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

In the United States, growth moderated some-

related to Brexit.

what, led by consumption and investment, due
to decreased effects of tax cuts. Meanwhile,

Share price indices of advanced and emerging
markets

growth in the euro area and Japan weakened
on export and investment slumps. In China,

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)

180

180

160

160

140

140

120

120

100

100

(%)

2016 2017

20182)
Year

Q1

Q2

Q3

Q4

2.9

2.2

4.2

3.4

2.2

1.7

0.6

0.9

1.9

-2.4

1.9

6.5

6.4
[6.4]2)

US

1.6

2.2

Euro area

2.0

2.4

1.9

1.5

Japan

0.6

1.9

0.8

-0.4

China

6.7

6.8

6.6

6.8

6.7

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.
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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
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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
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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.

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

Treasury Bond futures, but rebounded slightly in

expected by the general public was in the low-

April as the concerns about a global economic

to 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 year,

exchange rate rose in line with the strengthening

affected by government measures, while sales

of the dollar. Domestic portfolio investment by

prices continued to decline in the rest of the

foreigners meanwhile increased, especially in

country, especially in Gyeongnam and Ulsan.

stocks.

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)
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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.
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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
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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

7 A detailed look at the monetary policy deci-

its 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-

market operations and the credibility of its policy.
v

fare policies. In this regard, the Bank revised this
The Bank continued its efforts for the preemp-

meeting. Consumer price inflation was expected

tive identification of potential risks within the

to fluctuate below 1% for some time, and then

financial system as well. During its March 「Fi-

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

nancial Stability Meeting」 it thoroughly assessed

ond half of this year.

vulnerabilities by sector in credit markets, asset
markets and financial institutions and examined

Meanwhile, concerning financial stability, the

the financial system’s resilience against external

rate of increase in household lending continued

and internal shocks. It also reviewed the current

to slow, and this trend was expected to persist

debt level of vulnerable borrowers and the finan-

going forward given recent housing market

cial soundness of households holding rental re-

conditions and the continuation of strengthened

al-estate properties. The corporate sector’s debt

macroprudential regulations. However, there

structure and debt repayment capacity were

was judged to be a need to be cautious of the

also assessed, taking into account the possi-

risks of financial imbalances considering that the

bility of deteriorations in domestic corporations’

total amount of household debt was still high.

performances and debt repayment capacities in
the face of a global economic slowdown.

8 The Bank of Korea decided to support smalland medium-sized enterprises that suffered

[Future Monetary Policy Directions]

damages from wildfires in the Gangwon region
in April, through the Bank Intermediated Lending

 It is forecast that the GDP growth rates for

Support Facility. To this end, the Bank made an

this year and next will stand at around 2.5%

emergency allocation of 10 billion won out of the

and 2.6%, respectively. This year’s growth

retained ceiling for the Facility to the Gangneung

forecast has been revised downward slightly

Branch responsible for the areas damaged by

compared to the figure projected last January

wildfire.

(2.6%), reflecting slower-than-expected growth
in exports and investment, but the economy is

9 The Bank of Korea continued its efforts for

forecast to maintain its trend of growth near the

financial and foreign exchange market stability in

potential rate going forward. The uncertainties

response to changes in conditions at home and

as to the future growth path are high. The major

abroad. Immediately after the breakdown of the

upside risks include progress in trade negotia-

summit meeting between the United States and

tions between the United States and China and

North Korea and the sharp decline of the stock

improvement in domestic demand driven by

market following the US yield curve inversion,

government measures such as a supplementary

the Bank convened meetings of its 「Monetary

budget. Among the downside risks are intensify-

and Financial Task Force」 to review the impacts

ing global trade conflicts and a slow recovery in

on the financial and foreign exchange markets.

semiconductor demand.

Since March, the Bank has begun disclosing the
details of its market stabilization measures to enhance the transparency of its financial exchange
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year’s inflation outlook downward at the April
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Economic growth outlook1)2)

Inflation outlook1)2)

(%)

2018

2019

Year H1 H2 Year H1 H2
GDP

(%)

2018

e

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 and fisheries

cial stability as well. In this process it will also

prices will generate downward pressures amid

carefully monitor world trade conditions, shifts

modest demand-side pressures. By period,

in major countries’ monetary policies, domestic

inflation is expected to pick up from 0.7% in the

and international financial market conditions,

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

and risks of financial imbalances.

cut in the individual consumption tax is ended
and public service charges rise. It is project-

World trade growth has recently weakened

ed that next year’s consumer price inflation

significantly due to strengthening global trade

will increase to 1.6%. With regard to the future

protectionism and a slowdown in major coun-

inflation path there is also a mix of both upside

tries’ investment-related import demand, and

and downside risks. The former include risks of

thus uncertainties regarding trade conditions

increased cost-side pressures caused by a con-

are expected to be high for the time being. The

tinuation of wage growth and of an acceleration

rate of increase in world trade for this year is

of oil price hikes driven by escalating geopolitical

forecast to decline year on year, affected largely

risks. Major downside risks, on the other hand,

by slower global economic growth. Structural

include strengthened social-welfare policies

factors, such as progress in knowledge intensi-

related to education and healthcare and lower

fication and weaker incentives for global division

agricultural and livestock prices.

of labor, 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

apartments in the Seoul and its surrounding

the Korean economy’s high reliance on trade,

areas and of those scheduled to be moved into,

it is judged important to devote attention to any

that may drive up household debt. Furthermore,

changes in global 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 poli-

developments in major economies, as well as

cy stance. In operating its monetary policy the

any changes in their monetary policies, and the

Bank will carefully examine the trading condi-

effects that these factors have on the domestic

tions vis-à-vis major countries, economic con-

economy.

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

In terms of the financial market conditions at

in EMEs, the pace of growth in household debt,

home and abroad, there is a need going for-

and the developments of geopolitical risks and

ward to be mindful of the fact that volatility

their impacts, and will closely monitor macro-

could increase depending on the movements

economic conditions based on newly acquired

of economic indicators in major economies and

data.

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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of the US-China trade negotiation. In view of

