Executive Summary

The international financial market saw a temporary increase in credit risk aversion, due

[Monetary Policy Operating Conditions]

generally stabilized, influenced for instance by
COVID-19 vaccinations in major countries and

1 A look at financial and economic conditions

the prospect of a large-scale fiscal stimulus

in Korea and abroad between November 2020

package in the United States. Global stock

and February 2021 finds the following. The trend

prices remained on the rise, hitting new record

of recovery in the global economy continues,

highs repeatedly, on the approval and rollout of

but has weakened amid stronger restrictions

vaccines, the prospect of a further large-scale

on movement following the resurgence of

fiscal stimulus package in the United States, and

COVID-19. Meanwhile, expectation of economic

favorable corporate earning reports. The US

recovery seems to be heightening with the com-

dollar weakened relative to currencies of major

mencement of vaccinations; however, uncer-

countries in December 2020, and then strength-

tainties still remain with a possible delay in the

ened entering 2021.

vaccine distribution and the spread of COVID-19
variants. The US economy exhibited a moderate
recovery with consumption increasing substan-
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tially in January 2021. Meanwhile, the economy
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measures in major countries at the beginning of
the year. The trend of improvement in the Japanese economy weakened, affected by the declaration of a state of emergency in January 2021.
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Sources: Individual countries’ published statistics.

sector, and construction investment recovered
slightly from its slump. As a result, real GDP in
the fourth quarter increased by 1.2% compared
to the previous quarter.
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mainly to the resurgence of COVID-19, and then

i

ii

3 Consumer price inflation ran in the mid-0%
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the accelerating pace of increase in international
oil prices, and disruptions in the supply of agri-

es in food and energy prices from the CPI) has
run at the mid-0% level since the second half of

Note: 1) Q uarter-on-quarter (seasonally adjusted), reflects fourth

2020, and the inflation expectations of the gen-
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eral public have recently risen to the 2% level.

Source: Bank of Korea.

The slump in employment conditions deepened. Due to the resurgence of the pandemic

Inflation1)2)

and stronger social-distancing measures, the

CPI

number of persons employed declined by a

CPI excluding food & energy
CPI excluding food & energy (excluding administered prices)

much larger amount (year-on-year) by 628,000
and 982,000 in December 2020 and January
2021, respectively. The (seasonally adjusted)
employment-to-population ratio also fell, owing
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Housing sales prices showed an accelerated
upward trend in the fourth quarter of 2020, and
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fourth quarter of last year, and sustained the

upward trend between January and February
2021.
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5 Household lending maintained strong growth
on increased housing-related fund demand and
continued demand related to stock investment

4 Treasury bond yields - long-term bond yields

and funds for living expenses. Corporate lend-

in particular - remained on the rise. The 10-year

ing continued to grow, led by lending to small

Treasury bond yield rose in December 2020, on

and medium-sized enterprises, due to ongoing

expectations for an agreement on the US fiscal

COVID-19-related fund demand from SMEs and

stimulus package, and the supply of COVID-19

sole proprietors and continued support from the

vaccines in major countries. It then rose further

government and financial institutions.

entering January 2021, on expectations for fiscal
expansion by the new US administration, the influence of improvements in economic indicators
at home and abroad, and an expected increase
in government bond issuance related to support for small businesses hit by the COVID-19
pandemic. The Korean won/US dollar exchange
rate declined in December 2020 on stronger risk
appetite and then rebounded this year on the
prospect of a relatively solid recovery in the US
economy.
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[Conduct of Monetary Policy]
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process, it closely examined risk factors such

Korea maintained the Base Rate at 0.50%.
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7 A detailed look at the Base Rate decisions
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Source: Bank of Korea.

At the January meeting, the Board left the Base
Rate unchanged at 0.50%, considering that
macroeconomic uncertainties still remained
high, affected by the resurgence of the pandemic, despite modest recovery in the domestic
economy bolstered by faster-than-expected
improvement in exports. Although consumer

remained weak as stronger social distancing

ger social-distancing measures, export growth

was prolonged. As a result, GDP growth this

had increased, led by the IT sector, and facilities

year was projected to be around 3.0%. It was

investment continued to recover. Therefore, it

forecast that consumer price inflation would run

was expected that the domestic economy would

at the 1.3% level, slightly exceeding the Novem-

recover gradually, led by exports and invest-

ber forecast of 1.0%, largely reflecting the in-

ment. However, it was judged that uncertainties

crease in global oil prices and gradual improve-

surrounding the growth path were high, as the

ment in economic activity. Meanwhile, on the

degree of economic recovery would be heavily

financial stability side, household loan growth

dependent upon the evolution of COVID-19 and

had accelerated, and housing prices continued

the status of vaccine distribution. Consumer

to increase rapidly in all parts of the country. As

price inflation remained low at the mid-0% level,

a result, the Board saw a growing need to pay

reflecting prolonged effects from the decline in

attention to the risk of financial imbalances.

the prices of petroleum products and public services. It was forecast that consumer price infla-

8 The Bank of Korea is using various policy

tion would run at the mid- to upper-0% level for

instruments to promote stability and smooth

some time and then gradually increase to the 1%

credit flows in the financial and foreign exchange

level. On the financial stability side, household

markets.

loan growth remained high, and housing prices
accelerated in Seoul and its surrounding areas.

