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General Principles of Monetary Policy Operation
The Bank of Korea Act stipulates the goal of monetary policy as follows: “The Bank shall contribute to the sound development of the national economy through ensuring price stability, while
giving due consideration to financial stability in carrying out its monetary policy.” In order to enhance transparency, predictability and effectiveness of monetary policy, the Bank will carry out its
task by setting specific targets and objectives in accordance with this goal.

□ (Inflation targeting) The Bank of Korea maintains a flexible inflation targeting system to effectively
achieve price stability, which is the primary objective of monetary policy. The inflation target is currently
set at 2.0% in terms of consumer price inflation (year-on-year).
◦ (Medium-term horizon) The inflation target is meant to be achieved over a medium-term horizon,
since consumer price inflation is affected not only by monetary policy but also by various other
factors at home and abroad, which entail transitory and irregular impacts and the lag in monetary
policy transmission.
◦ (Forward-looking operation) The Bank conducts its monetary policy in a forward-looking manner,
while considering symmetrically the risks of inflation remaining persistently above or below the
target.
		

- The path of convergence of inflation toward the target is assessed on overall inflation and growth
outlooks as well as their uncertainties and risks, and on financial stability conditions.

◦ (Flexible operation) The Bank conducts its monetary policy to support real economic growth to
the extent that this does not hinder attaining the inflation target over the medium-term.

□ (Consideration of financial stability) In ensuring price stability over the medium-term, the Bank pays
careful attention to the impact of monetary policy on financial stability.
◦ (Relationship with inflation targeting) As persistent financial imbalance could undermine
macroeconomic stability, paying due attention to financial stability in conducting monetary policy is
consistent with the rationale behind flexible inflation targeting.
◦ (Examination of financial stability) The Bank examines, assesses and announces financial
stability conditions on a regular basis, to prevent excessive buildup of financial imbalances that may
be brought about by monetary policy implementation.
◦ (Harmonization with macroprudential policy) Since there are limits to maintaining financial
stability solely by monetary policy that indiscretely affects the whole economy, monetary policy
needs to be complemented by macroprudential policies to prevent accumulation of financial
imbalance.
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Executive Summary

al growth outlook, before rebounding in April.
Stock prices continued to rise in both advanced

[Monetary Policy Operating Conditions]

Federal Reserve’s patient stance to its monetary policy normalization and to expectations of

1 A look at economic and financial conditions

the Chinese government’s economic stimulus

in Korea and abroad between January and April

measures. The US dollar strengthened slightly,

2019 finds the following. The pace of global eco-

driven by emerging concerns about economic

nomic growth continued its trend of slowdown.

slowdown in the euro area and uncertainties re-

In the United States, growth moderated some-

lated to Brexit.

what, led by consumption and investment, due
to decreased effects of tax cuts. Meanwhile,
growth in the euro area and Japan weakened
on export and investment slumps. In China,

Share price indices of advanced and emerging
markets
MSCI Advanced Markets Index

decreased domestic and foreign demand led to

MSCI Emerging Markets Index

sluggishness in exports and manufacturing, but
growth was in the mid-6% range thanks to the
government’s stimulus efforts.

Economic growth in major economies1)

(2016.1.1 = 100)

(2016.1.1 = 100)
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160
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140
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120
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100

(%)

2016 2017

20182)
Year

Q1

Q2

Q3

Q4

US

1.6

2.2

2.9

2.2

4.2

3.4

2.2

Euro area

2.0

2.4

1.9

1.5

1.7

0.6

0.9

Japan

0.6

1.9

0.8

-0.4

1.9

-2.4

1.9

China

6.7

6.8

6.6

6.8

6.7

6.5

6.4
[6.4]2)

Notes: 1) The quarterly rates of growth are annualized quarter-on		 quarter rates for the US, Japan and the euro area, and year		 on-year rates for China.
2) Based on the first quarter of 2019.
Sources: Individual countries’ published statistics.

80

80
16.1

7

17.1

7

18.1

7

19.1

Source: Bloomberg.

2 In the Korean economy, growth has faltered
somewhat in the first quarter as consumption
growth slowed, while adjustments in facilities
and construction investment and sluggishness
in exports continued. Meanwhile, the employ-

In the international financial markets, volatility

ment slump was partly eased as the number

of price variables such as market interest rates

of persons employed increased by 177,000

expanded owing to concerns about global

persons year-on-year. However, the decrease in

economic slowdown, but investor sentiments

employment in the manufacturing sector accel-

improved in April in line with sound economic

erated.

indicators. Long-term interest rates in the United
States and other major countries fell significantly,
affected by a downward adjustment to the glob-
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and emerging market economies due to the US

i

ii

Real GDP growth1)

Inflation1)2)

(%)

(%)

2.0

CPI
CPI excluding food & energy

2.0

CPI excluding food & energy (excluding regulated prices)
Inflation expectation of general public3)
1.5

1.5
(%)

1.0

1.0

0.5

0.5

0.0

0.0

-0.5
15.Q1

Q3

16.Q1

Q3

17.Q1

Q3

18.Q1

Q3

(%)

4

4

3

3

2

2

1

1

-0.5
19.Q1

Note: 1) Quarter-on-quarter.
Source: Bank of Korea.

3 The rate of consumer price inflation fell to 0.5%
year-on-year in the first quarter, influenced by
the government’s strengthened social-welfare
policy and weakened petroleum and agricultural

0

0
16.1

7

17.1

7

18.1

7

19.1

Notes: 1) The bold line indicates the inflation target.
2) Year-on-year.
3) Expectations for the CPI inflation rate one year in the future.
Sources: Bank of Korea, Statistics Korea.

product prices, amid modest upward pressures
on the demand side. Core inflation was also low

4 In the domestic financial markets, long-term

at around 1.0%. However, it was judged that

market interest rates fell sharply in late March,

other price indices excluding the impacts of acy-

influenced by drops in long-term rates in major

clical factors, such as regulated items remained

countries and large-scale net buying of Korea

steady at the mid-1% level. The inflation rate ex-

Treasury Bond futures, but rebounded slightly in

pected by the general public was in the low- to

April as the concerns about a global economic

mid-2% range.

slowdown eased thanks to improved economic
indicators in major countries. Stock prices have

Housing sales prices in Seoul and its surround-

risen this year, while the Korean won/US dollar

ing areas reversed to a decline entering this

exchange rate rose in line with the strengthening

year, affected by government measures, while

of the dollar. Domestic portfolio investment by

sales prices continued to decline in the rest of

foreigners meanwhile increased, especially in

the country, especially in Gyeongnam and Ul-

stocks.

san. The decline in leasehold deposit prices expanded, particularly in Seoul and its surrounding
areas, affected by a large increase in the supply
of new apartments available.

Korean Treasury bond yield and exchange rate
(KRW/USD)

Changes in household loans1)2)

iii

Non-bank financial institutions 3)

Treasury bond (3-year) yields (left)
KRW/USD (right)
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Sources: Bank of Korea, KOFIA.

-2
16.1

7

17.1

Notes: 1) Month-on-month.
2) Including mortgage transfers.
3) Data until Feb. 2019 available.
Source: Bank of Korea.

5 The rate of increase in household lending has
continued to slow. In terms of household lending
by banks, in the first quarter, the volume of new
mortgage lending declined quarter-on-quarter,
affected by strengthened regulations on bank
lending to households. Other lending reversed
to a decrease due to inflows of bonus pay in the
beginning of the year and reduced demand for
funds for housing purchases. Household lending
by non-bank depository institutions also showed
a decline, owing to a slowdown in housing sales
transactions.

7

18.1

7

19.1
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[Conduct of Monetary Policy]

Bank of Korea Base Rate1)

6 The Bank of Korea maintained its accommodative policy stance to ensure that consumer
price inflation could be stabilized at the target
level over a medium-term horizon, while conducting its monetary policy with attention to fi-

(%)
3.5

(%)
3.5

(Jul. 12, 2012)
(Oct. 11)

3.0

(Aug. 14, 2014)

2.5

(Mar. 12, 2015)

2.0

(Jun. 11)

such as Korea’s trading conditions vis-à-vis major countries, changes in the monetary policies
of major countries’ central banks, financial and
economic conditions in EMEs, and the upward
trend of household debt.

2.5

(Oct. 15)

nancial stability as well. In this process it closely
examined domestic and overseas risk factors

3.0

(May 9, 2013)

(Nov. 30, 2018)
(Nov. 30, 2017)

1.5

2.0

1.5

(Jun. 9, 2016)
1.0

1.0
12

13

14

15

16

17

18

19

Note: 1) Figures in parentheses refer to the dates of Base Rate adjustments.
Source: Bank of Korea.

Under this policy stance, the Bank of Korea decided at the February and April meetings of its

7 A detailed look at the monetary policy deci-

Monetary Policy Board to keep the Base Rate

sions during this period, and the backgrounds

at 1.75% per annum. At the February meeting,

behind them, follows:

while it was forecast that the trend of Korea’s
economic growth would continue at a rate not

With regard to the domestic economy, at the

far from its potential level, the Board considered

time of the policy rate decision in February it was

the points that uncertainties about external

seen that while adjustments in facilities and con-

conditions were high and that it was necessary

struction investment had persisted and growth

to observe the trend of financial stability condi-

in exports had slowed, the trend of growth not

tions, such as whether the slowdown in house-

far from its potential level had been maintained

hold debt would continue. At the April meeting,

as consumption continued to increase modestly.

the growth and inflation forecasts for 2019 were

However, in the April meeting, it was judged that

lowered, but it was seen that growth and infla-

growth had slowed somewhat as exports and

tion would gradually pick up toward the second

investment were more sluggish than expected,

half of the year. The Board decided to hold the

and consumption growth had also faltered.

Base Rate steady in consideration of the points

Accordingly, the growth forecast for this year

that it was necessary to monitor trends in exter-

was lowered slightly, but growth was expected

nal economic conditions such as global trade

to gradually recover going forward, due mainly

tensions and conditions in the semiconductor

to expanded government expenditures and the

industry for a while and that it was necessary

eased sluggishness in exports and investment.

to remain alert to financial stability conditions,
including household debt.

Consumer price inflation fell to the mid-0%
range entering this year, affected by declines
in prices of agricultural, livestock, and fisheries
products and of petroleum products, and by the

strengthening of the government’s social-wel-

change market operations and the credibility of

fare policies. In this regard, the Bank revised this

its policy.

meeting. Consumer price inflation was expected

The Bank continued its efforts for the preemp-

to fluctuate below 1% for some time, and then

tive identification of potential risks within the

run at the lower- to mid-1% level from the sec-

financial system as well. During its March 「Fi-

ond half of this year.

nancial Stability Meeting」 it thoroughly assessed
vulnerabilities by sector in credit markets, asset

Meanwhile, concerning financial stability, the

markets and financial institutions and examined

rate of increase in household lending continued

the financial system’s resilience against external

to slow, and this trend was expected to persist

and internal shocks. It also reviewed the current

going forward given recent housing market

debt level of vulnerable borrowers and the finan-

conditions and the continuation of strengthened

cial soundness of households holding rental re-

macroprudential regulations. However, there

al-estate properties. The corporate sector’s debt

was judged to be a need to be cautious of the

structure and debt repayment capacity were

risks of financial imbalances considering that the

also assessed, taking into account the possi-

total amount of household debt was still high.

bility of deteriorations in domestic corporations’
performances and debt repayment capacities in

8 The Bank of Korea decided to support small-

the face of a global economic slowdown.

and medium-sized enterprises that suffered
damages from wildfires in the Gangwon region

[Future Monetary Policy Directions]

in April, through the Bank Intermediated Lending
Support Facility. To this end, the Bank made an

 It is forecast that the GDP growth rates for

emergency allocation of 10 billion won out of the

this year and next will stand at around 2.5%

retained ceiling for the Facility to the Gangneung

and 2.6%, respectively. This year’s growth

Branch responsible for the areas damaged by

forecast has been revised downward slightly

wildfire.

compared to the figure projected last January
(2.6%), reflecting slower-than-expected growth

9 The Bank of Korea continued its efforts for

in exports and investment, but the economy is

financial and foreign exchange market stability in

forecast to maintain its trend of growth near the

response to changes in conditions at home and

potential rate going forward. The uncertainties

abroad. Immediately after the breakdown of the

as to the future growth path are high. The major

summit meeting between the United States and

upside risks include progress in trade negotia-

North Korea and the sharp decline of the stock

tions between the United States and China and

market following the US yield curve inversion,

improvement in domestic demand driven by

the Bank convened meetings of its 「Monetary

government measures such as a supplementary

and Financial Task Force」 to review the impacts

budget. Among the downside risks are intensify-

on the financial and foreign exchange markets.

ing global trade conflicts and a slow recovery in

Since March, the Bank has begun disclosing

semiconductor demand.

the details of its market stabilization measures
to enhance the transparency of its financial ex-
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year’s inflation outlook downward at the April

v

vi

Economic growth outlook1)2)

Inflation outlook1)2)

(%)

(%)

2018

2019e

Year H1 H2 Year H1 H2
GDP

2018

2020e

2.7 2.8 2.5 2.5 2.3 2.7

2.6

Private consumption 2.8 3.2 2.5 2.5 2.2 2.7

2.5

Facilities investment -1.6 1.9 -5.0 0.4 -5.3 6.4

2.6

Intellectual property
1.9 2.8 1.1 2.5 2.0 3.0
products investment

2.9

Construction
investment

-4.0 -0.1 -7.4 -3.2 -6.4 -0.3 -1.8

Goods exports

4.0 2.8 5.1 2.7 1.4 3.9

3.0

Goods imports

1.9 2.5 1.3 1.6 -1.8 5.0

2.5

Notes: 1) Year-on-year.
2) Figures are the forecast as of April 2019.
Source: Bank of Korea.

