Executive Summary

porate performances, despite the resurgence
of COVID-19 in major economies. The US dollar

[Monetary Policy Operating Conditions]

ed for instance by expectations of continued
accommodative monetary policy by the US Fed-

1 A look at financial and economic conditions

eral Reserve and eased risk aversion.

in Korea and abroad between May and August 2020 finds the following. Global economic
growth contracted sharply, and then the slug-
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rebounded and sentiment indices improved

and increased investments in infrastructure and
housing construction.
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2 In the Korean economy, growth shrank con-

-1.8
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siderably. Real GDP in the second quarter de-
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-6.8

3.2

clined by 3.2% compared to the quarter before.
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Specifically, exports fell considerably and conNote: 1) T he quarterly rates of growth are quarter-on-quarter (seasonally adjusted) for the US, Japan and the euro area, and yearon-year for China.
Sources: Individual countries’ published statistics.

straints on the recovery of investment remained
as a result of the global spread of COVID-19,
while the consumption recovery remained weak.
Meanwhile, sluggish employment conditions

The international financial market saw generally

continued, with a steep decline in the number

stable movements on continuing hopes for eco-

of persons employed continuing, particularly in

nomic recovery, stemming from the continued

services industries which are heavily dependent

accommodative monetary policy by the US

upon face-to-face work.

Federal Reserve, more-favorable-than-expected economic indices, etc. Global stock prices
remained on the rise in both advanced and
emerging economies, owing primarily to the
announcements of stronger-than-expected cor-
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weakened against the euro and the yen, affect-

i
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Real GDP growth1)

Inflation1)2)
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Inflation expectation of general public3)
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Note: 1) Quarter-on-quarter (seasonally adjusted).
Source: Bank of Korea.
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3 Consumer price inflation slowed rapidly after the spread of COVID-19 and fluctuated at
around 0% in the second quarter. It then ran in
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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.

the mid-0% range between July and August,
affected by a recent rebound in international

The upward trend of housing sales prices ac-

oil prices, and limited supply of vegetables and

celerated in Seoul and its surrounding areas

fruits resulting from heavy rains. Core inflation

after June due to heightened expectations of

excluding food and energy prices rose to the

higher housing prices. The rate of increase then

mid-0% level, and the inflation rate expected by

narrowed in August, due in part to the govern-

the general public also rose slightly.

ment’s housing market stabilization measures.
Leasehold (jeonse ) deposit prices rose at a faster pace.

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

Housing sales price growth rate1)
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Note: 1) Month-on-month.
Source: Korea Appraisal Board.
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4 In the domestic financial markets, long-term

5 Corporate lending, after showing record-high

market interest rates fluctuated within a narrow

increases between March and May, continued

range, influenced for instance by the develop-

to grow by a large amount after June as well,

ment of the COVID-19 pandemic and details of

on increased demand for working capital fol-

the announcements of domestic and internation-

lowing the COVID-19 pandemic, and ongoing

al economic indices, and then rose slightly in late

support by the government, the Bank of Korea

August, due in part to large net sales of Treasury

and financial institutions. The pace of growth

bond futures by foreigners. Stock prices re-

in household lending slowed in April and May,

mained on the rise, on stronger-than-expected

and then increased significantly after June, due

corporate performances at home and abroad,

mainly to increased demand for funds related to

and expectations of additional economic stimu-

housing sales and leasehold transactions.

lus packages in major economies. The extent of
the rise then slowed partially after mid-August,
as concerns about the domestic resurgence of
the COVID-19 emerged. The Korean won/US
dollar exchange rate showed a declining trend
on the global weakening of the US dollar and the
extension of the bilateral currency swap agreement between the Bank of Korea and the US
Federal Reserve.