The Bank increased the total ceiling on the Bank
Intermediated Lending Support Facility on three

At the February meeting, the Board decided

occasions last year (in March, May, and October

to leave the Base Rate unchanged at 0.50%.

2020) by a total of 18 trillion won, to 43 trillion

Expectations of economic recovery had height-

won. The ceiling for the Support for SMEs Af-

ened, led by the moderated spread of the virus

fected by COVID-19 Program (set up in March

globally and the prospect of a fiscal stimulus

2020) and for the Support for Small Businesses

package by the US administration, ahead of the

Program (set up in October 2020) is 16 trillion

rollout of COVID-19 vaccines at home. However,

won in total. With such financial support from

high uncertainties remained unresolved relat-

the Bank of Korea, bank loans amounting to

ed to COVID-19, including the emergence of

25.2 trillion won were extended to 105,716 es-

COVID-19 variants and a possible delay in the

tablishments between March 2020 and January

supply of vaccines, and the resulting economic

2021 under the Support for SMEs Affected by

trends. The Board therefore judged there was

COVID-19 Program. As for the Support for Small

a need to maintain the current accommodative

Businesses Program, bank loans worth 0.7 tril-

monetary stance. The Korean economy had re-

lion won were extended to 5,789 establishments

covered at a moderate pace overall, but showed

between October 2020 and January 2021,

varying movements by sector. It was expected

showing steady growth in support loan perfor-

that the economy was likely to continue its re-

mance.

covery, led by exports and investment. Exports
sustained their buoyancy and facilities investment continued to recover while consumption

v
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spending had contracted, due mainly to stron-
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Programs under the Bank Intermediated Lending
Support Facility
(trillion won, %)

an SPV by six months, while expanding the
share of subprime bond purchases, aiming
to support financing of low-rated companies

Ceiling

Interest rate

facing difficulties from the prolonged COVID-19

Support Program for Trade
Financing

2.5

0.25

pandemic. Moreover, the Bank provided the first

Support Program for New Growth
Engine Development and Job
Creation1)

13.0

Program

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

round of lending (1.78 trillion won) to the SPV
0.25

on July 23, 2020, followed by the second round
(1.78 trillion won) on January 12, 2021. Therefore,
the total amount of funds raised so far since the

5.5

0.25

5.9

0.25

13.0

0.25

the 3 trillion won from the first round of funding.

3.0

0.25

As of the end of January 2021, the SPV had pur-

43.03)

-

chased 2.5 trillion won worth of corporate bonds

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

SPV’s establishment on July 14, 2020 amounts
to 5 trillion won, with the 2 trillion won added to

and commercial paper.

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.

In December 2020, the Bank of Korea also extended its currency swap agreement with the
US Federal Reserve by six months, consequently extending the expiration date from March 31
to September 30, 2021. The goal was to pre-

In addition, the Bank of Korea conducted out-

emptively respond to the possible resurgence

right purchases of Treasury bonds amounting to

of market anxiety related to COVID-19, despite

1.5 trillion won on November 27, 2020, thereby

a recovery in risk appetite in the international

finalizing the planned expansion of outright pur-

financial markets and generally stabilized global

chases of Treasury bonds announced by the

dollar markets and domestic foreign exchange

Bank in September 2020. As a result, the total

markets.

amount of outright purchases conducted by the
Bank in 2020 reached 11 trillion won. On Feb-

Furthermore, the Bank of Korea terminated

ruary 26, 2020, the Bank announced another

its Corporate Bond-Backed Lending Facility

plan to expand outright purchases by a total of

on February 3, 2021. This decision was made

5~7 trillion won during the first half of 2021. The

taking into account that the financial markets

measure aims to ease volatility in market interest

remain stable overall, the liquidity conditions of

rates, as a significant increase in Treasury bond

financial institutions including securities firms are

issuance is expected amid the recent escalation

favorable, and the credit market support through

of market rate volatility.

the SPV which purchases corporate bonds and
commercial paper is ongoing.

On December 24, 2020, the Bank of Korea,
jointly with the government and Korea Develop-

9 The Governor of the Bank of Korea held a

ment Bank, extended the period of corporate

press conference in December 2020 with a view

bond and commercial paper purchases through

to enhancing understanding of recent inflation

the legal considerations, the Bank is operating

and explained the outcome of the Bank’s exam-

a legal advisory committee, while outsourcing

ination of its inflation targeting operations, con-

research on the topic of legal issues and legisla-

cerning which a related report was published.

tive direction relevant to CBDC. In the meantime,

The report evaluates the inflation in 2020 and

the Bank of Korea is closely monitoring changes

looks into future inflation conditions and out-

in the environment surrounding CBDC, while

looks. A comprehensive assessment was made

enhancing information sharing and cooperation

to identify any room for improvement regarding

with other central banks.

the inflation targeting framework, and the Bank
decided, in consultation with the government,

[Future Monetary Policy Directions]

that the current method be maintained until the
next assessment.