2019e

Year H1 H2 Year H1 H2
CPI inflation

2020e

1.5 1.3 1.7 1.1 0.7 1.4 1.6

CPI excluding
food & energy

1.2 1.3 1.1 1.2 1.0 1.3 1.5
Core
inflation CPI excluding
agricultural
1.2 1.2 1.1 1.3 1.1 1.5 1.5
products & oils
Notes: 1) Year-on-year.
2) Figures are the forecast as of April 2019.
Sources: Bank of Korea, Statistics Korea.

 The Bank of Korea will operate its future monetary policy in consideration of developments
related to the uncertainties in Korea and abroad

Headline consumer price inflation is forecast to

and their effects, as it closely checks to see

be in the lower-1% range this year, as factors like

whether growth and prices coincide with their

stronger social-welfare policies and low petro-

forecast paths, while devoting attention to finan-

leum and agricultural, livestock & fisheries prices

cial stability as well. In this process it will also

will generate downward pressures amid modest

carefully monitor world trade conditions, shifts

demand-side pressures. By period, inflation is

in major countries’ monetary policies, domestic

expected to pick up from 0.7% in the first half

and international financial market conditions,

of this year to 1.4% in the second as the cut in

and risks of financial imbalances.

the individual consumption tax is ended and
public service charges rise. It is projected that

World trade growth has recently weakened sig-

next year’s consumer price inflation will increase

nificantly due to strengthening global trade pro-

to 1.6%. With regard to the future inflation path

tectionism and a slowdown in major countries’

there is also a mix of both upside and downside

investment-related import demand, and thus

risks. The former include risks of increased cost-

uncertainties regarding trade conditions are ex-

side pressures caused by a continuation of

pected to be high for the time being. The rate of

wage growth and of an acceleration of oil price

increase in world trade for this year is forecast to

hikes driven by escalating geopolitical risks. Ma-

decline year on year, affected largely by slower

jor downside risks, on the other hand, include

global economic growth. Structural factors, such

strengthened social-welfare policies related to

as progress in knowledge intensification and

education and healthcare and lower agricultural

weaker incentives for global division of labor,

& livestock prices.

are likely to contribute to the slowdown in trade
growth. However, uncertainties concerning trade
conditions are likely to weaken depending on
the possibility of recovery in the semiconductor
demand and on the progress of the US-China

apartments in the Seoul and its surrounding

my’s high reliance on trade, it is judged import-

areas and of those scheduled to be moved into,

ant to devote attention to any changes in global

that may drive up household debt. Furthermore,

trading conditions.

it seems necessary to examine the pace of
growth in lending to self-employed business

Recently, major central banks have generally

owners, including loans to the real estate and

maintained their accommodative monetary

leasing industry where relatively sharp increases

policy stances while taking a wait-and-see ap-

have been seen.

proach toward any future changes in economic
conditions, suggesting that uncertainties regard-

 In the future as well, the Bank of Korea will

ing their monetary policies have decreased. This

conduct its monetary policy so as to ensure that

is expected to contribute to easing the global

the recovery of economic growth continues and

economic slowdown through improving global fi-

consumer price inflation can be stabilized at the

nancial conditions and investor sentiment. Since

target level over a medium-term horizon, while

uncertainties regarding the US-China trade

also devoting attention to financial stability.

negotiations and Brexit remain high, however, it
is necessary to remain mindful that the mone-

As it is forecast that inflationary pressures will

tary policies of major countries could change in

not be high, while the domestic economy will

line with the developments of these conditions.

sustain a rate of growth that does not diverge

In this regard, there is thus a need going for-

greatly from its potential level, the Bank plans

ward to continue closely examining economic

to maintain its accommodative monetary policy

developments in major economies, as well as

stance. In operating its monetary policy the Bank

any changes in their monetary policies, and the

will carefully examine the trading conditions vis-

effects that these factors have on the domestic

à-vis major countries, economic conditions and

economy.

monetary policy changes in major economies,
financial and economic conditions in EMEs,

In terms of the financial market conditions at

the pace of growth in household debt, and the

home and abroad, there is a need going for-

developments of geopolitical risks and their im-

ward to be mindful of the fact that volatility

pacts, and will closely monitor macroeconomic

could increase depending on the movements

conditions based on newly acquired data.

of economic indicators in major economies and
changes in global trading conditions, given the
heightened market sensitivity to the possibility of
a global economic slowdown and to the progress of the US-China trade negotiations.
Household lending is expected to continue
its trend of slowdown. As a result, the risk of
household debt accumulation is likely to ease.
However, careful monitoring will be required
as there are factors, such as the stock of new

vii
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trade negotiation. In view of the Korean econo-

Ⅰ
Monetary Policy
Operating Conditions

1. Global Economy

3

2. Real Economy

6

3. Prices

8

4. Financial and Foreign Exchange Markets

13

1. Global Economy

Table I- 1. Economic growth in major economies1)
(%)

Decline in Pace of Global Economic
Growth

World
Advanced economies

2018
Q2

Q3

Q4

3.4 3.8 3.6

Year Q1
-

-

-

-

1.7 2.4 2.2

-

-

-

-

US

1.6 2.2 2.9 2.2 4.2 3.4

2.2

tinued its trend of slowdown. In the United

Euro area

2.0 2.4 1.9 1.5 1.7 0.6

0.9

States, favorable employment conditions

Japan

0.6 1.9 0.8 -0.4 1.9 -2.4 1.9

continued, but growth moderated somewhat,
particularly in terms of consumption1) and investment, due to decreased effects of tax cuts.

Emerging market and
4.6 4.8 4.5 developing economies
China
6.7 6.8 6.6 6.8 6.7 6.5

The euro area grew more slowly than its po-

India3)

tential growth rate as result of a contraction of

ASEAN-5

business sentiment2) associated with sluggish-

Turkey

ness in the automobile sector and with uncer-

6.4
[6.4]5)

8.2 7.2 7.0 8.1 8.0 7.0

6.6

5.0 5.4 5.2 5.5 5.3 5.0

5.2

3.2 7.4 2.6 7.4 5.4 1.8 -3.0

Notes: 1) B ased on IMF statistics, except in the cases of individual
countries, the euro area and ASEAN-5 which are based on

tainty over Brexit. Growth in Japan weakened

their own published statistics.

on export and investment slumps influenced

2) T he rates of growth are annualized quarter-on-quarter rates
for advanced economies, and year-on-year rates for the

by the global economic slowdown.3) In terms

others.

of emerging market economies, in China,

3) T he annual growth rates are based on the fiscal year (April
of the current year to March of the next year).

decreased domestic and foreign demand

4) Indonesia, Thailand, Malaysia, the Philippines, and Vietnam.

driven by the US-China trade conflict led to
sluggishness in exports and manufacturing,

4)

-

5) Based on the first quarter of 2019.
Sources: IMF, Individual countries’ published statistics.

but growth was in the mid-6% range thanks
to the government’s stimulus efforts. The
ASEAN-5 countries continued their buoyant
growth, led by private consumption. However, in India, the growth weakened somewhat,
owing to slowdowns in government expenditure and private consumption, while some
emerging market countries, such as Turkey,
showed sluggish growth, due to tight monetary policies 4) implemented in response to
financial instability.

1) Retail sales in the United States increased by 0.2% quarter-on-quarter in the fourth quarter of 2018 but reversed to a
decline of -0.5% during the January to February period this year.
2) The euro area’s manufacturing PMI continued its trend of slowdown. It reached 47.5 in March, running below the
benchmark (50) for two consecutive months and recording the lowest level since April 2013, when it stood at 46.7.
3) Capital goods shipments and exports decreased by 7.1% and 4.9%, respectively, year-on-year during the January to
February period.
4) T
 urkey’s central bank raised its policy rate last year substantially by 16% points in response to financial unrest.
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The pace of global economic growth con-

2016 2017

2)

4

International Oil Prices Continue to Rise
Gradually

International Financial Market Volatility
Declines, after Expanding

International oil prices continued to rise en-

In the international financial markets, the

tering this year. Despite the global economic

volatility of price variables, such as market

slowdown, oil prices rose to around 70 dollars

interest rates, expanded owing to concerns

per barrel by mid-April, driven largely by sup-

about the global economic slowdown, but

ply-side factors such as oil production cuts by

investor sentiment improved in April in line

major oil-producing countries and expansion

with sound economic indicators.

5)

of geopolitical risks.

6)

Government bond yields in major economies
fell following the downward adjustments

Figure I- 1. International oil prices
Brent crude

to the global growth outlook7) and the announcements by the US Federal Reserve and

Dubai crude

(USD/barrel)

ECB that they would maintain their accom-

(USD/barrel)

90

90

modative policy stances, before rebounding

80

80

in April. In particular, yields on government

70

70

bonds with longer maturity declined signifi-

60

60

cantly, leading to a temporary yield curve in-

50

50

40

40

30

30

20

version.8)

20
16.1

7

17.1

7

18.1

7

19.1

Source: Bloomberg.

5) In December 2018, OPEC and non-OPEC countries agreed to cut oil production by an average of 1.2 million barrels
per day compared to the volume produced last October. According to the Reuters, 11 OPEC members that agreed
to the cut achieved 86% compliance in January, 101% in February, and 135% in March this year.
6) The US government froze the domestic accounts of the Venezuelan state-owned oil and natural gas company PDVSA, and on January 28, 2019, it imposed financial sanctions that banned remittances to Venezuela. The intensification of the civil war in Libya was another factor driving the increase in oil prices.
7) The OECD revised its global growth rate projection for this year downward from 3.5% (forecast last November) to 3.3%
(March 6). In addition, the ECB (March 7) and US Federal Reserve (March 20) cut their growth rate projections for
the euro area and the United States, respectively.
8) A yield curve inversion between 10-year and 3-month US Treasury bonds was observed from March 22 to 28, the
first seen since August 2007, and similar yield curve inversions were observed in Germany, Canada, and the United
Kingdom.

Figure I- 2. Long-term market interest rates1) in
major economies
US

Japan

Germany

(%)

MSCI Advanced Markets Index
MSCI Emerging Markets Index

(%)

4

(Jan. 1, 2016 = 100)

4

(Jan. 1, 2016 = 100)
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80
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16.1

7
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7
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7
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Note: 1) Treasury bond (10-year) yields.
Source: Bloomberg.

Source: Bloomberg.

Global stock prices fluctuated from the begin-

Despite the accommodative monetary poli-

ning of this year, in line with the movements

cy stance of the US Federal Reserve, the US

of economic indicators in major economies,

dollar strengthened against the euro due to

but then continually rose in both advanced

low growth in the euro area and uncertainties

and emerging market economies due to prog-

related to Brexit.

ress in the US-China trade negotiations, to the
US Federal Reserve’s patient stance regarding
its monetary policy normalization, and to ex-

Figure I- 4. Major exchange rates1)

pectations of the Chinese government’s eco-

USD/EUR (left)

nomic stimulus measures.

JPY/USD (right)

(USD/EUR)(JPY/USD)
1.00

130

1.05
120
1.10
1.15

110

1.20
100
1.25
1.30
16.1

90
7

17.1

7

18.1

7

Note: 1) Based on the New York market rate at 16:30.
Source: Reuters.

19.1
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3

-1
16.1

Figure I- 3. Share price indices of advanced and
emerging markets

2. Real Economy

clined, both in automobiles and other related
equipment. Meanwhile, construction investment continued its fundamental adjustment

Domestic Economic Growth Falters
6

with an ongoing decline in the number of
construction projects. While the construction

In the Korean economy, growth faltered

of non-residential buildings increased in the

somewhat in the first quarter as consumption

first quarter, residential building construction

growth slowed, while adjustments in facilities

and civil engineering decreased, falling by

and construction investment and sluggishness

0.1% quarter-on-quarter.

in exports continued. The real GDP growth
rate was -0.3% quarter-on-quarter (1.8% yearon-year).