Executive Summary

Nationwide
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[Conduct of Monetary Policy]

Changes in corporate loans1)2)
SMEs

6 The Bank of Korea maintained its accom-

Large firms

(trillion won)

modative policy stance to support the recovery

(trillion won)
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process it closely examined risk factors such as
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the development of the COVID-19 pandemic, its
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financial and economic impacts at home and

5

5

abroad, and changes in financial stability condi-
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tions. Under this policy stance, the Bank main-
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tained the Base Rate at 0.50% per annum.
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Bank of Korea Base Rate1)

Notes: 1) Month-on-month.
2) Based on banks.
Source: Bank of Korea.
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Note: 1) Figures in parentheses refer to the months of Base Rate
adjustments.
Source: Bank of Korea.

7 A detailed look at the Base Rate decisions
during this period, and the backgrounds behind
them, are as follows:

3) F
 igures for July 2020 are based on the Bank of Korea
advance estimate for banks and have not been released for
non-bank depository institutions.
Source: Bank of Korea.

At the July meeting, the Board decided to leave
the Base Rate unchanged at 0.50% considering
that it was necessary to monitor the effects of
the multi-faceted monetary and fiscal measures
taken so far on real economic activities and the
financial markets amid high uncertainties surrounding the growth path depending upon the
development of COVID-19. The domestic econ-

be limited due to the domestic resurgence of

decline, the adjustment in construction invest-

COVID-19. Accordingly, GDP growth for this year

ment continued, and the recovery in facilities

was expected to fall to slightly below -1%, con-

investment was delayed, although consumption

siderably lower than the May forecast of -0.2%.

had rebounded with the relaxation of some pan-

Consumer price inflation had risen to 0.3% in

demic-related restrictions on economic activity

July, due to a larger increase in the prices of ag-

and the government’s stimulus package. Look-

ricultural, livestock, and fishery products, and to

ing ahead, the Board saw the domestic econo-

a reduced decline in petroleum product prices.

my as likely to improve gradually in the second

The Board expected consumer price inflation for

half of the year, but the trend of improvement as

this year to be slightly above the May forecast of

likely to be affected largely by the development

0.3%. However, the pace of increase in consum-

of the pandemic. Specifically, it was expected

er price inflation was expected to slow, as struc-

that the trend of recovery would be weaker than

tural factors, such as increased non-face-to-

expected as improvement in exports, which are

face online transactions, would put downward

closely associated with the global economy,

pressures on inflation, amid moderate economic

was delayed. Consumer price inflation fluctuat-

recovery. Meanwhile, housing prices had con-

ed at around 0%, held down by a (year-on-year)

tinued to increase in all parts of the country, and

decline in the prices of petroleum products and

the rate of household loan growth had risen. The

public services. It was forecast that consumer

Board thus saw the need to thoroughly examine

price inflation would run at the lower-0% level for

the effects of the government’s recent policy

some time, reflecting prolonged effects from the

measures to stabilize the real estate market, and

low global oil prices and weak inflationary pres-

the consequent changes in financial stability

sures. On the financial stability side, housing

conditions.

prices accelerated and the increase in household loans expanded.

8 The Bank of Korea promoted stability and
smooth credit flows in the financial and FX mar-

At the August meeting, the Board left the Base

kets by actively using various policy instruments.

Rate unchanged at 0.50%, based on a judgment
that it was necessary to keep an eye on the fu-

The Bank increased the total ceiling on the Bank

ture development of COVID-19 and the effects

Intermediated Lending Support Facility by 10 tril-

of the expansionary monetary and fiscal policies

lion won (5 trillion won each in March and May)

that had been actively undertaken to deal with it,

to provide support to companies affected by

although the domestic resurgence of COVID-19

COVID-19.

would likely delay economic recovery. Looking
at the domestic economy, although the decline
in exports had moderated a bit, the improvement in private consumption had weakened, the
recovery in facilities investment was subdued,
and the adjustment in construction investment
continued. Going forward, it was forecast that
the improvement in private consumption would

v
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omy remained sluggish, as exports continued to

vi

Programs under the Bank Intermediated Lending
Support Facility
(trillion won, %)

tions at home and abroad. The Bank of Korea
and the government completed preparations
for and activated an SPV which would manage

