
The National Assembly has approved the comprehensive 
727.9 trillion KRW (500 billion USD) spending bill for 
2026, marking a significant 8.1% increase year-on-year. 
Notably, the bill passed on the legal deadline for the first 
time in five years, signaling a rare moment of 
bipartisanship. The spending package focuses on 
developing AI capabilities, strengthening the social safety 
net, and promoting economic growth across all regions of 
the country.

This month’s newsletter provides an overview of the 2026 
budget and explores the four spending priorities that will 
shape business decisions in the year ahead: energy 
infrastructure, AI hardware and on-device leadership, 
cross-sector R&D, and strategic initiatives.
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Budget focus

The fiscal package reflects the government’s view that 
Korea must accelerate investment in future technologies 
and productivity-enhancing sectors to counter slowing 
growth and structural demographic pressures.

Beyond the headline increase, the finalized budget 
outlines a shift toward growth-oriented fiscal 
management that concentrates resources in strategic 
industries while sustaining core welfare and regional 
programs. Ministries have been instructed to realign 
program portfolios, strengthen inter-agency coordination, 
and streamline implementation procedures. As these 
allocations move into executable projects, implementation 
speed will be an important factor to watch in 2026.

A central mechanism behind this pivot is the “National 
Growth Fund,” which positions the state as an active risk-
sharer to promote long-term investment in high-stakes 
projects. The administration aims to “pump-prime” the 
private sector and lower entry barriers for domestic 
conglomerates, encouraging companies to commit to 
volatile strategic sectors where they might otherwise limit 
their exposure. 

This heightened spending comes with a trade-off in 
financial discipline. The finalized budget projects a 
managed fiscal deficit of 109 trillion KRW (3.9% of GDP), 
exceeding the government’s traditional 3% cap. The 
administration argues that short-term debt accumulation 
is justified to advance large-scale projects that will 
strengthen Korea’s position in AI and high-tech sectors.

Market observers caution against a potential asset-liability 
mismatch in the state's AI strategy. The concern is that 
long-term sovereign debt is being deployed to finance 
hardware with a comparatively short shelf-life. With chip 
architectures evolving annually, the administration's three-
year phased procurement plan risks locking capital into 
today’s H200 and Blackwell units just as superior next-gen 
iterations hit the market. This obsolescence risk is 
heightened by the decision to bypass standard feasibility 
studies, prioritizing procurement speed over long term 
cost-benefit analysis.

De-risking strategic 
industries through 
state-backed 
investment
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Wrap: Growth-oriented investment fiscal strategy for 2026

*USD figures in this issue are approximate and based on 
an early-December rate of about KRW 1,470 per USD.



The National Growth Fund - 150 trillion KRW liquidity injection 

In the upcoming 2026 budget cycle, the Lee 
administration is pivoting to a high-risk, high-return 
investment model underpinned by the “National Growth 
Fund,” which has been expanded from an initial plan of 
100 trillion KRW to over 150 trillion KRW (68 to 102 billion 
USD) over the next five years. The fund targets a broader 
spectrum of strategic industries, extending beyond AI, bio-
health, and semiconductors to include defense, secondary 
batteries, hydrogen, robotics, displays, and future mobility. 
The fund is composed of 75 trillion KRW in policy finance 
managed by the Korea Development Bank and 75 trillion 
KRW in private matching funds. 

In order to catalyze bold investment in large projects, the 
government will act as a subordinated investor to absorb 
initial losses. This mechanism lowers barriers to entry for 
large-scale investments while offering diverse support 
channels, including direct equity investment, 
infrastructure support for AI data centers, and low-interest 
loans at the 2% level for facility investments. For the 2026 
fiscal year alone, 1 trillion KRW (0.68 billion USD) has been 
allocated as "pump-priming" capital to kickstart the 
initiative, with the high-tech strategic industry fund set to 
launch in early December. Additionally, the budget for the 
"Fund of Funds" (K-MoTae Fund) has been increased to 
nearly 1.1 billion USD, further expanding the pool of 
available capital for startups and scale-ups.

