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South Korea’s moderating inflation
won’t prompt central bank to cut rates

South Korea’s consumer price inflation dropped mostly because of

lower food and energy prices, while core inflation stayed at 2%.
Policymakers are closely monitoring property-price trends. The
government has warned the market not to test its resolve to stabilise the
market

200% YOY Consumer price inflation

Core excluding food and energy rose 2.0%

As expected

Despite weak KRW, headline inflation eased in January

South Korea's consumer price inflation cooled quite sharply to 2.0% year on year in January
from 2.3% in December, in line with market consensus. The main drivers were lower food and
energy prices (1.9% vs. the previous 3.4%), thanks to a better fresh food harvest and fuel tax-
related base effects. Meanwhile, service prices stayed at 2.3% for the third month.
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Looking ahead, headline inflation is expected to temporarily decline below 2%. The slowdown,
however, is not anticipated to prompt the Bank of Korea to resume rate cuts. FX volatility and
financial instability related to Seoul housing prices should be the BoK's main focus. Growth
conditions are expected to improve in the current quarter, driven by robust Al demand and
strong price action in memory chips. We believe that the BoK's easing cycle has ended and the
policy rate will stay at 2.5% for an extended period.

The Bank of Korea will keep its policy rate at 2.50% despite
ongoing moderation in inflation
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Korean government delivering strong market signals on real
estate policy

President Lee Jae-Myung and the government delivered strong market signals by confirming
the end of temporary exemption from the heavy capital gains tax for multi-homeowners. They
will expire on 9 May, as scheduled. The capital gains tax on real estate sales ranges from 6% to
45%. Owners of two homes in speculative zones pay an extra 20 percentage points, while
those with three homes face a 30 percentage points surcharge on the base rate.

Stricter tax policies on housing may reduce prices, but they could also hurt consumer
confidence since a significant portion of household assets is tied up in real estate. We believe
further measures will be introduced if housing prices do not stabilise. This may negatively
affect consumer sentiment in the near term. But the government seems determined to
stabilise the housing market before the June local government election. We don't expect
property holding taxes to be revised at this point; they should be subject to housing market
trends in coming months.

Despite the 15 October measures, the latest consumer surveys indicate rising price
expectations, with Seoul's market remaining firm. As a result, the government is ramping up
warnings on the housing market. The end of the tax exemption could briefly lower prices. But
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more effective government supply strategies are needed to ensure stability and sustainability
of the housing market.

Real estate makes up a large portion of assets for Korean
households, also which are concentrated in Seoul and Gyung-gi
area

o, ® Real estate assets Financial assets

500 46.4
450
40.0 5.5
350
300
250
200
150
100
5.0

0.0
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

Author

Min Joo Kang
Senior Economist, South Korea and Japan
min.joo.kang®@ing.com

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 regulation 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

Snap | 3 February 2026 3


mailto:min.joo.kang@ing.com

THINK economic and financial analysis

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.


https://www.ing.com