Program

Ceiling

Interest rate

purchases of corporate bonds and commercial

Support Program for Trade
Financing

2.5

0.25

paper, including lower-rated ones, to stabilize

Support Program for New
Growth Engine Development and Job Creation1)

11.0

Program for Stabilization of
SME Lending2)
Support Program for
Regional Enterprises
Support for SMEs Affected
by COVID-19
Total

the credit securities market. The SPV was set up
0.25

on July 14, after the Bank of Korea, the government and a state-run financial institution (Korea
Development Bank) consulted on how it would

5.5

0.25

5.9

0.25

10.0

0.25

at which members decided on the loan ceiling

35.03)

-

and conditions and carried out the first lending

Notes: 1) T he Support Program for High-tech and Other Start-up

be operated and funded. The Bank of Korea
held an unscheduled MPB meeting on July 17,

amounting to 1.78 trillion won.

SMEs was expanded and reorganized as the 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.
Source: Bank of Korea.

The Bank of Korea extended the 60 billion dollar bilateral currency swap arrangement with
the US Federal Reserve, originally set to expire
on September 30 this year, by six months to
March 31, 2021, judging that uncertainties sur-

In addition, the Bank of Korea extended the

rounding COVID-19 still persisted, even though

period of a regular RP purchase facility through

global dollar and domestic FX markets remained

which an unlimited amount of liquidity is sup-

stable. However, the Bank suspended new

plied, by one month to the end of July to allevi-

US dollar loans using funds from the swap line

ate the market shock that could arise from full

after mid-May, considering stable US dollar

redemption of RPs at maturity in July. When

funding conditions at home and abroad, and

selecting institutions eligible for open market op-

sequentially called in all loans implemented from

erations for the next one year, the Bank broad-

March to May this year. In the meantime, as part

ened the range of financial institutions eligible for

of its efforts to secure new policy instruments

RP transactions in consideration of the need for

for FX market stability, the Bank of Korea has

a swift and broad liquidity provision in response

been pursuing the introduction of a new foreign

to COVID-19.

currency liquidity supply facility through transactions of foreign currency bond repurchase

To stabilize the bond market, the Bank of Ko-

agreement carried out by competitive auctions.

rea conducted outright purchases of Treasury

Under the facility, the Bank will provide US dollar

bonds in July and August following those in

funds by purchasing US Treasury bonds held by

March and April (1.5 trillion won each month).

domestic financial institutions on conditions of

In addition, the Bank extended its Corporate

repurchasing them, and this is expected to con-

Bond-Backed Lending Facility by three months

tribute to stability in the swap market by absorb-

to November 3, in consideration of continued

ing some structural demand for foreign funds by

uncertainties in financial and economic condi-

non-bank financial institutions during times of

crisis.

[Future Monetary Policy Directions]

9 The Bank of Korea activated an emergency
 The current outlook is based on the as-

market volatility and closely monitored develop-

sumption that the global spread of COVID-19

ments of COVID-19 and their possible impacts

will unfold differently from country to country

on the domestic and foreign financial sectors

only to subside gradually after mid-next year,

and economies, as well as changes in financial

and that the recent domestic resurgence will

and FX market conditions after the Bank’s mar-

last for a period similar to the outbreak seen

ket stabilization measures.

early this year, with local outbreaks occurring
sporadically thereafter. Looking at the economic