The US-Korea Strategic Investment Corporation

The administration is applying a parallel strategy to the 
management of the economic alliance with the US. The 
finalized budget reallocates 748 million USD to capitalize 
the new "US-Korea Strategic Investment Corporation.” This 
forms the budgetary portion of the Corporation’s initial 2 
billion USD capitalization (the remainder coming from 
non-budgetary sources) and creates a government-
backed vehicle for joint ventures in supply chain-critical 
sectors. The corporation will execute South Korea’s 350 
billion USD investment commitments to the United States 
(agreed in the November 2025 MOU), primarily in 
semiconductors, batteries, shipbuilding/defense, and AI — 
providing a dedicated, government-backed vehicle that 
insulates these strategic projects from annual budget 
volatility and short-term political fluctuations.
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2026 Budget overview

KRW 728 tn
(USD 540 bn)
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President’s priority maintained

Growth rate compared to the 2025 budget

NA-led adjustments to budget

Lee Administration’s Priority 
Programs Maintained
• National Growth Fund: 

KRW 1 tn
• Local Voucher: KRW 1.15 tn

TOTAL: 8.1%
(KRW 673 tn → 728 tn)

Opposition-led Cuts Accepted
• AI budget adjustments 

(partial cuts across multiple 
sub-items): KRW 203.4 billion 
reduced out of KRW 10 trillion 
total

• Cuts applied to inflated 
or low-priority AI 
projects / distributed 
small reductions 
across all categories

• Policy Funds: KRW 320 billion 
cut from KRW 3.543 trillion 
(including K-MoTae Fund 
adjustments)

• U.S. Investment Support 
Package: KRW 800 billion cut 
from KRW 1.9 trillion

• (reflecting outcomes of tariff 
negotiations)

양당증액 요구안
- 국가정보자원관리원
재해복구시스템구축, 분산전력망,
AI 모빌리티실증사업 / 도시공급
배관설치지원, 국가장학금, 보훈
유공자참전명에수당
-

Lee Administration’s중점사업유지
- National Growth Fund 1조원유지
- 지역사랑상품권 1조 1500억원

야당요구안감액수용
- AI 지원금액에서일부항목조정

(10조원중 2034억원감액) 
- 부풀리기, 끼워맞추기된 

AI사업예산삭감 (전체
품목에서조금씩줄이는
방식)

- 10조원가까운금액유지
- 정책펀드예산 3조 5431억중

3200억원감액 K-MoTae Fund
- 대미투자지원금융패키지감액 (1

9000억원중 8000억원) : 관세협상
결과반영

Additions (Both Parties 
Requested)
• DP : National IT Disaster 

Recovery System (NIRS), 
Distributed Power Grid 
Projects, AI Mobility 
Demonstration Projects

• PPP: Urban Gas Pipeline 
Installation Support, National 
Scholarships, Veterans’ Honor 
Allowance (참전명예수당)-

• National Growth Fund: KRW 1 tn
• Local Voucher: KRW 1.15 tn

Opposition-led cuts accepted

• AI Budget: KRW 203.4 bn cut
(inflated / low-priority items 
trimmed)

• Policy Funds: KRW 320 bn cut
(from KRW 3.543 tn incl. K-MoTae)

• U.S. Investment Package: KRW 800 
bn cut from 1.9 tn
(reflecting tariff negotiation 
outcome)

Key budgetary additions by party

• DP : National IT Disaster Recovery 
System (NIRS), distributed power 
grid projects, AI mobility projects

• PPP: Urban gas pipeline installation, 
national scholarships, Veterans’ 
Honor Allowance



Energy infrastructure - the AI grid and HVDC superhighway

The new "Ministry of Climate, Energy, and Environment 
(MCEE)" marks a significant shift, merging energy and 
environmental portfolios to fast-track AI infrastructure 
with a 13 billion USD budget. Prioritizing renewable 
integration and data center stability, the ministry allocated 
81.3 million USD for an AI-controlled distributed power grid 
and 272 million USD to fortify disaster recovery (DR) 
systems. Additionally, 340 million USD was secured for 
physical infrastructure, including for underground utilities 
at the Yongin Semiconductor Cluster. Furthermore, 8.2 
million USD targets the "West Coast Energy Highway" 
(HVDC) to address transmission bottlenecks. These 
allocations, alongside 441 million USD for renewable 
energy loans, signal immediate opportunities for global 
firms specializing in grid technology, HVDC cabling, 
renewable generation, and energy management software.

