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dramatically in March in both AEs and EMEs and
then rebounded substantially after April. The US

[Monetary Policy Operating Conditions]

AEs, affected by increased risk aversion, after
which the degree of strengthening narrowed,

1 A look at economic and financial conditions

influenced by liquidity provision measures such

in Korea and abroad between February and
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May 2020 finds the following. Global econom-
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ic growth contracted greatly, affected by the
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a delay in the recovery of facilities investment
amid sluggish consumption affected by the
domestic and global spread of COVID-19. Real
GDP in the first quarter declined compared to

In the international financial market, the volatility

the quarter before. Meanwhile, employment

of major price variables expanded due to greatly

conditions worsened, with the pace of decrease

heightened risk aversion, stemming for instance

in the number of persons employed having risen

from concerns about an economic slowdown in

sharply after March, particularly in services in-

response to the coronavirus pandemic, and then

dustries which are heavily dependent upon face-

decreased thanks to aggressive policy measures

to-face work.

taken by major economies, and movements toward economic reopening in line with the slower
spread of COVID-19. Global stock prices fell
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dollar strengthened against currencies of major
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3 Consumer price inflation fell greatly to around
0%, impacted by a plunge in international oil

2) Year-on-year.
3) Expectations for the CPI inflation rate one year in the future.
Sources: Bank of Korea, Statistics Korea.

prices after the spread of COVID-19, and by
weakened demand-side inflationary pressures,

4 In the domestic financial markets, long-term

with downward inflationary pressures from gov-

rates fell, due for instance to Base Rate cuts and

ernment policies continuing. Core inflation ex-

financial market stabilization measures. Stock

cluding food and energy product prices also fell

prices fell sharply before rising nearly to their

to the lower-0% level, and the inflation rate ex-

pre-pandemic level on aggressive policy re-

pected by the general public decreased slightly

sponses taken by major economies, and global

to the mid-1% range.

movements toward economic reopening. The
Korean won/US dollar exchange rate rose sig-

The uptrend in housing sales prices slowed

nificantly and then fell on the signing of a bilateral

since April, particularly in Seoul, due to a con-

currency swap agreement with the US Federal

traction of home-buyer sentiment following the

Reserve.

spread of COVID-19, and to housing market
stabilization measures. The rest of the country
also showed deceleration, led by certain metropolitan cities. Leasehold deposit prices rose at a
slower pace after the first quarter, influenced for
instance by the spread of COVID-19.

[Conduct of Monetary Policy]
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Under this policy stance, the Bank lowered the
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2020 by a total of 75 basis points, from 1.25% to
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6 The Bank of Korea strengthened its accom-

Treasury bond (3-year) yields (left)
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mestic and global financial markets. The Board,

fiscal and financial policy measures to respond

therefore, judged that further monetary policy

to the COVID-19 pandemic on the real economy

accommodation was called for in order to re-

and the financial markets.

duce the spillover effects on the real economy
and to ensure stability in the financial markets.

In the May meeting, the Board decided to lower

Accordingly, it held a special meeting at which

the Base Rate by 25 basis points to a historic

it decided to lower the Base Rate. This decision

low of 0.50% against the following background.

was made because in terms of policy effects the

The global economy had contracted significantly

Board found it appropriate to respond promptly

due to constrained economic activity caused

through a special meeting instead of waiting until

by the worldwide spread of COVID-19. On the

the next regular meeting, given the implemen-

domestic economic front, economic growth

tation of an expansionary fiscal policy including

in Korea had slowed considerably and labor

additional supplementary budgets, and policy

market conditions had worsened with a sharp

rate cuts in major economies.

decline in the number of persons employed. The
Board expected that domestic economic growth

