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Hotter-than-expected prices put South
Korea on track for July rate hike
South Korea’s inflation pressures broadened and firmed in May. With
growth holding up and inflation on a higher path, the Bank of Korea is
poised to begin a new tightening cycle. We expect the BoK to raise rates
by 25bp in July, October, and again in the first half of 2027
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3.1% Consumer price inflation (%YoY)
Core excluding food and energy rose 2.5%

Higher than expected

Consumer inflation accelerated faster than expected
South Korea’s CPI inflation rose 3.1% year-on-year in May (vs 2.6% in April, 2.9% market
consensus, 3.0% ING). The main driver was fuel, with gasoline and diesel prices up 23.1% and
33.3%, respectively. The government maintained its gasoline price cap and extended its fuel
tax cut. But pressures strengthened and broadened to other items. There were noticeable
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increases in airfares (30.1%) and IT gadgets (14.3%). Other major items, such as clothing,
furnishings, and housing, rose compared to the previous month. Thus, core inflation also
accelerated firmly by 2.5% (vs 2.2% in April and market consensus). We expect inflation to
accelerate further towards 3.5% in the coming months as energy prices remain elevated and
second-round effects intensify. 

BoK is set to deliver rate hikes as early as July
With higher inflation and another solid export outcome, the odds of the Bank of Korea hiking
rates in July increase. Also, Governor Shin Hyun-Song delivered another hawkish message
earlier this week, saying that macro conditions continue to support policy tightening.

We believe that the key question for markets is how quickly and how much the BoK will move.
Market pricing implies 100 bp of hikes over the next 12 months, while economists’ forecasts
range from two to four hikes.

We expect a total of 75 bp hikes by the first half of 2027. The terminal rate will depend on how
strong IT and export growth feed through to the domestic economy. Once the policy rate
reaches 3%, the BoK is likely to proceed cautiously with additional tightening as policymakers
worry about exacerbating the K-shaped recovery. Governor Shin argued that the domestic
economy should benefit from positive spillovers, including improved wealth effects and
indirect fiscal support. Meanwhile, the latest BoK outlook expects firm growth and sticky
inflation in 2027. This will justify BoK tightening moves with the terminal rate of 3.25%. 

Inflation is likely to rise toward 3.5% in coming months,
supporting the BoK's rate hikes

Source: CEIC, ING estimate

https://think.ing.com/snaps/wider-trade-surplus-signals-firm-growth-but-krw-headwinds-persist/
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information purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms
part of ING Group (being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the
publication is not an investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to
purchase or sell any financial instrument. Reasonable care has been taken to ensure that this publication is not untrue or
misleading when published, but ING does not represent that it is accurate or complete. ING does not accept any liability for
any direct, indirect or consequential loss arising from any use of this publication. Unless otherwise stated, any views, forecasts,
or estimates are solely those of the author(s), as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any
person for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the
Dutch Central Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority
for the Financial Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In
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Authority and limited regulation by the Prudential Regulation Authority. ING Bank N.V., London branch is registered in England
(Registration number BR000341) at 8-10 Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING Financial Markets LLC, which is a member of
the NYSE, FINRA and SIPC and part of ING, and which has accepted responsibility for the distribution of this report in the United
States under applicable requirements.
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