Table I- 2. Major economic growth indicators1)
(%)

The pace of growth in private consumption
slowed. In the first quarter, private consumption rose by only 0.1% quarter-on-quarter
due to sluggish automobile sales associated
with temporary factors9) and to the base effect from the sharp increase in consumption
in the fourth quarter of last year, despite the
strong demand for home appliances related to
fine dust. Government consumption growth
slowed temporarily. While health insurance
payouts increased following the expansion of
health insurance coverage10), government consumption in the first quarter rose by only 0.3%
quarter-on-quarter due to the belated execution of the budget for personnel and material
expenses.

11)

2016 2017
Real GDP

2018
Year Q1

2.9 3.1 2.7

(Private
2.5 2.6 2.8
consumption)
(Government
4.5 3.4 5.6
consumption)
(Facilities
-1.0 14.6 -1.6
investment)
(Construction
10.3 7.6 -4.0
investment)
(Goods
2.1 3.8 4.0
exports)
(Goods
3.3 7.4 1.9
imports)

1.0
(2.8)
0.7
(3.5)
2.2
(5.8)
3.4
(7.3)
1.8
(1.8)
4.5
(1.5)
7.1
(4.0)

Q2

20192)
Q3

Q4

Q1

0.6 0.6 1.0 -0.3
(2.8) (2.0) (3.1) (1.8)
0.3 0.5 1.0 0.1
(2.8) (2.5) (2.5) (1.9)
0.3 1.5 3.0 0.3
(4.8) (4.6) (7.1) (5.2)
-5.7 -4.4 4.4 -10.8
(-3.0) (-7.4) (-2.7) (-16.1)
-2.1 -6.7 1.2 -0.1
(-1.5) (-8.9) (-5.9) (-7.4)
0.1 4.7 -2.6 -2.9
(4.1) (3.4) (6.7) (-0.9)
-3.6 -0.6 2.0 -4.8
(0.9) (-2.0) (4.7) (-7.0)

Notes: 1) Quarter-on-quarter; Figures in parentheses are non-seasonally adjusted year-on-year rates.
2) Figures for first quarter preliminary.
Source: Bank of Korea.

Facilities investment plunged

by 10.8% quarter-on-quarter and continued
its adjustment. Investment in machinery fell

Partial Easing of Sluggishness in
Employment

sharply, owing to sluggishness in investment
for semiconductor manufacturing equipment,

Recently, the sluggishness in employment

and the transportation equipment also de-

conditions improved compared to the fourth

9) A delay in the delivery of imported cars due to strengthened emissions regulations and supply shortages of some
popular domestic vehicles contributed to the sluggish automobile sales.
10) Health insurance payouts, which account for a considerable portion of social transfers in kind (of which health
insurance and industrial accident insurance payouts make up about 96%), rose 15.2% on a year-on-year basis
during the January to February period this year.
11) During the January to February period, the central government’s budget execution rates for personnel and material
expenses declined by 0.1% points (17.1% → 17.0%) and 1.3% points (14.6% → 13.3%), respectively.

quarter of last year. In the first quarter, the

conditions for major export items, but the ser-

number of people employed rose by 177,000

vices account deficit decreased thanks to an

year-on-year, exceeding the 88,000 increase

increase in foreign tourists, leading to a simi-

in the fourth quarter of 2018. This was a result

lar level of current account surplus as seen in

mainly of the fact that, thanks to government

the same period last year.

7

policies, job growth in the health & welfare
The rate of growth in exports (customs clear-

in employment in the wholesale & retail trade

ance basis) declined compared to the first

and food & accommodation industries less-

quarter of 2018. Entering this year, exports of

ened. However, the contraction of jobs in the

petroleum products and IT products such as

manufacturing sector accelerated amid con-

semiconductors and displays fell, driven by a

tinuing corporate restructurings and slumps

year-on-year drop in international oil prices

in the automobile and shipbuilding industries,

and a continuing adjustment in the semicon-

on top of slowing growth in the electrical &

ductor industry.

electronics industry. Seasonally adjusted unemployment stood at 3.9% in the first quarter,

Imports (customs clearance basis) reversed to

maintaining the level recorded in the fourth

a decline this year as the reduction in capital

quarter of 2018.

goods imports accelerated and raw materials
imports, including petroleum products, de-

Table I- 3. Major employment-related indicators

clined.

(million persons, %)

2017

2018
Year Q1

Q2

2019
Q3

Q4

Table I- 4. Current account

Q1

(billion dollars, %)

Economically active
27.4 27.8 27.5 28.1 28.1 27.9 27.7
population
(Rates of change)1)

1.2 0.5 0.7 0.5 0.4 0.5 0.9

Number of persons
26.7 26.8 26.3 27.0 27.0 27.0 26.5
employed
(Changes)1)
Labor force
participation rate2)
Employment-topopulation ratio2)

0.32 0.10 0.18 0.10 0.02 0.09 0.18
63.2 63.1 63.3 63.1 63.1 63.1 63.4
60.8 60.7 60.9 60.7 60.6 60.7 60.9

Unemployment rate2)

3.7 3.8 3.7 3.8 4.0 3.9 3.9

Notes: 1) Year-on-year.
2) Seasonally adjusted.
Source: Statistics Korea.

Current Account Surplus Continues

2017

2018

Year Q4 Year Q1
Current account
Goods

Q2

goods account surplus began shrinking in the
fourth quarter of 2018 due to the worsening

Q3

Q4 Jan.~Feb.

75.2 18.9 76.4 11.7 17.2 28.1 19.4

6.5

113.6 28.5 111.9 22.5 29.9 34.7 24.7 11.1

Exports1)

573.7 143.5 604.9 145.1 151.6 153.6 154.5 132.73)

(Rate of change2)) 15.8
Imports1)

8.4

5.4

9.8

3.1

1.7

7.7 -8.53)

478.5 123.4 535.2 132.4 133.2 130.3 139.3 123.43)

(Rate of change ) 17.8 11.6 11.9 13.7 13.0
2)

Services

-36.7 -10.6 -29.7 -9.3 -6.5

7.8

12.9 -6.83)

-7.6

-6.3 -5.3

Credit

89.7 23.3 99.1 23.7 24.6 24.4 26.3 16.1

Debit

126.4 33.9 128.8 33.0 31.1 32.0 32.7 21.4

Primary income

5.3

2.9

2.8

1.3

-4.2

2.8

2.9

1.8

Secondary
income

-7.0

-2.0

-8.5

-2.9

-2.0

-1.8

-1.8

-1.2

Notes: 1) Customs-clearance basis.
2) Year-on-year.

The current account sustained its surplus. The

2019

3) Based on the first quarter of 2019.
Sources: Bank of Korea, Korea Customs Service.
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sectors expanded, while the extent of decline

3. Prices

With regard to the overseas factors affecting
prices, despite the rise in the exchange rate,12)
which directly affects petroleum product

8

Significant Slowdown in Consumer
Price Inflation

prices, the rate of increase in crude oil import
prices slowed significantly13) in the first quarter, as in the previous quarter. The extent of

Consumer prices increased by 0.5% year-on-

increase in the prices of non-energy imports,

year in the first quarter, and their pace of in-

which affect domestic non-petroleum product

crease declined significantly compared to the

prices indirectly, declined as well.14)

fourth quarter of last year (1.8%). This was a
result mainly of growing downward pressures
on inflation from non-cyclical factors, such as

Figure I- 6. Import prices (Korean-won basis)1)

the low prices of petroleum and agricultural,

Crude oil (left)

livestock & marine products and the strengthening of government social-welfare policies,

Non-energy (right)

(%)(%)
80

10

40

5

0

0

amid modest upward pressures on the demand-side.

Figure I- 5. CPI Inflation
Month-on-month

-40

Year-on-year
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Note: 1) Year-on-year.

Inflation target
2.0%

3

Source: Bank of Korea.

2

2

As for domestic factors influencing prices, on

1

1

0

0

3

the demand side, the percentage GDP gap was
found to be negative in the first quarter, and

-1
16.1

-1
7

17.1

7

18.1

7

19.1

Sources: Bank of Korea, Statistics Korea.

the negative gap in the manufacturing capacity utilization rate widened. Meanwhile, the
unemployment rate gap remained at a level
similar to that in the previous quarter. On the
cost side, the pace of wage growth well above
its normal years’ average was sustained as the

12) The extent of increase in the Korean won/US dollar exchange rate (year-on-year) expanded greatly from 2.1% in the
fourth quarter of 2018 to 5.0% in the first quarter of 2019.
13) The rate of increase in crude oil import prices (Korean won basis, year-on-year) declined from 45.7% in the third
quarter of 2018 to 15.8% in the fourth quarter of 2018, and fell further to 4.4% in the first quarter of 2019.
14) The rate of increase in non-energy import prices (Korean won basis, year-on-year) fell from 2.5% in the fourth quarter of 2018 to 1.5% in the first quarter of 2019.

rate of wage increase in the personal service
sector exceeded the all-industry rate.

Figure I- 8. Per-person rate of wage increase1)2)
Total wage increase across industries
Total wage increase in personal service industry 3)

Figure I- 7. Gaps of major economic indicators
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Notes: 1) (Real GDP-potential GDP)/potential GDP, biannual basis
2) U nemployment rate (seasonally adjusted) - Non-accelerating inflation rate of unemployment (NAIRU, estimated by
Bank of Korea).
3) Capacity utilization rate - Average capacity utilization during
previous 10 years; Electronics parts and communication
devices excluded; A figure below 0 indicates the existence
of idle production capacity; First quarter of 2019 figure is an
average of the Jan.~Feb. 2019 period.
Sources: Bank of Korea, Statistics Korea.

14

15

16

17

18

Notes: 1) Based on the firms with one or more permanent employees.
2) Year-on-year; Four quarter moving average.
3) Simple average of the wage increase in the industries related to personal service such as accommodation & restaurants industries.
Source: Ministry of Employee and Labor.

A look at other factors affecting inflation finds
that the pace of increase in agricultural, livestock & marine products prices slowed significantly in the first quarter on increased supply
owing to favorable weather conditions and the
growing number of livestock. In addition, the
expansion of the government’s social-welfare
policies in the education and telecommunication sectors, including the expansion of
areas adopting free school meals programs,15)
exemptions of high school tuition in some areas,16) and spread of low-priced mobile phone
plans,17) served as factors putting downward
pressure on inflation. The rate of increase in
housing rental fees, meanwhile, slowed in line
with the larger quantity of new apartments
available than in normal years.

15) In the first quarter of 2019, the free school meal program was expanded to high schools in some districts of Seoul
and Busan and all districts of Daejeon, Chungnam and Gyeongnam.
16) Chungnam started providing a high school tuition exemption from the semester beginning in March 2019.
17) With the spread of low-priced mobile phone plans, mobile phone charges continued falling in the first quarter on a
year-on-year basis (January -2.6% → February -2.9% → March -3.2%).
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Average of 3.5%
wage increase
across industries
from 2012 to 2017

Manufacturing average capacity utilization gap3) (right)
2.0

9

Looking at the changes in CPI inflation in individual product categories, the price growth

Table I- 5. Consumer prices1)
(%)

of electricity, water & gas and of industrial
products excluding petroleum products accel10

erated in the first quarter. However, the rise in
the prices of agricultural & marine products

2017
Consumer price index

2018
Year Q1

Q2

2019
Q3

Q4

Q1

1.9 1.5 1.1 1.5 1.6 1.8 0.5

slowed significantly, and the rate of increase

Agricultural, livestock &
5.5 3.7 0.7 2.0 4.9 7.1 0.2
marine products

in the prices of petroleum products fell con-

(Agricultural products)

4.6 8.1 2.6 6.9 9.5 13.6 1.3

siderably. In terms of the contributions to

(Livestock products)

6.5 -3.5 -3.7 -6.1 -2.8 -1.3 -1.6

inflation of individual product categories, the

Industrial products

1.4 1.3 0.7 1.5 1.8 1.1 -0.7

(Petroleum products)

7.7 6.8 3.8 6.7 11.7 5.1 -10.2

& gas and industrial products excluding pe-

(Industrial products
excluding petroleum)

0.5 0.5 0.3 0.7 0.3 0.5 0.8

troleum products increased, while the contri-

Electricity, water & gas -1.4 -2.9 -1.9 -3.0 -7.0 0.3 1.3

butions of the prices of agricultural, livestock

Services

2.0 1.6 1.5 1.7 1.5 1.6 1.3

& marine products and petroleum products

(Housing Rental fees)

1.6 0.6 1.0 0.7 0.5 0.3 0.1

fell substantially. The contribution of service

(Public service charges) 1.0 0.2 0.5 0.3 0.0 0.1 -0.3

contributions of the prices of electricity, water

prices declined slightly as well.

(Private service charges) 2.5 2.5 2.2 2.7 2.5 2.6 2.3
CPI for living necessities 2.5 1.6 1.0 1.5 1.7 2.1 0.2
CPI excluding food &
1.5 1.2 1.2 1.4 1.1 1.1 1.0
energy
CPI excluding agricultural
1.5 1.2 1.1 1.3 1.0 1.3 1.1
products & oils
Note: 1) Year-on-year.
Source: Statistics Korea.