In the April meeting, the Board decided to keep

would remain sluggish for some time due to the

the Base Rate at 0.75%. The pace of growth in

impact of the COVID-19 pandemic. Accordingly,

the domestic economy had slowed considerably

GDP growth was projected to record around

due to subdued recovery in facilities investment

0%, considerably below the February forecast

and to a substantial decrease in consumption,

of 2.1%. Consumer price inflation had slowed

influenced by the domestic and global spread of

markedly to the lower-0% level due to declining

COVID-19. Accordingly, GDP growth was pro-

prices of petroleum products and public ser-

jected to fall considerably short of the February

vices. It was forecast that consumer price infla-

forecast of 2.1%. It was forecast that consumer

tion would run at the lower-0% level due to the

price inflation would run considerably below the

drop in international oil prices and weakening

February projection of 1.0% due to increased

demand-side inflationary pressures. Particularly

impacts of the drop in international oil prices

because of the larger downward adjustments to

and to weakening demand-side inflationary

the outlooks for GDP and inflation on expecta-

pressures. Meanwhile, the rate of household

tions that the impacts of the COVID-19 pandem-

loan growth had risen, while the rate of increase

ic would last longer, the Bank of Korea found it

in housing prices had moderated since mid-

necessary to make an additional Base Rate cut

March. It was expected that growth and inflation

to support the recovery of the domestic econo-

would fall short of the existing forecast paths

my.

due to the spread of COVID-19. However, at
the March special meeting the Monetary Policy

8 The Bank of Korea actively used various poli-

Board had made a large cut in the Base Rate

cy instruments to ensure economic and financial

and had expanded the use of non-interest rate

stability after the spread of COVID-19.

monetary policy instruments. The Board thus
kept the Base Rate unchanged, on the grounds

The Bank of Korea increased the total ceiling on

that it was necessary to conduct monetary

the Bank Intermediated Lending Support Facility

policy, while observing the effects of monetary,

by 10 trillion won (5 trillion won each on March

To ensure financial and foreign exchange market

won, to provide support to companies affected

stability, the Bank of Korea expanded liquidity

by COVID-19. In response to the growing range

supply through RP purchases, launched a Cor-

of affected companies, the Bank of Korea also

porate Bond-Backed Lending Facility, prepared

expanded the scope of industries eligible for

a plan to set up an a special purpose vehicle

support to include all service industries (exclud-

(SPV) which would manage purchases of com-

ing some gambling industries) and strengthened

mercial paper and corporate bonds, and carried

financial support for the self-employed and

out measures to stabilize the foreign exchange

SMEs with low credit effective March 19. In ad-

market. The Bank of Korea provided liquidity

dition, the Bank of Korea lowered the interest

through non-regular purchases of RPs (3.5 tril-

rate on support programs under the Bank Inter-

lion won in total) from non-bank financial institu-

mediated Lending Support Facility from 0.50-

tions in response to short-term financial market

0.75% to 0.25%, effective March 17, in order to

unrest in late March. It also conducted outright

strengthen the incentives for banks to lend to

purchases of Treasury bonds (3.0 trillion won

SMEs, alleviate the interest burden of SMEs, and

in total) on two occasions to stabilize the bond

improve their financial conditions.

market. The Bank of Korea also temporarily
adopted a regular RP purchase facility through

Programs under the Bank Intermediated Lending
Support Facility
(trillion won, %)
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plied based on financial market demand from
April to June to ensure financial market stability
and to support timely implementation of the

Interest rate
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adjustment1) adjustment adjustment adjustment2)

Support Program for Trade
Financing

Program for Stabilization of
SME Lending4)
Support Program for
Regional Enterprises
Support for SMEs Affected
by COVID-19

which an unlimited amount of liquidity was sup-

Notes: 1) As of end of Feburary 2020.
2) T
 he interest rate was lowered to 0.25%, effective March 17,
2020.
3) T
 he Support Program for High-tech and Other Start-up
SMEs was expanded and reorganized as the Support

government’s Financial Support Package. This
is a weekly regular RP purchase facility through
which the Bank of Korea buys 91-day bonds in
repo auctions at a fixed interest rate in full without any auction limit.
For a faster and wider liquidity supply, the Bank
of Korea broadened the range of institutions eligible for open market operations, effective temporarily from April to July this year. To expand
liquidity supply channels and improve the collateral availability of financial institutions, the Bank
also expanded the range of securities eligible
for open market operations, effective temporar-

Program for New Growth Engine Development and Job

ily from April this year to March next year. The

Creation (September 2017).

