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Yield Movements

Local currency (LCY) government bond yields in the
Republic of Korea rose an average of 19 basis points
for all tenors between 1 September and 31 October as
the Bank of Korea (BOK) left the base rate unchanged
(Figure 1). Yields rose amid the central bank keeping

the policy rate steady in its last three meetings. On

23 October, the BOK maintained the base rate at 2.50%,
as it deemed growth and inflation to be stable. The central
bank said it would continue to monitor the possible
impacts on financial stability of developments in the
housing market and foreign exchange volatility brought
about by trade negotiations with the United States.”
Market participants expect further delays with the next
rate cut given that the BOK may need more time to
assess the effect of the government’s market stabilization
measures on housing prices.

Local Currency Bond Market Size
and Issuance

The Republic of Korea’s LCY bond market expanded
2.3% quarter-on-quarter (q-o-q) in the third quarter
(Q3) of 2025 to KRW3,447.4 trillion, supported by
expansion in both the government and corporate
bond segments. Outstanding government bonds rose
3.0% g-o-qin Q3 2025 due to an increase in government
borrowing to fund the second supplementary budget
approved in July 2025 (Figure 2).2* Corporate bonds
outstanding rose 2.0% g-0-q, despite a marginal
contraction in issuance, due to fewer maturities during
the quarter.

Total LCY bond issuance in the Republic of Korea
gained 3.5% q-o-q to reach KRW287.2 trillion, driven
by increased issuance of government and central bank
bonds. Government bond issuance rose 3.4% g-o-q

as the government sold additional bonds to help

finance the second supplementary budget (Figure 3).
Corporate bond issuance was almost at par with the

Figure 1: The Republic of Korea’s Benchmark Yield
Curve—Local Currency Government Bonds
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Figure 2: Composition of Local Currency Bonds
Outstanding in the Republic of Korea
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previous quarter due to weak funding demand as bond
yields remained elevated on reduced expectations of a
policy rate cut during the quarter. Meanwhile, central
bank bond issuance surged 38.5% g-o-q in Q3 2025
as the BOK stepped up efforts to manage liquidity in
the market.

This market summary was written by Angelica Andrea Cruz, consultant, Economic Research and Development Impact Department, Asian Development Bank, Manila.

2 0n 29 October, the Republic of Korea released details of its recently concluded trade negotiations with the United States, including a USD350 billion fund for investment in the
United States and the lowering of tariffs on Korean autos and auto parts from 25% to 15%, among others.

24 On 6 July, the National Assembly approved the KRW31.8 trillion second supplementary budget, exceeding the first supplementary budget of KRW12.2 trillion.



https://koreajoongangdaily.joins.com/news/2025-10-23/business/finance/BOK-delays-rate-cut-but-reaffirms-easing-cycle/2427402
https://www.reuters.com/business/autos-transportation/south-korea-releases-details-trade-deal-struck-with-us-2025-10-30/
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Figure 3: Composition of Local Currency Bond Issuance
in the Republic of Korea
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Investor Profile

The Republic of Korea’s LCY government bond
market maintained its diverse investor profile. LCY
government bonds outstanding continued to be held

by five major investor groups at the end of June, led by
insurance companies and pension funds with a share of
30.2% (Figure 4). This was followed by foreign investors
with a holdings share of 20.9%, up from 18.5% in the
same period in 2024 due to net foreign bond inflows

in the second quarter of 2025. Foreign inflows were
driven by expectations of a policy rate cut and the April
announcement of the inclusion of the Republic of Korea
in the FTSE Russell World Government Bond Index

Figure 4: Local Currency Bonds Outstanding
Investor Profile
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in 2026. Other major investor groups in the LCY
government bond market and their respective holdings
shares include banks (19.6%), other financial institutions
(15.2%), and the general government (13.0%). The LCY
corporate bond market continued to be dominated by
two major investor groups: Other financial institutions
held almost half of the total at the end of June 2025, while
insurance and pension funds accounted for 27.4%.

Sustainable Bond Market

The Republic of Korea’s sustainable bond market
mostly comprised short-term social bonds and green
bonds at the end of September. The Republic of Korea’s
sustainable bond market posted marginal growth of

0.3% g-0-qin Q3 2025 to reach a size of USD185.7 billion
at the end of September. Overall growth was weighed
down by a 30.4% g-o-q contraction in issuance during
the quarter. Social bonds and green bonds continued to
dominate the sustainable bond market with shares of
54.8% and 28.4%, respectively (Figure 5). Both public
and private institutions are active issuers of sustainable
bonds, with almost equal shares of the market. State-
owned firm Industrial Bank of Korea was the largest issuer
of sustainable bonds in Q3 2025, raising KRW1.8 trillion
(USD1.3 billion) worth of multitenored (2-10 years) social
bonds. Most sustainable bonds outstanding at the end

of September had remaining tenors of less than 5 years,
resulting in an average size-weighted tenor of 3.0 years.
Nearly 60% of total sustainable bonds outstanding were
denominated in Korean won, followed by the United States
dollar with a share of 29.6% and the euro at 8.0%.

Figure 5: Market Profile of Outstanding Sustainable Bonds
in the Republic of Korea at the End of September 2025
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