AI hardware supremacy - on-device prioritization

Korea is leveraging its manufacturing prowess to 
dominate the AI hardware supply chain, supported by a 
6.9 billion USD budget, a three-fold increase from last year. 
Moving beyond reliance on foreign cloud servers, the 
government is aggressively pursuing "On-Device" AI 
supremacy. A specific allocation of 125.8 million USD 
targets the "K-On-Device AI Semiconductor R&D" project 
for low-power, high-performance chips in mobility and 
appliances. Additionally, 42 million USD has been 
allocated for autonomous driving testbed cities, alongside 
15.1 million USD for autonomous ship technologies. 
Simultaneously, the government secured 1.43 billion USD 
to procure approximately 15,000 high-performance GPUs. 
This dual-track approach of building a state-backed 
computing cluster while developing proprietary edge 
chips opens substantial doors for global IP core suppliers 
and EDA tool providers to partner with Korean OEMs 
internalizing their chip development. The government is 
also launching the AX-Sprint project with 612 million USD 
to digitize 300 lifestyle-based businesses, creating a new 
B2B market for AI solution providers.

Prioritizing high-
impact tech 
domains

Source: News1

Wrap: Strategic investment priorities

Source: News1



Cross-sector R&D

Compounding the strategic investment in AI-related 
sectors is a record-breaking 35.3 trillion KRW (24 billion 
USD) R&D budget, a 19.3% year-on-year increase aimed at 
"restoring the research ecosystem." The allocation strategy 
is bifurcated into "Technology-led Growth"—heavily 
weighting Strategic Technologies (5.8 billion USD) and 
Defense (2.7 billion USD)—and "Growth for All," which 
prioritizes the stabilization of basic research (2.3 billion 
USD) and talent cultivation. Crucially, the Ministry of 
Science and ICT is overhauling the funding structure for 
government-funded research institutes by phasing out 
the competition-heavy Project-Based System (PBS). This 
structural reform guarantees base funding to allow 
researchers to focus on long-term national missions rather 
than short-term project hunting, signaling a favorable 
environment for joint international R&D initiatives. 
Additionally, the final bill restored the SME R&D budget to 
1.5 billion USD (a 45% increase), effectively reversing 
previous austerity measures and reopening the pipeline 
for tech startups and scale-ups.

Strategic market stability measures

The 2026 budget deliberately converts enhanced U.S.–
Korea security cooperation into tangible trade, energy, 
and defense-industrial gains. The administration 
highlighted the successful conclusion of US-Korea tariff 
negotiations regarding automobiles and semiconductors 
as a key achievement, effectively reducing regulatory 
uncertainty for multinational firms. On the energy security 
front, diplomatic progress on uranium enrichment and 
spent fuel reprocessing was emphasized as a foundation 
for advancing Small Modular Reactor (SMR) technology, 
signaling long-term energy independence. Furthermore, 
the deepening security alliance with the US is being 
operationalized through industrial cooperation; a new 3.4 
million USD budget has been assigned to help Korean 
shipyards acquire US Navy Maintenance, Repair, and 
Operations (MRO) certifications. This, combined with the 
Coast Guard’s 15.1 million USD project to acquire a high-
spec S-92 Full Flight Simulator (with 1.5 million USD 
allocated for design in 2026), demonstrates a robust 
demand for high-end global aerospace and defense 
equipment, validating the market's stability through 
strategic integration.

Source: MSIT
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A return to procedure, with caveats

On one hand, the passage of the 2026 budget on the 
statutorily mandated deadline marked a return to 
procedural normalcy for the first time in five years. On the 
other hand, it resurfaced longstanding grievances over the 
budgetary process. With disagreements over contentious 
projects persisting until November 30, the deadline was 
only kept through the utilization of the “sub-
subcommittee,” an opaque body with no legal basis, to 
bypass gridlock. Composed of a select few including the 
Budget Committee Chairperson, rival party secretaries, 
and the 2nd Vice Minister of Economy and Finance, this 
group brokered the final deal. However, the Board of Audit 
and Inspection has previously warned that this format 
lacks transparency and favors the specific interests of the 
sub-subcommittee members. Critics argue that this 
recurring practice stems from structural flaws in the 
legislative calendar, where the National Audit consumes 
October and leaves little time for budget review in 
November. 

Moving immediately to implementation, the government 
is set to hold a Cabinet meeting on December 9 to 
approve the budget allocation plan and finalize consent 
for parliamentary increases. The Ministry of Economy and 
Finance has announced a strategy to frontload execution, 
assigning 75% of total expenditures to the first half of the 
year to accelerate future growth initiatives and stabilize 
public livelihoods.
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implementation in 
2026
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