Figure I- 9. Contributions to CPI inflation1)
CPI inflation

Figure I- 10. Underlying inflation rates1)
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Note: 1) Year-on-year.

Note: 1) Year-on-year.

Sources: Bank of Korea, Statistics Korea.

Source: Statistics Korea.

The inflation expectations of the general pub-

Maintenance of Underlying Price
Movements at Mid-1% Level

lic for the next one year were in the low- to
mid-2% range. In the economic experts group,
while expected inflation in the short term

Core inflation excluding food and energ y

(next one year) declined considerably from the

prices rose by a mere 1.0% in the first quarter.

previous quarter (1.8%) to record 1.5%, the

Meanwhile, considering that core inflation

expected inflation for the long term (next five

is greatly influenced by the government’s

years) maintained the same level (2%) as in

strengthening of its social-welfare policies, a

the quarter before.20)

look at core inflation excluding regulated prices18) shows that it rose by 1.5%, while cyclically
sensitive inflation19) increased by 1.9%.

18) T he core inflation index with regulated prices excluded is calculated by excluding the prices of public services,
electricity, water, gas and school meals, which are greatly affected directly and indirectly by the government.
19) Cyclically sensitive inflation was calculated based on the items from among the group of products comprising the
core inflation index with food and energy product prices excluded that react sensitively to the percentage GDP gap.
20) These figures are survey results of domestic and foreign investment banks, securities companies, and market research institutions conducted by Consensus Economics Inc.

I. Monetary Policy Operating Conditions 3. Prices

2

Table I- 6. Rates of increase in housing sales and
leasehold deposit prices1)

Figure I- 11. Inflation expectations
General public1)2)

Experts1)

(%)

Consensus Economics short-term1)
Consensus Economics long-term3)

12

2017

(%)(%)
4

4

3

3

2

1

1

0

0
15.1

7

16.1

7

17.1

7

18.1

7

19.1

Notes: 1) Expected CPI inflation rates for the next 12 months.
2) Based on new samples since September 2018.
3) Expected CPI inflation rates for the next 60 months.
Sources: Bank of Korea, Consensus Economics.

Housing Sales Prices Decline
Nationwide housing prices dropped in the
first quarter of this year. By region, housing
sales prices in Seoul and its surrounding areas
reversed to a decline entering this year, driven
by government measures. Sales prices continued to decline in the rest of the country, especially in Gyeongnam, Ulsan and Chungbuk.
The decline in nationwide leasehold deposit
prices expanded, particularly in Seoul and its
surrounding areas, affected by a large increase
in the supply of new apartments available.

2019

Year Q1

Q2

Q3

Q4

Q1

Housing sales prices

1.5

1.1

0.5

0.0

0.3

0.3 -0.4

Seoul and its surrounding areas

2.4

3.3

1.1

0.4

1.0

0.7 -0.5

3.6

6.2

2.4

0.8

2.2

0.8 -0.6

(Seoul)
Other areas

2

2018

0.7 -0.9 -0.1 -0.3 -0.3 -0.1 -0.4

Reconstructed apart16.1 16.4 8.2 2.1 5.5 -0.1 -1.2
ment sales prices
Leasehold deposit
0.6 -1.8 -0.3 -0.7 -0.5 -0.3 -0.7
prices
Seoul and its sur1.4 -1.5 -0.3 -0.8 -0.3 -0.2 -0.9
rounding areas
(Seoul)
Other areas

2.0

0.3

0.3 -0.6 0.5

0.0 -1.1

-0.1 -2.1 -0.3 -0.7 -0.7 -0.5 -0.5

Note: 1) Compared with the last survey dates of the previous period.
Sources: Korea Appraisal Board, Real Estate 114.

4. Financial and Foreign
Exchange Markets

Corporate Bond Credit Spreads Narrow
Corporate bond credit spreads (against Treasury bonds) continued to narrow across all

Long-term Market Interest Rates
Decline

bond ratings, as demand for corporate bonds
remained steady due to their advantageous

The Treasury bond yield (3-year) fluctuated

(AA-) and subprime (A-) bonds maintained the

within a limited range entering this year and

low level observed in the latter half of last year.

fell sharply after the US Federal Reserve's
FOMC meeting in late March, influenced by
drops in long-term rates in major countries

Figure I- 13. Corporate bond credit spreads and
spread across credit ratings1)

and foreign investors' large-scale net purchasCorporate bonds (A-) - Corporate bonds (AA-) (left)

es of Korea Treasury Bond futures. In April, it

Corporate bonds (A-) - Treasury bonds (left)

rebounded slightly thanks to expectations of
progress in the US-China trade negotiations
and improved economic indicators in major

Corporate bonds (AA-) - Treasury bonds (right)
(bp)

(bp)
120

220
200

countries.

180

Figure I- 12. Korean and US Treasury bond yields
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Korean Treasury bond (3-year) yield
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(%)(%)
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80
16.1

7

17.1

7
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7

19.1

Note: 1) 3 -year maturity basis; Treasury bond yields based on final
quoted yields, and corporate bond yields on average yields
3

3

estimated by four private credit rating agencies.
Source: KOFIA.

2

2

Stock Prices Rise
Stock prices (KOSPI) rose entering this year.

1

1
16.1

7

17.1

Sources: KOFIA, Bloomberg.

7

18.1

7

19.1

They fell in March with the breakdown of the
US-North Korea summit talks and concerns
about economic slowdown in the euro area,
but then rebounded in April as investment
sentiment improved in line with sound economic indicators and major countries’ accommodative monetary policy stances. Reflecting
this, the stock price volatility index (V-KOSPI200) also fell entering this year.
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interest rates. The credit spread between prime
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Figure I- 15. Changes1) in and balances1) of
foreigners’ bond holdings

Figure I- 14. KOSPI and share volatility index1)
KOSPI (left)

V-KOSPI200 (right)
Changes (left)
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85
16.1

7

17.1

7

18.1

7
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Note: 1) E xcluding an unusual transaction (30.4 on April 10 2019)
th

facing maturity of options

Note: 1) F igures for April 2019 based on the period from April 1st to
18th.

Source: Koscom.

Source: Financial Supervisory Service.

Domestic Portfolio Investment by
Foreigners Increases

In terms of investment in domestic stocks, net
purchases continued as investment sentiment

Domestic portfolio investment by foreigners

improved with the US Federal Reserve’s sug-

increased this year, driven by stocks.

gestion that its future policy would be more
accommodative than markets had expected.

Bond investment by foreigners decreased in
January and February, owing to the reduced
arbitrage incentives and sluggish reinvestment

Figure I- 16. Foreigners’ net stock purchases1)2)
and share in total holdings1)3)

of maturing funds. It increased in March with
Net stock purchases (left)

growing net investment by both the public

Share in total holdings (right)

and private sectors but reversed to a decline
again in April.

(trillion won)

(%)

10

36
35

5

34
33

0

32
31

-5

30
29

-10

28
16.1

7

17.1

7

18.1

7

19.1

Notes: 1) Figures for April 2019 based on the period from April 1st to
18th.
2) Sum of net purchases in KOSPI and KOSDAQ markets.
3) Based on total stock market capitalizations.
Source: Koscom.

Favorable Corporate Funding
Conditions

Table I- 7. Corporate funding1)
(trillion won)

Corporate lending by banks increased steadily,

2017

especially in loans to small- and medium-size

Banks2)

enterprises (SMEs). Loans to large corporaLoans

Year Q1

Q2

2019
Q3

Q4

Q1

40.4 46.7 14.6 10.0 16.5 5.6 12.9

(Large firms) -3.7 6.9 1.8 2.3 1.4 1.4 0.4
(SMEs)

44.0 39.8 12.7 7.7 15.2 4.2 12.5

tions’ direct funding expanded, while loans

Non-banks

to SMEs increased greatly thanks to banks’

Corporate bond
-3.5 5.2 2.0 2.6 1.2 -0.6 6.3
issuance4)

aggressive efforts to extend loans. Meanwhile,
corporate lending by non-bank financial institutions showed smaller growth than in the
previous quarter.

3)

41.8 44.6 9.5 12.2 11.3 9.1 5.2

Direct
financing CP Issuance5) 2.3 0.8 2.4 -0.3 0.7 -2.0 1.3
Stock issuance6) 13.9 10.1 3.9 2.7 1.6 1.9 1.0
Notes: 1) Based on changes in balances during the periods.
2) Figures for March 2019 preliminary.

3) B ased on loans by mutual savings banks, credit unions,

In terms of corporations’ direct funding, its

mutual credit cooperatives, community credit cooperatives,

growth expanded compared to the quarter

ing); Figures for first quarter of 2019 based on Jan.~Feb.

before, mainly through corporate bonds and

4) B ased on corporate bonds issued through public sub-

CP. The net issuance of corporate bonds sig-

scription by non-financial corporations (excluding ABSs but

nificantly increased, thanks to greater invest-

5) Based on CP handled by securities firms, merchant banking

ment demand in line with their advantageous
interest rates and increased new bond issues
by companies due to declining funding costs.

and insurance companies (including public and other lendfigures.

including P-CBOs).
corporations and trust accounts of banks.
6) Initial public offerings and paid-in capital increases.
Sources: Bank of Korea, Financial Supervisory Service, Korea Securities
Depository, Korea Credit Information Services.

There was also a net issuance of CP, as companies reissued CP that had been temporarily
redeemed at the end of last year. However,

S l ow d ow n i n H o u s e h o l d L e n d i n g
Growth Continues

stock issuance fell compared to the previous
quarter as the amount of paid-in capital de-

The volume of growth in household lend-

creased.

ing by deposit-taking institutions decreased
significantly in the first quarter of 2019, compared to both the preceding quarter and the
same period last year.
The trend of growth in household lending by
banks continued to slow. The volume of new
mortgage lending declined quarter-on-quarter, affected by reduced housing sales transactions and strengthened regulations on bank
lending to households. However, total mortgage lending steadily rose, owing to demand
for leasehold deposits and for funds to be paid
before moving into new apartments. Other

15
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tions increased at a slower rate as corpora-

2018

16

loans, however, reversed to a decrease due to

but started to increase in late February in line

inflows of bonus pay in the beginning of the

with the strengthening of the US dollar and

year and reduced demand for funds for hous-

concerns about the global economic slow-

ing purchases.

down.

Household lending by non-bank depository

The Korean won/Japanese yen (100 yen) rate

institutions fell significantly, as the demand

fell to the 1,000-won level in late February due

for loans declined due to the reduced number

to a relative depreciation of the Japanese yen

of housing sales transactions and increased

driven by sluggish economic indicators in Ja-

redemption of loans for housing purchases

pan, but rebounded modestly in March due to

issued by Community Credit Cooperatives.

strengthened preferences for safe assets amid
rising concerns about the global economic
slowdown.

Table I- 8. Household lending by depository
institutions1)
(trillion won)

2017

2018
Year Q1

Q2

2019
Q3

Q4 Q12)

Commercial & specialized
58.7 60.4 9.5 15.5 15.7 19.7 6.5
bank loans3)
(Mortgage loans)3)

Figure I- 17. Exchange rates

37.0 38.1 5.9 8.7 10.2 13.3 7.8

(Other loans, including
21.6 22.4 3.6 6.8 5.6 6.4 -1.4
through overdraft accounts)
Non-bank depository
22.6 6.8 0.7 2.6 0.0 3.5 -2.2
institution loans3)
(Mutual credit cooperatives) 9.3 7.5 0.8 2.6 1.2 2.9 -0.1
(Credit unions)

1.2 -1.4 -0.6 -0.5 -0.4 0.1 -0.4

(Community credit
cooperatives)

9.4 -1.9 0.2 -0.1 -1.4 -0.6 -2.3

(Mutual savings banks)

2.7 2.5 0.5 0.5 0.6 0.9 0.6

(Others)4)

0.1 0.2 -0.1 0.1 0.1 0.2 -0.1

Notes: 1) Based on changes in balances during the periods.
2) T he March figures for banks are Bank of Korea advance

KRW/USD

KRW/100JPY1)

1,300

1,300

1,200

1,200

1,100

1,100

1,000

1,000

900

900

800

800
16.1

7

17.1

7

18.1

7

19.1

Note: 1) Final transaction standard rate offered to customers posted
by KEB Hana Bank during the day.
Sources: Bank of Korea, KEB Hana Bank.

estimates, and the first quarter figures for the non-bank deposit-taking institutions based on Jan.~Feb. period.
3) Including mortgage transfers.
4) Trust accounts of banks, and postal savings.