 A look at the outlooks for growth and inflation
is as follows. It is forecast that GDP will record a

Furthermore, the Bank amended certain text of

growth rate of 3.0% this year. The Korean econ-

the General Principles of Monetary Policy Oper-

omy is predicted to recover steadily, driven by

ation via the publication of Monetary Policy for

exports and investment due to an improvement

2021. A key change was the explicit inclusion of

in the global economy, while private consump-

efforts to stabilize the financial market under the

tion will grow slowly. Although the recovery of

“Consideration of financial stability” section, in

private consumption is expected to be slower

addition to the mention of attention to financial

than previously forecast affected by the continu-

imbalances. In line with the Bank’s employment

ing COVID-19 pandemic, facilities investment is

of wide-ranging monetary policy tools in re-

predicted to remain solid driven mainly by the

sponse to significantly expanded financial mar-

IT sector. Construction investment is forecast

ket volatility affected by COVID-19 in 2020, the

to complete its adjustment and then shift to a

Bank of Korea expressly reflected in the General

recovery. Exports are expected to sustain their

Principles its considerations of financial market

improvement, driven by recovery in the global

stability and of financial intermediary conditions,

economy and improvement in the semiconduc-

as well as its careful attention to the buildup of

tor business. There is a high level of uncertainty

financial imbalances, in its monetary policy op-

surrounding the growth path. The upside risks to

erations.

growth include early containment of COVID-19,
accelerated recovery of the global semiconduc-

Moreover, the Bank of Korea continued its re-

tor sector and additional economic stimulus at

search on technological and legal aspects of

home and abroad. Among the downside risks

Central Bank Digital Currency (CBDC) to pre-

are continued spread of COVID-19, rising ten-

emptively cope with future changes in the pay-

sions between the US and China and a delay in

ment and settlement environment which could

improvement of employment conditions.

increase the need for CBDC adoption. On the
technology side, the Bank is consulting with a
third party as a preliminary step to setting up a
pilot system in a virtual environment to test the
performance and stability of CBDC. In terms of
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conditions and future inflation developments,
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 The Bank of Korea will continue to conduct

Economic growth outlook1)
(%)

20202)
H1
GDP

2021e

H2 Year H1

2022e

H2 Year Year

-0.7 -1.2 -1.0 2.6

3.4

3.0

2.5

Private
consumption

-4.4 -5.5 -4.9 0.2

3.8

2.0

2.8

Facilities
investment

5.6

3.8

5.3

3.0

8.0

6.8

6.9

4.0

3.6

4.1

4.0

4.1

3.5

1.7 -1.8 -0.1 -1.2 2.6

0.8

2.1

Goods exports

-2.9 1.7 -0.5 13.0 2.0

7.1

2.3

Goods imports

-0.9 0.7 -0.1 7.6

6.4

3.3

5.3

Notes: 1) Figures are the forecast as of February 2021.

while paying attention to financial stability.
As the recovery in the Korean economy is expected to be modest and inflationary pressures
weak, the Bank will maintain its accommodathe Bank will thoroughly assess developments
related to COVID-19 as well as the effects of
the policy measures taken in response to the
pandemic, while paying attention to changes in
financial stability conditions such as fund flows

2) Reflects fourth quarter preliminary figures of 2020.
Source: Bank of Korea.

to asset markets and household debt growth.

Consumer price inflation is forecast to rise to
1.3% in 2021, increasing significantly from 0.5%
in 2020, as international oil prices are expected
to considerably exceed last year’s level. Core
inflation excluding food and energy prices is
forecast to increase from 0.4% last year to 1.0%
this year. Upside risks to prices include a faster
rise in food and international commodity prices,
and a stronger recovery in demand caused by
COVID-19 vaccinations. Among the downside
risks is worsening sluggishness in demand due
to a resurgence of COVID-19.

Inflation outlook1)2)
(%)

2020

2021

2022e

e

1H

2H Year 1H

2H Year Year

0.6

0.5

0.5

1.2

1.4

1.3

1.4

0.4
Core
inflation CPI excluding
agricultural
0.6
products & oils

0.3

0.4

0.6

1.3

1.0

1.3

0.7

0.7

0.9

1.3

1.1

1.3

Notes: 1) Year-on-year.
2) Figures are the forecast as of February 2021.
Source: Bank of Korea.

target level (2%) over a medium-term horizon,

tive monetary policy stance. In this process,

Construction
Investment

CPI excluding
food & energy

omy and stabilize consumer price inflation at the

on the demand side are forecast to remained

Intellectual
property products 3.3
investment

CPI inflation

its monetary policy in order to support the econ-

