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South Korean GDP surges, but K-shaped
growth is challenge for central bank

South Korea produced remarkable first-quarter growth amid strong chip
demand, but growth is expected to slow in the second quarter. We
upgraded our 2026 GDP outlook, as fiscal support and strong exports
absorb some negative oil impact. A K-shaped recovery poses challenges
for the Bank of Korea. Amid inflation risks, we expect rate hikes in the
second half
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Stronger-than-expected first quarter growth sets a faster pace
for 2026 growth expansion

South Korea’s GDP surged 1.7% quarter-on-quarter between January and March (vs -0.2% in
4Q25, 0.9% market consensus, 1.0% INGf) thanks to robust global chip demand and Al
investment. In year-on-year terms, GDP grew 3.6%. So far, Middle East energy supply
disruptions haven't affected the global chip cycle or Al trends.

Strong exports were the main driver of growth. Net exports contributed 1.1 ppt, while domestic
demand also added a solid 0.6 ppt. Private consumption (0.5%), construction (2.8%), and
facility investment (4.8%) all rose. Inventory contribution was negative (-0.4 ppt), likely due to
oil and energy supply shortages, suggesting a possible slowdown in manufacturing activity in
the current quarter and possibly beyond.

Growth is unlikely to remain at this high pace in the coming
quarters

We expect strong chip momentum to continue, but also a slowdown in 2Q26 growth as energy
disruptions affect activity across petrochemicals and other manufacturing sectors. The Korean
government implemented a temporary export ban on Naphtha, and Korean companies
increased oil and gas imports from outside the Middle East. Despite these measures,
manufacturing activity still cannot be sustained at full capacity. Utilisation at Naphtha
Cracking Centres (NCCs) has already fallen to historic lows, while other industries have begun
scaling back inventories and production.

Robust exports are expected to remain a key driver of growth
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Weak consumer sentiment indicated slowdown in domestic
demand

In a separate report, consumer sentiment worsened quite sharply in April. The composite
sentiment index dropped to 99.2 from the previous month's 107, below the neutral level.
Outlook indices dropped significantly, suggesting weakening consumer activity. The
government'’s cash payout - 70% of the population gets up to a $400 voucher - will begin in
late April. Thus, it will mitigate some energy shocks and is likely to prevent the growth from
falling into a contractionary territory.

Also, this report shows that inflation expectations rose to 2.9% from 2.7% previously. This will
alarm the Bank of Korea, as it closely monitors the impact of energy prices on inflation
expectations.

Inflation expectations continued to rise, concerns for the BoK
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Despite expected growth slowdown, robust chip exports will
continue to support growth

Early April export data (first 20 days of the month) showed total exports up nearly 50% YoY,
and chip exports up 182%. This suggests continued momentum in chips, which may offset any
near-term slowdowns from oil disruptions. Two major chipmakers reported record-high first-
quarter earnings, with combined revenue of around $100 billion. Additionally, one company
stated that it has not experienced any supply disruptions due to geopolitical risks and has
secured adequate inventories of helium and other essential materials. ING’s base case scenario
assumes a gradual improvement in oil supplies. We continue to believe the negative impact
will mostly hurt growth in 2Q26 and 3Q26.

With solid first-quarter GDP and limited negative impact from the oil disruptions, we have
revised up the 2026 GDP growth forecast from 2.0% YoY to 2.8%. We're concerned that
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prolonged supply disruptions could hinder chip production and dampen investment in Al. If
that happens, the economy could be hit even harder than other major economies because it
relies heavily on the chip industry.

Chip exports are expected to grow at a faster pace in April
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Inflation is expected to accelerate in 2Q and 3Q

The government's fuel price cap measures helped to limit the gasoline prices at the pump for a
couple of months. However, we have already seen other prices go up - airfare, travel, logistics
prices. Pipeline prices - such as import prices and producer prices - went up quite meaningfully
and showed that the inflationary pressures broadened. Due to the implementation of
government measures, the monthly inflation rate is expected to remain lower than that
observed in other Asian energy-importing countries. We expect that the Consumer Price Index
will increase by at least 0.7% MoM in April. It's important to note that this rise is not only due to
higher energy prices, but also "chipflation." The escalation in semiconductor costs has driven
up prices for various electronic devices, including mobile phones, notebooks, and household
appliances. Thus, the inflation is likely to climb in the coming months.
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Pipeline inflations showed inflationary pressure is widening
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Macro policy mix

K-shaped growth presents challenges for policymakers. Fiscal policy will likely aim to mitigate
the energy shocks by supporting vulnerable groups - lower-income households and SMEs -
while monetary policy is expected to prioritise anchoring inflation expectations. We believe
that this combination of macroeconomic policies is not contradictory but complementary.
Each fulfils distinct functions in supporting overall economic stability.

On the fiscal side, the government’s supplementary budget (1% of GDP) was approved and will
be deployed starting at the end of April. Cash payouts and other energy subsidies are designed
to support lower-income households and small and medium-sized businesses. Also, it will help

to secure energy sources outside of the Middle East.

On the monetary policy side, the K-shaped recovery will put the BoK in a difficult position and
likely constrain its policy responses. However, if GDP grows much higher than potential, as we
expect, and inflation expectations rise further from here, we expect the BoK will focus on its
inflation-targeting mandate. Thus, we continue to expect the BoK to deliver policy hikes in
2H26.
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING") solely for
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
the United Kingdom this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V.,
London Branch is authorised by the Prudential Regulation Authority and is subject to requlation by the Financial Conduct
Authority and limited regulation by the Prudential Regulation Authority. ING Bank N.V., London branch is registered in England
(Registration number BRO00341) 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.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.
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