The swap rate (3-month maturity) increased

Sources: Bank of Korea, Korea Housing Finance Corporation.

gradually, as the negative domestic-overseas
interest rate spread narrowed owing to the

Korean Won/US Dollar Exchange Rate
Increases

weakened expectations of interest rates hikes
by the US Federal Reserve, while banks maintained a sufficient amount of foreign currency

The Korean won/US dollar exchange rate
fluctuated within a limited range, influenced
by expectations of progress in the US-China
trade negotiations and uncertainty over Brexit,

liquidity.

Figure I- 18. Domestic/international interest rate
spread1) and swap rate

Figure I- 19. Financial Conditions Index1) and real
money gap1)2)

Domestic/international interest rate spread (3 months)

Financial Conditions Index (left)

Swap rate (3 months)

Real money gap (right)

(%, %p)

(%, %p)
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Note: 1) Y ield on Korean Monetary Stabilization Bonds (MSBs) (3
months) - US LIBOR (3-months).
Source: Bank of Korea.
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Notes: 1) If the figure is positive (negative), it means that financial conditions are accommodative (tight).
2) Based on M2.
Source: Bank of Korea.

Accommodative Financial Conditions
Continue
It is assessed that domestic financial conditions are still accommodative. The Financial
Conditions Index 21) shows that while the
degree of accommodativeness has moderated somewhat, the accommodative trend
continues. The real money gap22) remains substantially positive, as the real money supply
has been exceeding its long-term equilibrium
level.

21) The Financial Conditions Index assesses whether financial conditions are accommodative or tight and is calculated
by standardizing a weighted average of six major financial variables, including interest rates, the exchange rate, and
stock prices (refer to Box I-1 “Estimation Results of a New Financial Conditions Index”).
22) This refers to the divergence between the real money supply at a specific point in time and the long-term equilibrium money supply, and is used for judging whether there is an excess (gap > 0) or a shortfall (gap < 0) of the real
money supply compared to the long-term equilibrium money supply.
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serve, ECB, IMF, and OECD.

Box I-1.

First, six core variables for monetary policy
transmission–short–term interest rates, ex-

18

Estimation Results of a New Financial
Conditions Index

change rates, stock prices, housing prices, term
spreads, and risk premiums–were selected
as the principal components of the FCI. Some

As changes in financial conditions have greater

of these components (e.g. short-term interest

influence on the real economy amid fast-paced

rates, stock prices, and housing prices) were

development of financial innovations in the

converted to real variables using expected infla-

2000s, there is a growing need for central banks

tion,2) and the gaps3) between all variables and

to comprehensively assess overall financial con-

their long-term trend estimates were calculated.

ditions when establishing monetary policy. Ac-

In terms of the long-term trend estimates, the

cordingly, the central banks of major economies

natural rate of interest4) was used for the short-

estimate financial conditions indices (FCIs) and

term interest rate; trends identified through HP

use them as references when assessing finan-

filtering for the real effective exchange rate, stock

cial conditions.

prices, and housing prices; and long-term average values for term spreads and risk premiums.

The Bank of Korea has been estimating its FCI
by extracting the principal components1) of 50
financial variables. However, considering that
the financial environment has changed signifi-

Component variables of the new FCI

Variables

Details

Real short-term
interest rate
Real effective
exchange rate

MSB yield (3 month) Inflation expectations

ables, many have called for it to be revised. As

Real stock prices

KOSPI/inflation expectations index1)

outlined in the following paragraphs, the Bank of

Real housing
prices

Nationwide housing sales price2)/
inflation expectations index1)
Treasury Bond Yield (3 year) MSB yield (3 month)
Corporate Bonds Yield (AA-, 3 year) Treasury Bond Yield (3 year)

cantly since the FCI was developed and that
the existing method does not sufficiently reflect
the connectivity between financial and real vari-

Korea has modified its estimation method based
on existing research results that emphasize the
impact of changes in financial variables on the
real economy when estimating the FCI, and in
reference to the estimation methods used by
major institutions such as the US Federal Re-

Term spreads
Risk premiums

Based on BIS releases

Note: 1) Used inflation expectations for the next 12 months released
by the Consensus Economics. Inc.
2) Used KB Kookmin Bank’s Monthly Bulletin of housing prices.

1) For detailed explanations on estimation methods, refer to “Korea’s FCI Development and an Evaluation of its Usefulness" published in the Bank of Korea’s January 2014 Monthly Bulletin.
2) The inflation indices that can be used to convert the component variables into real ones are consumer price inflation,
core inflation, and expected inflation. Among these, expected inflation (Consensus Economics Inc., one year) was
analyzed as producing an FCI with the strongest predictive power for forecasting aggregate demand.
3) This was done to convert the component variables into stationary time series and to reflect the financial cycle information to each variable in the FCI.
4) Regarding the method used to estimate the natural rate of interest, refer to Laubach-Williams (2003) and Oh Hyeong-seok (2014).

To estimate the FCI using these component variables, weights should be given to each variable.5)
In this regard, a structural VAR model consisting

The new FCI1)
2

2

1

1

0

0

-1

-1

-2

-2

-3

-3

of two real variables (GDP gap and CPI inflation)
and six FCI components was estimated.6) Based
on the estimated VAR model, the impact that a
GDP gap for a period of one to four quarters
was estimated, and each component variable
was given a weight commensurate with the size
of such impact. The sum of weighted variables
is standardized to estimate the FCI. The FCI

-4

-4
00
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08
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18

has a positive value when financial conditions

Note: 1) If the figure is positive (negative), it means that financial con-

are accommodative enough to support the real

ditions are accommodative (tight); The dotted lines indicate

economy and a negative value when financial

indicate times of financial accommodation (from the bottom

conditions are tight.

one-standard deviation of the FCI, and the shaded areas
of the FCI to the peak)
Source: Bank of Korea estimates.

The new FCI identified that there have been
four periods7) of financial accommodation since

Meanwhile, to determine the usefulness of the

2000. Although the extent of accommodative-

new FCI in predicting aggregate demand, an

ness has declined slightly since the fourth quar-

autoregression model (base model) comprising

ter of 2017, the underlying trend of accommoda-

solely the autoregressive lag of the GDP gap

tion is deemed to have persisted.

and an alternative model that adds the FCI to
the explanatory variables were estimated. The
root mean square errors (RMSE)8) of the GDP
gaps predicted by these two models were then
compared.

5) E xisting studies have used the 1 aggregate demand model, 2 VAR model, or 3 macroeconomic model to estimate
the FCI based on the impact that each financial variable has on aggregate demand (GDP gap). Among these, the
VAR model is widely used because it is easy to establish, addresses the endogeneity problem between financial
variables and real variables, and at the same time, generates estimation results that are consistent with economic
theory.
6) W
 e used Uhlig (2005)s method of identifying structural VARs to estimate the VAR model.
7) The analysis showed that during these periods, the declines in short-term interest rates and risk premiums and the
rises in prices of assets (stocks and housing) led to accommodative financial conditions.
8) This refers to the relative magnitude of the difference between observed values and estimates. A model with a smaller degree of error can be considered as more robust in predicting the GDP gap.
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shock on each component variable has on the
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tions become accommodative. It was also found

Regression models for GDP gap

that the new FCI is less likely to be dominated
by a specific variable,10) and that when different

<Base model>

periods are used to estimate the new FCI (i.e.
real-time estimation), the estimates do not show
20

any large differences, suggesting that the new

<Alternative model>

FCI is stable.11)

y: GDP gap, FCI: Financial Conditions Index,

Impulse-response of the GDP gap under
accommodative financial conditions1)

h: estimation period.
(%p)

The analysis results showed that the alternative
model generated a lower RMSE than the base
model for the first to fourth quarters, implying

(%p)

0.6

0.6

0.4

0.4

0.2

0.2

0.0

0.0

-0.2

-0.2

-0.4

-0.4

that the new FCI is highly useful in forecasting
the real economy.

The root mean square errors (RMSE) of the GDP
gap

Estimation period

Base model

Alternative model

first quarter

0.37

0.28

second quarter

0.83

0.66

third quarter

1.30

1.09

fourth quarter

1.54

1.36

-0.6

-0.6
1

2

3

4

5

6

7

8

9

10

Note: 1) Based on responses when an impulse of one standard deviation is applied.
Source: Bank of Korea estimates.

Source: Bank of Korea estimates.

Furthermore, when estimating the relationship
between the new FCI and aggregate demand,9)
it was found that aggregate demand increases
(GDP gap expands) when financial conditions
are accommodative (FCI rises), and that this
effect peaks three quarters after financial condi-

9) We analyzed the GDP gap’s response to an increase in the FCI (accommodative financial conditions) using the VAR
model with three variables (FCI, GDP gap, and CPI inflation).
10) E
 ach of the six variables’ share of contributions to changes in the FCI was found to be around 10 to 20%.
11) We used two estimation periods (from the first quarter of 2000 to the fourth quarter of 2014 and from the first quarter of 2000 to the fourth quarter of 2018), estimated weights, and calculated the FCI for each period. As a result, the
average difference between the two estimated indices was 0.18, and the maximum difference was only 0.36. When
compared to the previous FCI, the new FCI demonstrated considerably smaller gaps between different estimation
periods.

FCI by estimation periods
first quarter of 2000 ~ fourth quarter of 2018
first quarter of 2000 ~ fourth quarter of 2014
4

4

21
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Source: Bank of Korea estimates.
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Ⅱ
Conduct of Monetary
Policy

1. Base Rate

25

2. Bank Intermediated Lending Support Facility

27

3. Financial Stability

28

1. Base Rate

sions and conditions in the semiconductor industry for a while and that it was necessary to
remain alert to financial stability conditions,

Base Rate Operated at 1.75% per
Annum
The Bank of Korea maintained its accommo-

including household debt.

Figure II- 1. Bank of Korea Base Rate1)

dative policy stance to ensure that the recovery of economic growth would continue and
that consumer price inflation could be stabihorizon, while conducting its monetary policy

(%)
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(Jul. 12, 2012)

25

(Oct. 11)

3.0

(May 9, 2013)
(Aug. 14, 2014)

2.5

overseas risk factors, such as Korea’s trading
conditions vis-à-vis major economies, changes in the monetary policies of major countries’ central banks, financial and economic

2.5

(Oct. 15)

with a focus on financial stability as well. In
this process, it closely examined domestic and

3.0

(Mar. 12, 2015)

2.0

2.0
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(Nov. 30, 2018)
(Nov. 30, 2017)
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(Jun. 9, 2016)
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conditions in EMEs, and the upward trend of

Note: 1) Figures in parentheses refer to the dates of Base Rate adjust-

household debt.

Source: Bank of Korea.

Under this policy stance, the Bank of Korea

A detailed look at the monetary policy deci-

decided at the February and April meetings

sions during this period, and the backgrounds

of its Monetary Policy Board to keep the Base

behind them, follows:

ments.

Rate at 1.75% per annum. At the February
meeting, while it was forecast that the trend

With regard to the domestic economy, at the

of Korea’s economic growth would continue

time of the policy rate decision in February it

at a rate not far from its potential level, the

was seen that while adjustments in facilities

Board considered the points that uncertain-

and construction investment had persisted

ties about external conditions were high and

and growth in exports had slowed, the trend

that it was necessary to observe the trend of

of growth not far from its potential level had

financial stability conditions, such as whether

been maintained as consumption continued

the slowdown in household debt would con-

to increase modestly <refer to Table I-2>. How-

tinue. At the April meeting, the growth and

ever, in the April meeting, it was judged that

inflation forecasts for 2019 were lowered, but

growth had slowed somewhat as exports and

it was seen that growth and inflation would

investment were more sluggish than expected,

gradually pick up toward the second half of

and consumption growth had also faltered.

the year. The Board decided to hold the Base

Accordingly, the growth forecast for this year

Rate steady in consideration of the points that

was lowered slightly, but growth was expected

it was necessary to monitor trends in external

to gradually recover going forward <refer to Ta-

economic conditions such as global trade ten-

ble III-1>, due to expanded government expen-

II. Conduct of Monetary Policy 1. Base Rate

lized at the target level over a medium-term

(%)
3.5

ditures and the eased sluggishness in exports

quidity adjustment (average balance basis)

and investment.

slightly compared to the previous quarter. The
issuance of new MSBs was kept at the same

26

Consumer price inflation fell to the mid-0%

level as in the quarter before, but redemption

range entering this year <refer to Figure I-5>,

increased, causing the net balance to decline

affected by declines in the prices of agricul-

slightly. The amount of RP sales and deposits

tural, livestock & fisheries products and of

into the Monetary Stabilization Account, as

petroleum products, and by the strengthening

means of adjusting short-term liquidity, were

of the government’s social-welfare policies. In

flexibly adjusted in tandem with changes in

this regard, the Bank revised this year’s infla-

capital markets. As a result, the call rate re-

tion outlook downward at the April meeting.

mained generally stable at around the Base

Consumer price inflation was expected to

Rate (1.75%).

fluctuate below 1% for some time, and then
run at the lower- to mid-1% level from the
second half of this year <refer to Table III-2>.

