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Bank of Korea: 50 is not the New 25

% Headline and core inflation surge not only dents real o  Using inflation expectations as deflator, real policy rate
70 - purchasing power, pervasiveness of price increases 0.0 remain in accomodative territory gven after 50bp hike
’ entrenches into consumers' psyche
6.0 Headline Inflation 05 4
5.0 - Core Inflation
-1.0 A
4.0 1 =Consumer expectations of

inflation (Upcoming Year)

3.0 -1.5 A
2.0 -2.0 A
1.0 H§ . .
-2.5 - Real Policy Rate (Expectations)
W+ % & A X X O D S P
S B B S B NS U B BB VNS U U U A= O\ Wt (P Yo W@ N
E 385353982888 858¢%S5
S L =<sAs"”?gn O =Z2Aa 1L =< s 5 Soure: CEIC, Mizuho Bank.
_ Note:July Expectations assumed to be same as June.
Source: CEIC; Miuho Bank
0 - Financial Institution Loan Officer Survey: Lending standards to both 60 - as credit risks for both large corporations and SMEs are
large corporations and SMEs are expected to tighten in Q3. expected to increase in Q3.
30 4 50 A
201 40
10 A 30 4
O B L LI L L TIETTTI T T T T T TTTTTTT T TTigE T RO T T 20
_lO 4
10 A
-20 4
30 i O CATTTTTITTI T T TTT TITT T T T T T N T T T T T T T I T T I T T T I T I T I T T T I T T T I T T T I T rrrrrTT
.40 | Bank - Large Corporations -10 A Bank - Large Corporations
50 J Bank - Small and Medium-sized Enterprises =20 4 Bank - Small and Medium-sized Enterprises
AT ON AT ONATONATONATONATONATON
§333538358880588053803588308 §3880880538558885880530588588
£883c888588823 982828888 sggssess8sss8csgcggcggggg8gs8sg
NN ANAANANANANAANNACANQCANAACNQCNNTQ AN NNANNNNNNNNNNNNNNNNNNNNNNNNAN

Source: BoK; Mizuho Bank
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e The Bank of Korea (BoK) delivered on expectations for unprecedented and unanimous 50bp hike
to take policy rates to 2.25%. This unequivocally expressed the desire and urgency to anchor
inflation expectations (See Mizuho Chart Speak: Headwinds Manifest, 21 June). But “50 is not the
new 25” for the BoK as downside risks to growth and front-loaded hikes suggest defaulting to
gradual, cautious and data-dependent 25bp hikes.

e Moreover, this move remains a critical complement to backstop KRW (which has depreciated sharply
this year) to temper imported inflation and mitigate risks from an impending hawkish Fed move.

e Looking ahead, the BoK’s policy statement displays the essence of a stagflation shock as they
upgraded headline inflation to above 6% while core inflation is expected to exceed 4% for
considerable periods. 2022 GDP growth is also expected to fall short of their 2.7% estimate.

e While the statement has continued to signal the need for further monetary tightening, the stagflation
background may increasingly sharpen policy trade-offs. This was reflected in Governor Rhee’s
preference for gradual 25bps; deemed more desirable to mitigate costs of tightening.

e In a highly volatile environment, and against a backdrop of elevated household debt, the BoK and
observers alike continue to grapple with the slippery concept of “neutral rates”; the path to which
Governor Rhee has suggested would reasonably lead to 2.75%-3.00% by end of 2022.
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e With 3 policy meetings remaining (Aug, Oct, Nov), this ought to reasonably decompose to 25bp hikes
in most (if not all) of these meeting. Nevertheless, the key takeaway remains that of rising caution in
the BoK’s assessment as they highlight downside risk to growth being “indeed high”.

e In addition, in a tacit acknowledgment of restrictive policy, policy statement evolved from “adjust
the degree of accommodation” in May’s statement to “determine the size and pace of further
increase of base rate” in today’s statement.

e Admittedly, while we concede that real borrowing cost are in highly accommodative territory, we
remain in favour of a slower pace of rate hikes given the need for transmission onto real economy
activity and rising economic costs as nominal policy rate encroaches into relatively restrictive
settings.

e Recent loan officers survey indicated that lending standards to both large corporations and SMEs will
tighten in Q3 while credit risks rise. Consequently, this may slow investments and business formation
and weigh on economic activity.

e While arresting inflation remains the key priority at this juncture, this is not in isolation to mounting
risks to growth. And the stress building up in the economy will increasingly factor into the BoK’s
calculus bringing the momentum of 25bp rate hikes to a halt soon rather than later.
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investment research.

Disclaimer

Unless otherwise stated, all views or opinions herein are solely those of the author(s) as of the date of this publication and are not to be
relied upon as authoritative or taken in substitution for the exercise of judgement by any recipient, and are subject to change without notice.
This publication has been prepared by Mizuho solely from publicly available information. Information contained herein and the data
underlying it have been obtained from, or based upon, sources believed by us to be reliable, but no assurance can be given that the
information, data or any computations based thereon are accurate or complete. This publication provides general background information
only. It is information in summary form and does not purport to be complete. This publication has been prepared for information purposes
only and is not intended by Mizuho or its affiliates to constitute investment, legal, accounting, tax or other advice of any kind and all recipients
of this publication are advised to contact independent advisors in order to evaluate the publication, including, without limitation, the suitability
of any security, commodity, futures contract or instrument or related derivative (hereinafter, a “financial instrument”), product or strategy
herein described. This publication is not intended to be relied upon as advice to investors or potential investors and does not take into
account investment objectives, financial situation or needs of any particular investor. It is not intended for persons who are Retail Clients
within the meaning of the United Kingdom’s Financial Conduct Authority rules nor for persons who are restricted in accordance with US,
Japanese, Singapore or any other applicable securities laws.

This publication has been prepared for information purposes only and is not intended by Mizuho to market any financial instrument, product
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disclosure document under applicable laws, rules, regulations or guidelines. Nothing contained herein is in any way intended by Mizuho or its
affiliates to offer, solicit and/or market any financial instrument, product or service, or to act as any inducement to enter into any contract or
commitment whatsoever. Neither the author, Mizuho nor any affiliate accepts any liability whatsoever with respect to the use of this
publication or its contents or for any errors or omissions herein.

Mizuho and its affiliates, connected companies, employees or clients may take the other side of any order by you, enter into transactions
contrary to any recommendations contained herein or have positions or make markets or act as principal or agent in transactions in any
securities mentioned herein or derivative transactions relating thereto or perform or seek financial or advisory services for the issuers of
those securities or financial instruments.

All of the information contained in this publication is subject to further modification without prior notice and any and all opinions, forecasts,
projections or forward-looking statements contained herein shall not be relied upon as facts nor relied upon as any indication of future
results. Opinions stated in this publication are subject to change without notice. Future results may materially vary from such opinions,
forecasts, projections or forward-looking statements. The information contained in this publication may not be current due to, among other
things, changes in the financial markets or economic environment. Mizuho has no obligation to update any information contained in this
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