian {2120 pricas)

GOP at market prices 23238 1.8 2.0 1.0 21 21
Private congumption 113494 2.0 11 1.2 20 22
Gower nment congump fion 4095 1.4 21 28 34 28
Grogs foed capial formation 421 f2 H8  27 1.5 21
[Fnad domestic demand 2213 1.3 T 0.3 21 23

Stock buldi ng' 323 01 05 0.4 0.0 00
Total domestic demand 23237 1.4 0.2 o.r 21 23
Exports of gonds and services 10526 3.4 6.8 4.5 3.6 21
Imports of goods and services 10524 30 23 4.1 38 24

et empoits! K| 0.2 1.8 0.3 0.1 00

Meamorandum ifems

GDP def ator _ 2.0 4.1 28 148 14

Consumer price index L 38 23 20 1.8 20

Coneinfation index® = 3.4 2.2 19 ig 20

Unemployment rate (% of labour foroe) _ 27 28 28 2.5 25

Howsmehold saving ratio, net (% of diaposable iIncome) t 7.3 986 108 111 110

General government fnancial balance (T of GOP) _ 8 45 249 28 2%

Ganeral government groas debt (% of GOP) it 488 480 482 8520 S50

Cument sccount balance (% of GOP) = 18 53 &.4 6.4 62

1. Corfribuions o changas in real GDP, actual amaunt in the s column.
2. Consurmar price index axduding faod and anengy.
Sauwrce: DECD Ecanamic Oulioak 118 datatise.

Statlink e hipsstat linkigeifls

Korea has considerable trade exposure to the United States, directly and through its participation in global
value chains. Under the Korea Strategic Trade and Investment deal, tariff rates on most Korean exports to
the United States have increased from 0% under the US-Korea Trade Agreement to 15%. This is
conditional on USD 350 billion of Korean direct imnvestment in the United States, of which USD 150 billion
relates to on-going cooperation on shipbuilding. The remaining investments are subject to the identification
of viable projects and capped at USD 20 billion per year. Industrial production expanded considerably in
August and September, and exports showed strong gains, particularly in the non-tech sector.

Fiscal policy has turned supportive, while monetary easing is set to continue

Two supplementary budgets, together amounting to approximately 1% of GDP, have turned fiscal policy
expansionary. Around half of the stimulus came in the form of consumption coupons, with a direct although
temporary boost to growth. Mo consolidation plan exists, and the government projects fiscal deficits,
exduding surpluses from social security funds, to remain above 4% of GDP in the years to come, despite
a forecasted cyclical increase of corporate income tax receipts. The Bank of Korea cut the policy rate to
2.5% in May. A further 0.25% rate cut is expected in the first half of 2026.

Growth is set to strengthen
GDP is projected to grow by 1.0% in 2025, strengthening to 2.1% in 2026 and 2027, Headline inflation is
set to emain close o the 2% target. Employment will continue to expand, largely due to increased labour

market particdpation of women and older workers. The unemployment rate will stabilise at current low
levels. Consumption coupons will bocst household spending in the short term, while monetary easing,
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rising real incomes and a resilient labour market will sustain consumption in 2026-27 . Exports will sup port
growth in the short term, despite increased tariffs, but are expected to slow in the medium term. Growth
could be higher than projected if households consume a larger share of their rising income and public
transfers than assumed. Conversely, uncertainty ower tariff negotiations and structural shifts in global
supply chains could weigh more heavily on exports and dampen busingss imsestment.

Short-term support should not end up in long-term fiscal slippage

Further monetary policy loosening is wamanted considering weak domestic demand. Ageing will exert
considerable future spending pressures. Spending plans should therefore be followed by a biparisan
commitment to putting public finances on a sustainable path. Lowering barriers to trade and foreign direct
imvestment, opening up sectors with heavy state involvement to competition, and speeding up the wider
application of regulatory inventions successfully trialled in Korea's well-developed regulatory sandbox
system can boost productivity. Owver time, housing price increases in and around Seoul reflect that the size
and quality of sold housing units have increased. The recent tightening of macroprudential regulations in
these areas from already stringent levels may come with diminishing retums and increasing costs to
growth. Furthermone, it restricts access to segments of attractive housing for all but high-wealth individoals.
Refoming the |abour market to reduce duality, move decisively from seniority-based to performance-based
wage setting and systematically enforce legislation against discrimination, can boost growth, lower elderly
poverty and lessen the high opportunity cost of motherhood.