The Bank of Korea strengthened preemptive

outlook based on this assumption, it is forecast

identification of and early warning activities re-

that GDP will decline at a 1.3% rate in 2020 and

lated to potential risk factors within the financial

increase by 2.8% in 2021. With fiscal policy set

system, which could be brought about by the

on an expansionary course, the slump in ex-

contraction of the real economy and expanded

ports will be eased, but the recovery of private

volatility in the financial and FX markets in line

consumption will be limited due to the recent

with the spread of COVID-19. In the June Finan-

domestic resurgence of COVID-19. There is a

cial Stability Meeting, the Bank projected finan-

high level of uncertainty surrounding the growth

cial stability conditions in line with COVID-19 de-

path. The upside risks to growth include an

velopments, and examined risk factors in stress

early development and supply of a vaccine and

situations such as the resurgence of COVID-19

treatments for COVID-19, faster growth of the

and additional shocks to the real economy.

Chinese economy, and the government’s policy
to stimulate the economy. Among the downside
risks are a global and domestic second wave of
COVID-19, a delay in the semiconductor industry’s recovery, and increasing tensions between
the US and China.
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monitoring mechanism in cases of heightened
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Inflation outlook1)2)

Economic growth outlook1)2)
(%)

2019

2020

Year H13)

H2e Yeare H1

GDP

(%)

2019

2020

Year H1

H2e Yeare H1

H2 Year

0.4

0.6

0.3

0.4

0.7

1.3

1.0

0.7
Core
inflation CPI excluding
agricultural
0.9
products & oils

0.4

0.4

0.4

0.6

1.1

0.8

0.6

0.7

0.7

0.8

1.2

1.0

2021

e

H2

Year
CPI inflation

2.0

-0.7 -1.8 -1.3

2.3

3.2

2.8

Private consumption 1.7

-4.4 -3.4 -3.9

4.0

3.6

3.8

Facilities investment -7.5

5.6

0.9

2.6

4.5

7.8

6.2

Intellectual property
3.0
products investment

3.3

3.0

2.9

3.0

4.0

3.5

Construction
investment

-2.5

1.7

-3.1 -0.7 -2.6

1.7

-0.4

Notes: 1) Year-on-year.

Goods exports

0.5

-2.9 -5.6 -4.5

5.4

4.2

4.8

Source: Bank of Korea.

Goods imports

-0.8 -0.9 -2.5 -1.8

6.3

5.6

5.9

CPI excluding
food & energy

2021

e

2) Figures are the forecast as of August 2020.

Notes: 1) Year-on-year.
2) Figures are the forecast as of August 2020.

 In the future as well, the Bank of Korea will

3) R
 eflects second quarter preliminary figures (released on

conduct its monetary policy in order to support

September 1).
Source: Bank of Korea.

the economy and stabilize consumer price
inflation at the target level (2.0%) over a medi-

Consumer price inflation is forecast to record

um-term horizon, while paying attention to finan-

0.4% this year, the same as last year. The recent

cial stability.

rise of international oil prices and the supply
disruptions for some agricultural products due

The Bank will maintain its accommodative

to torrential rains are exerting upward pressures.

monetary policy stance as domestic economy

However, international oil prices have remained

growth is forecast to be sluggish, influenced by

far lower than those seen last year, and de-

the spread of COVID-19, and as demand-side

mand-side inflationary pressures have remained

inflationary pressures are expected to remain

weak. Consumer price inflation is expected to

weak. In this process, it will thoroughly assess

pick up next year, albeit at a moderate pace, as

the severity of the COVID-19 resurgence and

economic conditions gradually improve and the

its impact on the economy and financial sector,

impacts of (year-on-year) declines in international

changes in financial stability conditions, and the

oil prices dissipate. Core inflation excluding food

effects of the policy measures taken in response

and energy prices is forecast to record 0.4% this

to the pandemic.

year and 0.8% next year. Upside risks to prices
include an accelerated rise in agricultural, livestock and fishery product prices due to worsening weather conditions, and stronger economic
improvements due to an expansionary macroeconomic policy. Among the downside risks are
an aggravated economic slowdown with a prolonged pandemic, and declines in international
oil prices owing to delayed recovery of global oil
demand.