Figure II- 2. Liquidity adjustment 1) by means of
open market operations
Issuance of MSBs2)

Meanwhile, concerning financial stability, the
rate of increase in household lending continued to slow, and this trend was expected to
persist going forward <refer to Table I-8> given

RP sales (net)

Deposits into MSA3)
(trillion won)

(trillion won)

210

210

200

200

190

190

180

180

170

170

160

160

recent housing market conditions and the
continuation of strengthened macroprudential
regulations. However, there was judged to be
a need to be cautious of the risks of financial
imbalances considering that the total amount
of household debt was still high.

150

Open Market Operations to Maintain
Call Rate at Base Rate Level

150
16.Q1

Q3

17.Q1

Q3

18.Q1

Q3

19.Q1

Notes: 1) Quarterly average balance basis.
2) E xcluding 3.45 trillion won (Oct. 16, 2015~Oct. 14, 2016) of
MSB sales to Korea Development Bank through negotiated

In order to influence the overnight call rate so
that it does not deviate greatly from the Base
Rate, the Bank of Korea adjusts market liquidity by utilizing its open market operations
instruments through issuance of Monetary
Stabilization Bonds (MSBs), purchases and
sales of RPs, and deposits into the Monetary
Stabilization Account.
During the first quarter of this year, the Bank
of Korea reduced the total amount of its li-

transactions.
3) Monetary Stabilization Account.
Source: Bank of Korea.

2. Bank Intermediated
Lending Support Facility

Figure II- 3. Bank of Korea Base Rate and
overnight call rate
Overnight call rate - BOK Base Rate (right)
Overnight call rate (left)

BOK Base Rate (left)

(%)(bp)
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20
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Support for SMEs That Suffered
Damages from the Wildfire in Gangwon
Province
To ensure that banks actively extend loans
to small- and medium-sized enterprises, the

0

0

ed Lending Support Facility, through which it
supports banks by supplying them with funds

-1

-10
16.1

7

17.1

Source: Bank of Korea.

7

18.1

7

19.1

at interest rates below the Base Rate. The operation of the Bank Intermediated Lending
Support Facility ensures that funds are allocated to productive sectors and contributes to
boosting the effectiveness of monetary policy
through the credit channel. When necessary,
the Monetary Policy Board adjusts the Bank
Intermediated Lending Support Facility’s total
ceiling and its individual program ceilings
and reserves, in consideration of financial and
economic trends and SME funding conditions.
In April, the Bank of Korea decided to provide
support for SMEs that suffered damages from
the wildfire in the Gangwon region through
the Bank Intermediated Lending Support
Facility. To this end, the Bank made an emergency allocation of 10 billion won out of the
retained ceiling for the facility to the Gangneung Branch responsible for the area damaged by wildfire.
The Bank Intermediated Lending Support
Facility is operated with a total ceiling of 25
trillion won, including 1.5 trillion won under
the Support Program for Trade Financing, 6
trillion won for the Support Program for New
Growth Engine Development and Job Cre-

II. Conduct of Monetary Policy 2. Bank Intermediated Lending Support Facility

Bank of Korea operates the Bank Intermediat-

27

ation, 11 trillion won for the Program for Stabilizing SME Lending, 0.5 trillion won for the

3. Financial Stability

Support Program for Small Business Owners,
and 5.9 trillion won for the Support Program

As persistent financial imbalances can ulti-

for Regional Enterprises. The facility’s interest

mately lead to the deterioration of macroeco-

rates range from 0.50% to 0.75% per annum,

nomic stability, it is necessary in conducting

depending on the program.

monetary policy to consider financial stability
as well. Based on this standpoint, the Bank of

28

Table II- 1. Programs under the Bank Intermediated Lending Support Facility

Program
Support Program for Trade Financing
Support Program for New Growth
Engine Development and Job Creation1)
Program for Stabilization of SME
Lending2)
Support Program for Small-scale
Business Owners
Support Program for Regional
Enterprises
Total

Korea has devoted efforts to achieve financial
and foreign exchange market stability, to iden-

(trillion won, %)

tify potential financial system risk factors in

Ceiling

Interest rate

the early stages, to strengthen global financial

1.5

0.50

safety nets, and to enhance the stability and

6.0

0.50

efficiency of payment and settlement systems.

11.0

0.50~0.75

0.5

0.50

Promotion of Financial and Foreign
Exchange Market Stability

5.9

0.75

The Bank of Korea continued its efforts to

25.03)

-

ensure financial and foreign exchange market

Notes: 1) T he Support Program for High-tech and Other Start-up
SMEs was expanded and reorganized as Support Program
for New Growth Engine Development and Job Creation
(September 2017).
2) Includes the support that had been formerly provided under
the Support Program for Facilities Investment.
3) Includes reserves of 0.1 trillion won, which can be operated
when necessary.

stability in response to changes in conditions
in Korea and abroad. While regularly monitoring the movements of major price variables
and global funds, inflows and outflows of the
portfolio investment of foreigners, and the foreign currency funding conditions of financial

Source: Bank of Korea.

institutions, the Bank also promoted financial
and foreign exchange market stability through

Figure II-4. Ceiling and interest rates of Bank
Intermediated Lending Support Facility
Ceiling (left)

activation of its emergency response system
during times of heightened possibility of in-

Interest rate (right)

(trillion won)

creased market volatility due to domestic or

(%)

30
25

2.5

external uncertainties.

2.0

During the Lunar New Year holidays in Feb-

20
1.5
15
1.0
10

ruary, the Bank engaged in 24-hour monitoring of the developments in the US-China
trade dispute and Brexit and held a 「Financial
and Economic Conditions Review Meeting」

0.5
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Source: Bank of Korea.

15

16

17

18

19

in order to comprehensively examine the impact of external risks on the Korean economy.
Moreover, immediately after the breakdown

of the summit meeting between the United

financial institutions and examined the fi-

States and North Korea (February 28), and the

nancial system’s resilience to domestic and

sharp decline of the stock market following

external shocks. Considering that the level of

the US yield curve inversion (March 22), the

household debt remains high despite the eas-

Bank convened meetings of its 「Monetary and

ing of its growth last year, the Bank examined

Financial Task Force」 to review the impacts on

household debt conditions, focusing on vul-

the flows of foreigners’ portfolio investment

nerable borrowers. Moreover, it reviewed in

and on financial and foreign exchange mar-

particular the financial soundness of house-

kets.

holds holding rental real-estate properties, as
residential and commercial real-estate markets
demonstrate signs of contraction with rental

the details of its market stabilization measures

prices falling continuously and sales prices

since March to enhance the transparency of

reversing to a decline. In addition, the debt

its financial exchange market operations and

structures and debt repayment capacities of

the credibility of its policy.

companies subject to external audits were also

23)

assessed, taking into account the possibility
Table II- 2. Timeline for disclosing the details of
market stabilization measures taken by the
foreign exchange authority

1st Phase (semi-annual)

2nd Phase (quarter)

Applicable Second half of First half of Third quarter Fourth quarter
period
2018
2019
of 2019
of 2019
Time of
End of Mar. End of Sep. End of Dec. End of Mar.
disclosure
2019
2019
2019
2020
Source: Bank of Korea.

Efforts for Preemptive Identification of
and Response to Potential Financial
System Risks

of deteriorations in domestic corporations’
performances and debt repayment capacities
in the face of the global economic slowdown
since the latter half of last year. In particular,
the bank carefully reviewed the capability of
companies, by scale and type of business, to
respond to the deterioration of internal and
external conditions.
The Bank of Korea also participated in the
「Macroeconomic Finance Meetings」 and, together with the government and supervisory
authorities, analyzed the effects of changes

The Bank of Korea devoted efforts for the

in overseas risks and sought measures for re-

preemptive identification of and provision of

sponding. In addition, through meetings of its

early warnings against potential risks within

「Household Debt Taskforce」, it strengthened

the financial system.

its monitoring of household debt and real-estate market conditions.

During its 「Financial Stability Meeting」 in
March, the Bank carefully assessed the sec-

The Bank of Korea conducted joint examina-

toral vulnerabilities of the household and

tions of financial institutions to review out-

corporate credit markets, asset markets, and

standing financial issues and assess potential

23) In the second half of 2018, the net amount of foreign currency transactions for market stabilization taken by the relevant authority stood at -187 million dollars. Semi-annual data will be released in March and September this year,
and quarterly data in December.

II. Conduct of Monetary Policy 3. Financial Stability

Meanwhile, the Bank has begun disclosing

29

risks within the financial system. From Janu-

requests.

ary to April, the Bank conducted a sectoral examination of commercial banks’ management
of loans to self-employed business owners and
reviewed the soundness and potential risks of
such loans as well as the banks’ overall risk
management practices. It also conducted an
assessment of the risks of individual banks,
30

through which it looked at banks’ changes in
management strategy, as well as their funding
status, fund operation, and compliance with
Bank of Korea regulations.

Table II- 3. Joint examinations1) with Financial
Supervisory Service

Table II- 4. Revision of 「Regulations on the Bank
of Korea’s Request for Inspection of Financial
Institutions」

Before change

After change

Article 6. (Request for inspection and joint inspection)

Article 6. (Request for inspection and joint inspection)

5. In the case when there is a
possibility that the business
practices of financial institutions restrict the effectiveness of the monetary policy
or threaten stability of the
financial system, and thus
further examinations on their
practices are necessary

5. In the case when examinations on the business
practices of financial
institutions are necessary
to ensure the effectiveness
of the monetary policy or
the stability of the financial
system

Source: Bank of Korea.

(times)

2015

2016

2017

2018

7

6

6

5

2019
Jan. - Apr.
2

Strengthening of Global Financial
Cooperation

Note: 1) Examinations of banks.
Source: Bank of Korea.

The Bank of Korea strengthened its role in
major international organizations and consul-

The results of the Bank of Korea’s joint exam-

tative bodies, including the BIS, the IMF, and

inations of financial institutions were provided

the G20. It collected information on the global

to government institutions and the Financial

economy and policies of major countries as

Supervisory Service to serve as a policymak-

references for establishing policy stances and

ing reference. The Bank also made efforts to

actively participated in discussions for creat-

ensure smooth communication with financial

ing international standards.

institutions by holding meetings with heads
of financial institutions in charge of such

As part of the effort to strengthen Korea’s

examinations and exchanging opinions and

multi-layered foreign exchange safety nets

information related to the inspections.

the Bank played a leading role in discussions
on the enhancement of the regional finan-

Meanwhile, the Bank revised its 「Regulations

cial safety nets. In particular, as the central

on the Bank of Korea’s Request for Inspection

bank of a joint chair country of the ASEAN+3

of Financial Institutions」 in March to set more

meetings, 24) last year the Bank prepared a

reasonable standards for joint examination

revised version of the written agreement for

24) This meeting is co-chaired by one of the ten ASEAN members every year and one among Korea, China, and Japan
successively. Last year, Korea and Singapore were appointed as co-chairs, followed by China and Thailand this
year.

the Chiang Mai Initiative Multilateralization

risk response frameworks, and it will issue

(CMIM),

the region’s multilateral currency

recommendations on matters that need im-

swap arrangement, and this year it actively

provement. Furthermore, through a joint ex-

participated in the amendment process of the

amination of a financial investment company,

related regulations that set forth specific de-

the Bank examined whether it was complying

tails regarding the agreement. Furthermore,

with relevant regulations as well as its settle-

the Bank actively participated in discussions

ment risk management and recommended

on a long-term improvement plan to strength-

improvements in some areas.

25)

en the CMIM, such as allowing the use of
In addition, the Bank has been continuing its

on top of the existing method of US dollar ex-

research on crypto assets, central bank digital

changes.

currency, and distributed ledger technology,
and established a new task force dedicated to

Enhancement of Safety and Efficiency
of Payment and Settlement Systems

such research in February this year.

The Bank of Korea continued its efforts to enhance the safety and efficiency of the payment
and settlement systems.
It devoted efforts to ensure smooth domestic
implementation of the 「Principles for Financial
Market Infrastructures (PFMI)」 26) and other
international standards in the field of payment and settlement. Since February, it has
conducted examinations of the institutional
bond investor settlement system, institutional
RP settlement system, and institutional stock
investor settlement system operated by the
Korea Securities Depository to assess their
compliance with the PFMI and their cyber

25) The revision included a strengthening of the CMIM fund support system through an expansion of the period of support, an increase in the introduction of credit provision conditionality, and improvements to cooperation with the
IMF and to external communication.
26) Following the global financial crisis, a need was identified to expand over-the-counter derivatives market infrastructures and strengthen the international standards for the operation of financial market infrastructures. Accordingly,
the BIS’s Committee on Payments and Market Infrastructures (CPMI), jointly with the International Organization
of Securities Commissions (IOSCO), integrated the existing international standards, and in April 2012 they were
established as the new international standards for payment and settlement. As supplementary guidelines for PFMI
compliance, CPMI-IOSCO has enacted additional international standards, including its 「Guidelines on cyber resilience for financial market infrastructures」 (June 2016), 「Recovery of financial market infrastructures」 (July 2017) and
「Resilience of central counterparties (CCPs): Further guidance on the PFMI」 (July 2017).
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1. Growth and Price Forecasts27)

weaken slightly due to the decline in corporate earnings, investment in intellectual property products will continue rising in line with

Domestic Economy Forecast to Sustain
Growth at its Potential Level

increased demand for software based on new
technology. Investment in construction is expected to continue its trend of decrease, led by
residential buildings as the issuance of hous-

this year and next year will stand at around

ing permits, construction orders and starts

2.5% and 2.6%, respectively. This year’s

have continued to be sluggish. However, the

growth forecast has been revised downward

government’s efforts to increase the local in-

slightly compared to the figure projected last

frastructure budget for non-residential build-

January (2.6%), reflecting slower-than-expect-

ings, 30) expand urban regeneration projects,

ed growth in exports and investment, but the

and accelerate the initiation of civil engineer-

economy is forecast to maintain its trend of

ing projects are expected to boost somewhat

growth near the potential rate going forward.

the sluggish investment in construction.

