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South Korea’'s gasoline price cap should
anchor CPl inflation near 2%

South Korea's government imposed a maximum price cap on oil,
rolling back gasoline prices to levels from early last week. It's likely to
keep consumer price index inflation anchored near 2%. The
government is expected to fund these measures by drafting an extra
budget

South Korea's first move to cap prices since liberalisation of oil
industry in 1997

Last night, South Korea announced a maximum price limit on oil, effective at midnight. This is the
first time that such a measure has been introduced since the liberalisation of the oil industry in
1997. Gasoline, diesel, and kerosene prices have now returned to near pre-US-Iran war levels.
Premium gasoline was excluded from the reduction. President Lee’s government will revisit price
dynamics every two weeks. Korea is also establishing a “post-settlement” system to compensate
oil refiners for losses due to price controls. It hasn't changed the fuel tax yet. But if oil supply
interruptions continue, it will eventually lead to a lower the fuel tax.
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Petroleum prices lowered due to the government price cap
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This measure will keep the CPl inflation anchored near 2% level
in the near term

Since fuel accounts for 4% of the total CPI basket, this measure will directly affect fuel prices.
However, secondary impacts - such as rising logistics and other transportation fees - could add
inflationary pressures. The weak USDKRW is likely to have a broader impact on domestic prices. For
now, we maintain our revised CPI outlook of 2.2% year-on-year for 2026. But upside risks will
increase if the Middle East conflict doesn't show signs of improvement in the near term. Also, if
price caps persist for longer and disrupt the market's supply-demand price control dynamics, more
significant issues could emerge over time.

Extra budget will be introduced soon

To finance these initiatives and bolster the economy, the government is preparing a
supplementary budget of approximately 20 trillion KRW. The additional funds will be drawn from
higher-than-anticipated corporate tax revenues and unused earmarked expenditure. At this time,
we expect that no further debt issuance will be necessary.

Bank of Korea will show patience amid rising inflation

We believe that the Bank of Korea will stand pat for now. Inflation is expected to rise, but with
government support, the increase should be limited. Also, monetary policy reactions to supply-
side-driven price shocks are often limited. Thus, the BoK is expected to focus on the impact on
growth for now.
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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 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 BR0O00341) 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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