Bank also broadened the range of eligible col-

4) Includes the support that had been formerly provided under
the Support Program for Facilities Investment.
5) Includes reserves of 0.1 trillion won.
Source: Bank of Korea.

lateral for lending facilities to reinforce the basis
for the Bank to smoothly supply liquidity through
loans to banks when necessary, and to alleviate
banks’ burden of providing collateral. In addition,

v
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9 and May 18), from 25 trillion won to 35 trillion

vi

to expand financial institutions’ collateral capac-

plied flexibly in consideration of the FX liquidity

ity, the Bank of Korea decided to lower the ratio

conditions of financial institutions. Amid growing

of collateral for guaranteeing net settlements

concerns over domestic FX liquidity conditions,

by 20% points from April 10, and postponed its

the Bank raised the ceilings on the FX deriva-

previously announced plan to increase the ratio.

tives positions of banks by 25% and lowered the
FX liquidity coverage ratio by 10% points, effec-

Since May 4 the Bank of Korea launched and

tive temporarily until the end of September. In

has been running a new lending scheme, the

addition, the Bank temporarily lifted the levy on

Corporate Bond-Backed Lending Facility (CB-

financial institutions’ non-deposit FX liabilities.

BLF), as a safety net for businesses, banks and
non-bank financial institutions bracing for severe

While activating an emergency monitoring

difficulties in raising funds due to prolonged

mechanism in cases of expanded market vola-

impacts of COVID-19. It will be operated as a

tility, the Bank of Korea also closely monitored

standing lending facility providing banks and

developments related to COVID-19 and their

non-bank financial institutions, including securi-

possible impacts on domestic and foreign finan-

ties companies and insurance companies, with

cial sectors and economies, as well as changes

ready access to credit from the Bank of Korea

in financial and FX market conditions after the

whenever they post eligible corporate bonds as

Bank’s market stabilization measures.

collateral. On May 20, the government and the
Bank of Korea prepared a plan to set up an SPV
which would manage purchases of corporate
bonds and commercial paper for credit securities market stability. A total of 10 trillion won will
be initially invested in the SPV. Lower-rated corporate bonds and commercial paper were also
included in the instruments to be purchased to
ease credit risk aversion.
The Bank of Korea conducted FX market stabilization measures to provide FX liquidity to
financial institutions and businesses experiencing difficulties in foreign currency funding due to
strains in the global financial markets. In March,
the Bank signed a 60 billion dollar bilateral currency swap arrangement with the Fed amid
surging demand for US dollars due to expanded risk aversion in the global financial markets.
It then conducted competitive US dollar loan
facility auctions using the proceeds of swap
transactions, for the first time since the global
financial crisis. FX market stability rules were ap-

Summary of the Bank of Korea’s Policy Responses Related to COVID-19

vii
(as of June 9)

Policy responses
Base rate cuts (1.25% → 0.50%)

Bank Intermediated
Raised ceilings and lowered the interest rate on the Bank Intermediated Lending Support Facility
Lending Support Facility
Adopted RP purchase facility according to which an unlimited amount of
liquidity is supplied
Outright purchases of Treasury bonds
RP purchases from non-bank financial institutions
Measures related to
won liquidity supply
Market stabilization
measures

Broadened the range of institutions and securities eligible for open
market operations
Expanded the range of eligible collateral for lending facilities
Lowered the ratio of collateral for guaranteeing net settlements and
expanded the range of eligible collateral
Launched the Corporate Bond-Backed Lending Facility (CBBLF)
Prepared a plan to set up an SPV to manage purchases of lower-rated
corporate bonds and commercial paper
Signed a bilateral currency swap arrangement with the Fed and
conducted competitive US dollar loan facility auctions

FX market stabilization
Raised the ceilings on FX derivatives positions of banks
measures
Temporarily lifted the levy on financial institutions’ non-deposit FX liabilities
Source: Bank of Korea.