Looking at the various drivers of growth, it is

With global trade growth expected to weaken

forecast that private consumption will con-

this year, exports are expected to show a lower

tinue increasing modestly, but that the pace

rate of growth than last year as a result of a

of increase will slow compared to last year

business cycle adjustment in the semiconduc-

due to the slowing pace of household income

tor industry, persistent uncertainty over Unit-

growth.

ed States trade policy, and a slowdown of the
Chinese economy. The current account seems

boosting the consumption capacity of house-

likely to maintain its surplus, but the amount

holds, thereby supporting modest growth in

of the surplus will decline compared to last

private consumption.

year as the goods account surplus narrows.

It is forecast that facilities investment will
continue undergoing adjustment, particularly
in the IT sector, but will reverse to an increase
thanks to the recovery of the semiconductor
business in the latter half of this year. While
the growth of R&D investment is likely to
27) This section is based on the Bank of Korea’s 「Economic Outlook Report」 published on April 18, 2019.
28) Although employment conditions are expected to improve to a certain extent, household income growth is likely to
be weak due to the sluggishness of self-employed businesses.
29) For 2019, a budget of 161 trillion won has been allocated to health, welfare, and employment, representing an
increase of 15.2 trillion won compared to last year (145.8 trillion won, based on the supplementary budget). This
increase will likely help expand the income base of socially vulnerable groups through expansions to the child allowance and EITC support and an increase in the basic pension.
30) The local infrastructure budget for this year is 8.6 trillion won (up from 5.8 trillion won last year), of which 65% will
be spent in the first half of the year.

1. Growth and Price Forecasts

However, government policies to

expand transfer payments29) will contribute to

28)
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It is forecast that the GDP growth rates for

of this year to 1.4% in the second half, as the

Table III- 1. Economic growth outlook1)
(%)

2018
Year H1
Real GDP

2019e
H2 Year H1

H2

2.7 2.8 2.5 2.5 2.3 2.7

2020

e

2.6

Private consumption

2.8 3.2 2.5 2.5 2.2 2.7 2.5

Facilities investment

-1.6 1.9 -5.0 0.4 -5.3 6.4 2.6

Intellectual property
products investment

1.9 2.8 1.1 2.5 2.0 3.0 2.9

Construction investment -4.0 -0.1 -7.4 -3.2 -6.4 -0.3 -1.8
Goods exports

4.0 2.8 5.1 2.7 1.4 3.9 3.0

Goods imports

1.9 2.5 1.3 1.6 -1.8 5.0 2.5

Note: 1) Year-on-year; April 2019 forecast basis.
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Source: Bank of Korea.

cut in individual consumption taxes31) expires
and public service charges rise. It is projected
that consumer price inflation will increase to
1.6% next year. Core inflation excluding food
and energy prices is expected to reach 1.2%
this year and 1.5% in 2020.
A look at the various factors affecting prices
shows that, in terms of overseas factors, lower
year-on-year international oil prices and the
slowdown in global economic growth will
restrict the pace of import price inflation for
the time being.32) In terms of domestic factors,
although upward demand-side pressures will

The uncertainties as to the future growth path

not be large, it is forecast that the trend of

are high. The major upside risks include prog-

increase in service industry wages will con-

ress in trade negotiations between the United

tinue. Meanwhile, it is expected that hikes of

States and China and improvement in domes-

some public utility charges and expiration of

tic demand driven by government measures

temporary cuts of petroleum taxes and indi-

such as a supplementary budget. Among the

vidual consumption taxes will serve to push

downside risks are intensifying global trade

prices higher, while there will be continued

conflicts and a slow recovery in semiconductor

downward pressures exerted by the strength-

demand.

ening of welfare policies related to education,
medical services, and telecommunications

Inflation at Low- to Mid-1% Level
Expected in Latter Half of This Year

and by weak agricultural and livestock prices
associated with favorable supply conditions.
Housing rental prices are expected to rise at

Headline consumer price inflation is forecast

a slower pace for the time being, as a result of

to be in the lower-l% range this year. While

the increased number of new apartment units

the pace of wage growth will put upward

available on the market.

pressures on prices, factors like strengthened
social-welfare policies and low petroleum and
agricultural, livestock & fisheries prices will
generate downward pressures amid modest
demand-side pressures. By period, inflation is
expected to pick up from 0.7% in the first half
31) The individual consumption tax cut will end at the end of June, and the 15% fuel tax reduction, which has been in
effect since November 6, 2018, will be lowered to 7% from May 7, 2019, and terminated at the end of August 2019.
32) The IMF has forecast that the unit export prices of advanced economy exports that are strongly correlated with
Korean imports will rise by 1.0% in 2019, which is lower than the 2.7% figure recorded in 2018.

Figure III- 1. Percentage GDP gap1)
(%)

(%)
1.5

1.5

Projection

1.0

1.0

0.5

0.5

0.0

0.0

-0.5

-0.5

-1.0

-1.0
12.H1
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Note: 1) April 2019 forecast basis.
Source: Bank of Korea.

(%)

2018
Year H1
CPI inflation

2019e
H2 Year H1

H2

2020e

1.5 1.3 1.7 1.1 0.7 1.4

1.6

CPI excluding
1.2 1.3 1.1 1.2 1.0 1.3
food & energy

1.5
1.5

Note: 1) Year-on-year; April 2019 forecast basis.
Sources: Bank of Korea, Statistics Korea.

With regard to the future inflation path, there
is also a mix of both upside and downside
risks. The upside risks include increased costside pressures due to the continuation of wage
growth and an acceleration of oil price hikes
driven by escalating geopolitical risks. Major
downside risks, on the other hand, include
strengthened social-welfare policies related to
education and healthcare and lower agricultural and livestock prices.

1. Growth and Price Forecasts

Core
Inflation CPI excluding
agricultural
1.2 1.2 1.1 1.3 1.1 1.5
products & oils

III. Future Monetary Policy Directions

Table III- 2. Inflation outlook1)

2. Major Considerations

the average (3.5%) of the past three years (2016
to 2018). As a result, Korea’s exports (customs
clearance basis) have been sluggish, shifting

The Bank of Korea will operate its future mon-

to a trend of decline33) since last December.

etary policy in consideration of developments
related to the uncertainties in Korea and
abroad and their effects, as it closely checks to

Figure III- 2. Trends in the world trade growth1)2)

see whether growth and prices coincide with

(%)

6

their forecast paths presented in Section 1 of
Part III, while devoting attention to financial

5

stability as well. In this process, it will also

4

4

3

3

2

2

1

1

0

0

carefully monitor world trade conditions,
38

(%)

6

shifts in major countries’ monetary policies,
domestic and international financial market
conditions and risks of financial imbalances.

World Trade Conditions

Average of recent
three years
(2016~18) : 3.5%

-1

-1
16.Ⅰ

World trade growth has recently weakened

Ⅲ

17.Ⅰ

Ⅲ

18.Ⅰ

Ⅲ

19.Ⅰ

Note: 1) Year-on-year
2) B
 ased on customs data on goods trade; First quarter of 2019

significantly due to a strengthening of global
trade protectionism and a slowdown in major

5

based on trade volume during the Jan.~Feb. period
Source: CPB Netherlands Bureau for Economic Policy Analysis.

countries’ investment-related import demand,
and thus uncertainties regarding trade con-

This year the rate of increase in world trade

ditions are expected to be high for the time

is forecast34) to decline year-on-year, affected

being.

by slower global economic growth. Structural
factors, 35) such as progress in knowledge in-

Entering this year, global trade growth de-

tensification and weaker incentives for global

creased substantially from 5.0% in the first

division of labor, are likely to contribute to the

quarter of last year to 0.1% in the January to

slowdown in trade growth. However, uncer-

February period this year, even falling below

tainties concerning trade conditions are likely

33) Total exports (customs clearance basis) decreased year-on-year: -1.7% (December 2018) → -6.2% (January 2019)
→ -11.4% (February 2019) → -8.2%e(March 2019)
34) In April 2019, the IMF lowered its projection of investment by advanced economies in 2019 from 4.1% to 2.5% and
forecast that the growth rate of global trade, which recorded 3.8% last year, will decrease to 3.4% this year.
35) In the 2010s, global trade growth has declined significantly from an average of 7.7% (2002 to 2007) to 3.5% (2012
to 2018). This is attributed to various factors, including the following: rising wages in emerging market economies,
reduced incentives for the global division of labor as a result of technology development, decreased participation in
the global value chain by advanced economies with superior research manpower and intellectual property rights,
and decreased outsourcing demand by advanced countries owing to the increased efficiency and integration of
production processes brought about by the development of AI and robotics technology. Furthermore, the proportion of services related to non-tradable goods rose from 61% in the mid-2000s to 65% recently, which seems to
have influenced the slowing growth of global trade volume.

to decrease, depending on the possibility of
recovery in semiconductor demand36) and on

Figure III- 3. Changes in US Federal Reserve
policy rate forecasts1)

the progress of the US-China trade negotiaUS Federal Reserve policy rate

tions. In view of the Korean economy’s high

Dec. 2018 forecasts

Mar. 2019 forecast

reliance on trade, it is judged important to de-

(%)

(%)

vote attention to any changes in global trading

4.0

4.0

conditions.

3.5

3.5

3.0

3.0

Changes in Monetary Policies of Major
Countries

2.5

2.5

2.0

2.0

1.5

1.5

Recently, major central banks have generally

1.0

1.0

maintained their accommodative monetary

0.5

0.5

policy stances while taking a wait-and-see

0.0

0.0

nomic conditions, suggesting that uncertainties regarding their monetary policies have

16

17

18

19

20

21

Note: 1) B ased on median values in dot plots of FOMC members'
assessments from Summary of Economic Projections (upper
levels of ranges in which those values fell indicated).

decreased.

Source: US Federal Reserve.

The US Federal Reserve, which had been

This continued monetary accommodation in

carrying out monetary policy normalization,

major countries is expected to contribute to

signaled a more accommodative stance than

easing the global economic slowdown through

the market had expected by suggesting that it

improving global financial conditions and

would freeze policy rate hikes this year. The

investor sentiment. The recent moderate de-

ECB indicated that it intends to keep its policy

clines of risk aversion in financial markets and

rate at the current level at least until the end of

of economic agents’ anxieties37) appear to be

this year, and the Bank of Japan reconfirmed

positive changes and will likely alleviate the

its stance to continue quantitative and qualita-

concerns of market participants over capital

tive financial accommodation for a significant

flight. However, since uncertainties regarding

period of time.

the US-China trade negotiations and Brexit
remain high, it is necessary to remain mindful
that the monetary policies of major countries
could change in line with the developments of
these conditions. In this regard, there is thus a
need going forward to continue closely examining economic developments in major econo-

36) Although some institutions are concerned about a possible delay in the rebound of demand for semiconductors,
the prevailing view in the market is that, as the resumption of investment by major global IT businesses relieves
oversupply in the second half of this year, demand for semiconductors is likely to recover.
37) The ISM Manufacturing Index in the United States increased from 54.2 (February) to 55.3 (March), and the PMI in
China rose from 49.2 (February) to 50.5 (March).
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approach toward any future changes in eco-

39

mies, as well as any changes in their monetary

inversions in major economies, including the

policies, and the effects that these factors have

United States, disappeared. Recently, however,

on the domestic economy.

volatility has increased with the re-emergence
of concerns about the US-China trade dispute.

Figure III- 4. Uncertainty on the US monetary
policy and global economic policy1)

Figure III- 5. Changes in major countries’
government bond yields

Global economic policy uncertainty index (left)
US monetary policy uncertainty index (right)
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Note: 1) Month-on-month; Yields data in May are until May 7th.
Source: Bloomberg.

