Korean Economy

2025 in Review

The Korean economy is estimated to have expanded
by approximately 1.0% in 2025, marking a significant
deceleration from the prior year. This slowdown was
driven primarily by subdued domestic demand and a steep
decline in construction investment, even as exports and the
semiconductor sector maintained their underlying strength.

Private consumption recorded a moderate increase of
around 1.3%, supported by relatively stable employment
conditions and improved income prospects in IT-related
industries. However, consumption growth remained limited
due to structural constraints such as elevated household
debt, demographic aging, and uneven economic recovery
between IT and non-IT sectors.

Exports continued to support economic activity. Notably,
semiconductor exports remained strong amid robust global
demand related to Al infrastructure, high-performance
computing, and data centers. Nevertheless, overall export
growth slowed to around 3.1%, reflecting weaker global trade
momentum and uncertainties surrounding international trade
policies.

Investment trends diverged significantly across sectors.
Equipment investment expanded by around 2.0%, driven
mainly by semiconductor-related capital expenditure. In
contrast, construction investment contracted sharply by
approximately 9.9%, reflecting high construction costs,
delays in housing construction projects, and persistent
regional housing oversupply.

Inflation continued to stabilize during the year. Consumer
price inflation slowed to around 2.1%, as subdued demand-
side pressures offset cost-push factors such as rising
service prices and insurance premiums. Core inflation also
remained moderate amid a persistent negative output gap.

The labor market remained relatively stable. Employment
increased by around 190,000 persons, although the

pace of job creation gradually slowed compared with the
previous year. Job gains were mainly concentrated in the
service sector, while employment in construction and some
manufacturing industries weakened.

Overall, the Korean economy in 2025 was characterized by
slow growth featuring clear sectoral divergence, as strong
performance in semiconductors and exports contrasted with
weak domestic demand and construction activity.
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Prospects for 2026

The Korean economy is expected to recover to around 2.0%
growth in 2026, backed by improving domestic demand and
continued strength in the semiconductor industry.

Private consumption is projected to grow by around 1.8%,
supported by rising wages in IT-related sectors, improving
corporate earnings, and favorable financial market
conditions. Nevertheless, structural factors such as high
household debt and population aging are expected to limit
the pace of consumption recovery.

Exports are forecast to increase by around 2.1%, driven
primarily by sustained global demand for semiconductors
associated with the expansion of Al-related industries.
However, uncertainties related to global trade conditions and
potential tariff policies remain key downside risks.
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Equipment investment is expected to expand by
approximately 2.4% thanks to continued capital
expenditure in semiconductor manufacturing and Al-
related infrastructure. Meanwhile, construction investment
is projected to recover modestly, growing by around 1.0%,
although the pace of recovery will remain limited due to
delays in housing projects and structural challenges in the
property market.

Inflation is expected to rise slightly to around 2.2%, reflecting
moderate cost pressures in services and regulated prices
such as insurance premiums. However, overall inflationary
pressures are expected to remain contained due to relatively
subdued demand conditions.

The Bank of Korea (BOK) is expected to maintain a neutral
monetary policy stance in 2026, balancing support for
the nascent economic recovery with the need to manage
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financial stability risks, particularly elevated household debt
and exchange rate volatility. The BOK is likely to remain
vigilant regarding inflationary pressures stemming from oil
price increases amid conflicts in the Middle East, which may
constrain the scope for further easing. Market expectations
suggest that any shift toward rate hikes is unlikely in the near
term.

Employment growth is projected to remain stable, with the
number of employed persons increasing by around 170,000.
Service sector improvements and a gradual stabilization in
construction activity are expected to support job growth.

Looking ahead, the Korean economy’s trajectory will depend
largely on several external factors, including:

Key Economic Indicators

« the sustainability of a global semiconductor cycle driven by
Al investment;

« developments in global trade policies, particularly U.S. tariff
measures;

« financial market volatility and exchange rate movements;
and

« the pace of economic recovery in China and global trade

If global semiconductor demand remains robust, Korea’s
export sector will continue to support economic growth.
However, persistent weakness in non-IT sectors and
structural challenges in domestic demand may constrain the
overall recovery.

(Unit: %)

2026(F)
2024 2025
First Half Second Half Annual

Real GDP 2.0 1.0 2.4 1.6 2.0

Consumer Spending L A - T 23 3 18
Equipment Investment 7o 20 24 23 24
Construction Investment 83 90 08 26 10
UnemploymentRate 28 28 31 26 28
Current Account Surplus (USD billion) 100 1281 863 87 1700
Exports 64 31 35 08 21
mports 13 21 34 5 25
Consumer Price Inflation 23 21 21 22 22
Average Three-Year Treasury Yield a1 25 24 23 24
KRW/USD Exchange Rate (KRW per USDT) 1470 - 1435 1440 1420 1420

* Exchange rates for 2024 and 2025 are based on the Bank of Korea'’s year-end closing rates. The 2026 forecast is the median of Bloomberg’s consensus

exchange rate estimates as of March 2026.

(Sources: Bank of Korea, February 2026, Korea Institute of Finance, December 2025, Bloomberg, March 2026)
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