[Future Monetary Policy Directions]

upside risks to growth include a rebound of the
global economy thanks to early containment of

9 The current outlook is based on the as-

COVID-19, domestic and foreign policy actions

sumption that the number of global confirmed

to tackle the economic impact of the virus, and

COVID-19 cases will peak in the second quarter

a faster-than-expected normalization of the Chi-

and that a large second wave will not occur in

nese economy. Among the downside risks are

Korea, although smaller outbreaks could flare

a prolonged spread of COVID-19, a revival of

up on occasion. Looking at the economic out-

the US-China trade dispute, and a delay in the

look based on this assumption, it is forecast

semiconductor industry’s recovery.

that GDP will decline by 0.2% this year and
grow by 3.1% next year. The domestic economy
will contract greatly in the first half of this year,
affected by the global spread of COVID-19, but
is expected to improve gradually as slumps in
private consumption and goods exports slowly
ease. However, there is a high level of uncertainty surrounding the growth path, particularly
as to how the COVID-19 situation develops. The
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and delayed improvement of domestic demand

Economic growth outlook1)2)
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with a prolonged COVID-19 pandemic.

H2 Year H1
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Inflation outlook1)2)
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0.5

0.4

0.8

1.0

0.9

0.9

0.6

0.7

0.6

0.9

1.1

1.0

Intellectual property
products investment
Construction investment

-2.5 -0.2 -4.1 -2.2 -2.0 0.3 -0.8

Goods exports

0.5

-0.4 -3.7 -2.1 2.5

3.9

3.2

Goods imports

-0.8

1.2 -1.4 -0.2 3.9

4.0

3.9

Notes: 1) Year-on-year.
2) Figures are the forecast as of May 2020.
3) Reflects preliminary annual figures (released on June 2).

(%)

CPI inflation
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products & oils

2020
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Notes: 1) Year-on-year.
2) Figures are the forecast as of May 2020.
Source: Bank of Korea.

Source: Bank of Korea.

Consumer price inflation is forecast to record

 In the future as well, the Bank of Korea will

0.3% this year, lower than last year. Downward

conduct its monetary policy in order to support

pressures on prices are expected to increase,

the economy and stabilize consumer price

affected by declining international oil prices and

inflation at the target level (2.0%) over a medi-

a slowing economy following COVID-19, amid

um-term horizon, while paying attention to finan-

continued social-welfare policies by the govern-

cial stability.

ment. However, rises in the Korean won/dollar
exchange rate and in agricultural, fisheries and

The Bank will maintain its accommodative

livestock prices will act as factors pushing up

monetary policy stance as domestic economic

prices. Consumer price inflation is expected to

growth is forecast to be sluggish, influenced by

record 1.1% in 2021 owing to improved eco-

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

nomic conditions and the reduced effects of

inflationary pressures are expected to remain

social-welfare policies as the impacts of low oil

weak. In this process, the Bank will closely

prices dissipate. Core inflation excluding food

examine the developments of COVID-19, its im-

and energy prices is forecast to record 0.4%

pacts on global and domestic financial sectors

this year and 0.9% next year. There is a high

and economies, and changes in financial stabili-

level of uncertainty surrounding the price path.

ty conditions.

Upside risks to prices include an accelerated
rise of international oil prices resulting from increased production cuts by major oil-producing
countries and a stronger economic recovery in
line with the early containment of the COVID-19
pandemic. Among the downside risks are delayed recovery of international oil prices owing
to continued sluggishness of global oil demand