There is a need going forward to be mindful of
In terms of financial market conditions at

the fact that volatility could increase depend-

home and abroad, the volatility of major price

ing on the movements of economic indicators

variables, such as market interest rates, in-

in major economies and changes in global

creased.

trading conditions, given the heightened
market sensitivity to the possibility of a global

In late March, interest rates in major econo-

economic slowdown and to developments in

mies dropped substantially due to downward

the US-China trade negotiations.

adjustments to their growth outlooks, leading
to yield curve inversions in these countries,

Financial Imbalances

including the United States. As a result, the
yields of Korea’s Treasury bond (3-year) fell

The slow growth of household lending con-

below the Base Rate, and the currencies of

tinued, influenced by government measures

some vulnerable emerging market economies

and previous Base Rate hikes, and this slow-

depreciated sharply. In April, with the release

ing pace is expected to be sustained for the

of some positive economic indicators, vola-

time being, considering the continuation of

tility in domestic and international financial

strengthened macroprudential regulations

markets eased somewhat, and the yield curve

and current housing market conditions. As

a result, there is a possibility that the risk of
household debt accumulation will be mitigated.

Figure III- 7. Stocks of new apartments in Seoul
and its surrounding areas and of those
scheduled to be moved into
New apartments scheduled to be moved into
New apartments sales

Figure III- 6. Sales volume of apartments and
housing purchase superiority indices
Sales volume of apartments in Seoul (right)
Housing purchase superiority index (Nationwide, left)
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Sources: Seoul Real-estate Information Plaza, KB Kookmin Bank.

However, careful monitoring will be required
due to the existence of factors that could drive
up household debt, such as the stocks of new
apartments in Seoul and its surrounding areas
and of those scheduled to be moved into. Furthermore, it is judged necessary to examine
the pace of growth in lending to self-employed
business owners, including loans to the real
estate and leasing industry where relatively
sharp increases have been seen.
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3. Future Monetary Policy
Operational Directions

Enhancement of Monetary Policy
Effectiveness
Considering the high uncertainty surrounding

Base Rate Operation

domestic and overseas policy conditions, the
Bank will continue its efforts to ensure consis-

42

In the future as well, the Bank of Korea will

tent communication. In particular, it will con-

conduct its monetary policy so as to ensure

tinue providing detailed explanations of the

that the recovery of economic growth contin-

reasons behind its monetary policy decisions

ues and consumer price inflation can be sta-

and deliver objective and precise information

bilized at the target level over a medium-term

about the current status of and outlook for the

horizon, while also devoting attention to fi-

economy, as markets are sensitive to changes

nancial stability.

in domestic and overseas economic conditions. Furthermore, with inflation having

As it is forecast that inflationary pressures will

fallen below its target level due to non-cycli-

not be high, while the domestic economy will

cal factors, the Bank will strengthen external

sustain a rate of growth that does not diverge

communication to enhance economic agents’

greatly from its potential level, the Bank plans

understanding of current inflation conditions.

to maintain its accommodative monetary policy stance. In operating its monetary policy,
the Bank will carefully examine the trading

Promotion of Financial and Foreign
Exchange Market Stability

conditions vis-à-vis major countries, economic conditions and monetary policy changes

The Bank of Korea will continue its efforts to

in major economies, financial and economic

promote the stability of financial and foreign

conditions in EMEs, the pace of growth in

exchange markets. As the volatility of finan-

household debt and the developments of

cial and foreign exchange markets may be

geopolitical risks and their impacts, and will

expanded due to the high level of uncertainty

closely monitor macroeconomic conditions

surrounding external conditions, including the

based on newly acquired data.

slowdown of global growth, US-China trade
negotiations, and Brexit, the Bank will make

In addition, the Bank will continue to operate

necessary preparations to cope with such

its monetary policy with attention devoted to

changes. In particular, it will closely examine

financial stability as well. Despite the slowing

the movements of major price variables in fi-

pace of household debt growth, the Bank will

nancial and foreign exchange markets and the

carefully monitor the trend of household debt

flows of foreigners’ investment in domestic

considering that its total amount is still high

securities and take active steps to address fac-

and could rise again.

tors causing instability. Furthermore, the Bank
will continue its efforts to strengthen global
and regional financial safety nets so that the
Korean economy can maintain its capacity to
respond to external shocks.

Maintenance of Financial System
Stability
The Bank of Korea will closely examine the
situation related to financial system stability and monitor possible risks arising from
changes in financial and economic conditions.
While examining from diverse angles the repayment capacities of vulnerable borrowers
among households and self-employed business owners, the Bank will continue its monitoring of the financial system considering
changes in corporate financial soundness and
the impact that changes in housing market
strengthen its review of the resilience of banks
and non-bank financial institutions using an
Extensive Stress Test model that it developed
last year. In addition, by maintaining close
cooperation with related institutions at home
and abroad, the Bank will share details on
financial stability conditions and prepare coordinated responses to any changes in such
stability.
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conditions have on household debt. It will also
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Box III-1.

Global economic growth and cycle1)2)
World

Advanced economies

Emerging market economies

Discussion on and Assessment of
Future Global Economic Conditions
Recently, as the growth of the global economy

(%)
10
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6

10

7

5

5

0

0

has weakened somewhat, concerns over global
economic conditions are escalating. The following section will thus examine the characteristics
of periods of past global economic contraction,
as well as discussions on and market assess44

ments of future global economic conditions.
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Notes: 1) T he shaded areas are periods of global economic contrac-

First, a look at past global economic cycles

tions based on OECD data.
2) C auses of economic contraction: 1 The Gulf War and oil

shows that there have been seven periods of

price hikes 2 European currency crisis and the bursting of

contraction since 1990. During these contrac-

Japanese asset bubble 3 Asian currency crisis 4 Global
dot-com bubble 5 Global financial crisis 6 European debt

tion periods, the economies of advanced coun-

crisis 7 US Federal Reserve’s monetary policy normalization

tries and emerging markets generally slowed at
the same time. During contraction periods 1, 2,
6 and 7 (referred to here as “gradual contraction periods”), the global growth rate showed a

and economic downturn in resource-exporting countries.
Sources: IMF, OECD.

Policy rates of the US and major advanced
countries1)

gradual decline, while during periods 3, 4, and
United States

5 (or “fast contraction periods”), the growth rate
dropped relatively rapidly.1) In particular, during

Advanced countries

(%)
9

(%)
1

2

3

4

5

6

9

7

the fast contraction periods, internal and external

8

8

debt accumulation and asset bubbles were fac-

7

7

tors that deepened the extent of the economic

6

6

downturn. Prior to these periods of rapid con-

5

5

traction, the central banks of major economies

4

4

had raised their policy rates to considerably high

3

3

levels, and after the contraction periods began

2

2

they swiftly shifted their monetary policy stances

1

1

by significantly lowering their policy rates.

0

2)
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Note: 1) Weighted average of policy rates of the ten advanced countries including the US with weights given based on GDP.
Sources: Haver analytics, Bloomberg.

1) During the gradual contraction periods, the extent of growth slowdown averaged -0.5% points, while during the fast
contraction periods, it averaged -2.1% points.
2) In contraction period 3, accumulation of external debt in some Asian countries led to foreign currency crises, while
in period 4, the bursting of the dot-com bubble caused a dramatic slowdown of global economic growth. During
contraction period 5, amid accommodative financial conditions, a steep rise of leverage combined with a large increase in real estate prices in major countries, including the United States, touched off a global financial crisis.

Regarding future global economic conditions,

Under the current circumstances in which down-

some experts are concerned about a rapid eco-

side risks to the global economy are rising due

nomic slowdown, while others are weighing the

to global trade conflicts, Brexit, and forecasts

possibility of a soft landing. Those predicting a

of weakened growth in major economies, the

higher possibility of a rapid economic recession

limited policy capacity to respond to such risks

point to the buildup of debt and limited capaci-

is seen as a factor that increases the possibility

ties for policy responses as evidence. They see

of a rapid economic slowdown. This is because

that the significant increase in the aggregate

fiscal capacity has been reduced significantly

debt balance would work as a factor that could

as a result of the expansion of fiscal spending

prompt a crisis considering that the global pri-

following the global financial crisis, while the

vate credit-to-GDP ratio3) has recently exceeded

policy capacity of central banks to respond to a

the level observed just before the global finan-

change in the economic cycle may be narrower

cial crisis. In particular, corporate debt in major

than in the past due to the declining natural rate

countries and the external debt of EMEs

of interest.

4)

are
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the possibility of bubbles in asset prices5), such
as stock and housing prices, causing a rapid

Government debt-to-GDP ratios

economic slowdown, as was seen in contrac-

Advanced countries

United States

tion periods 4 and 5, is also suggested among

Euro area

Japan(right)

(%)

experts.
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-20

-10

-40
-20

-60

-30

-80
Global

US

Euro

China(right)

Note: 1) From end-September 2008 to end-September 2018
Source: BIS.

3) The global private sector credit-to-GDP ratio rose from 139% at the end of September 2008 to 151% at the end of
September 2018.
4) T
 he external debt-to-GDP ratio at the end of 2008 was 34% for Argentina, 26% for South Africa, and 37% for Turkey,
rising to 54%, 47%, and 58%, respectively, as of the end of 2018.
5) It points to the fact that stock prices-to-GDP ratios in major countries exceed those in dot-com bubble and that the
housing price gap (estimated based on housing prices, income, borrowing price and mortgage rate. Refer to IMF
GFSR in October 2018) runs beyond the peak observed before the global financial crisis.
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often said to be principal risk factors. In addition,

However, the majority of experts expect that
global economic growth will slow gradually,

Economic growth outlook for China and other
emerging market economies1)

considering the favorable employment growth in
advanced economies and the adjustment to the
pace of monetary policy normalization in major
countries.

2019

2020

6.6

6.3

6.1

Other emerging market
economies

3.2

3.0

4.0

India

7.1

7.3

7.5

This view predicts that, although the growth

ASEAN-5

5.2

5.1

5.2

of major advanced economies, including the

Brazil

1.1

2.1

2.5

United States, will weaken, a rapid contraction

Russia

2.3

1.6

1.7

Turkey

2.6

-2.5

2.5

Argentina

-2.5

-1.2

2.2

in growth is highly unlikely given the positive
employment growth and income improvement.
Among EMEs, the slowdown of China’s eco46

2018
China

Note: 1) Based on emerging market economies excluding China.
Sources: IMF, OECD

nomic growth may be offset, in part, by the
trends of increasing growth in other EMEs6), and

Furthermore, such view is supported by the fact

the rates of growth in Turkey and Argentina are

that the monetary policies of major countries are

projected to reverse to positive as the impacts of

more accommodative than in the periods pre-

financial instability gradually decline.

ceding the fast contractions and are becoming
more accommodative.

Unemployment rates in the US and euro area
Policy rate gaps in major countries1)2)
Euro area
United States
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Source: OECD.

rate of interest, real basis) in the US, Euro area, United Kingdom and Canada with weights given based on GDP.
2) N eutral rate of interests are estimates from Holston et
al.(2017) (Federal Reserve Bank of New York).
Sources: Individual countries’ central banks, Federal Reserve Bank of
New York, Haver analytics.

6) India is expected to sustain a high trend of growth thanks to increases in foreign investment and consumption.

Supporters of this view also believe that con-

ed in the periods preceding past contractions. In

cerns over debt and global trade disputes are

addition, when a temporary yield curve inversion

excessive, given that the soundness of financial

of short- and long-term interest rates (10-year vs.

institutions in major countries has improved

7)

3-month US Treasuries) occurred in late March,

owing to the past experience from the global

some interpreted this as a sign of a global eco-

financial crisis and that the US-China trade con-

nomic recession. However, the prevailing view

flict and Brexit negotiations would not likely go

was that market participants had overreacted

in directions that inflict significant costs to the

amid the recent slowdown of the global econo-

global economy, considering the negative reper-

my.

cussions for the countries concerned.
Probabilities of the US recession within 12
months1)2)

Changes in banks’ capital ratios in major
countries
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2) The shaded areas are periods of economic contraction.
Sources: US Federal Reserve, NBER.

Sources: IMF, World Bank.

Based on these discussions and market assessMeanwhile, it is assessed that the possibility of

ments, a majority of experts forecast that the

a rapid global economic slowdown, as reflected

global growth trend will not experience a dra-

in the price variables of financial markets, is also

matic slowdown. Nevertheless, given the high

limited. Although the probability of a US reces-

uncertainty surrounding current global financial

sion as predicted by corporate bond spreads

and economic conditions, there is a need going

climbed slightly, it is still lower than the prob-

forward to continue closely examining changes

abilities seen in the periods prior to economic

in such conditions and their impacts on the eco-

contractions in the past. As of April this year, the

nomic cycle.

probability of a US recession was estimated to
be 15%, which is below the probabilities record7) The US Federal Reserve assessed that, due to improvements in the soundness of financial institutions in the United
States, the growth of business credit is not significant enough to undermine the financial system (Financial Stability
Report, November 2018).
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