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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

In the international financial markets, stock prices fell significantly in advanced and emerging

[Monetary Policy Operating Conditions]

dispute, but then rebounded during June to July
period owing to expectations of a rate cut by the

1 A look at economic and financial conditions in

US Federal Reserve. Long-term interest rates in

Korea and abroad between April and July 2019

major countries saw a trend of decline. The US

finds the following. The pace of global economic

dollar strengthened against major currencies

growth slowed due to sluggish manufacturing

entering this year but then weakened from June

production activities stemming from a contrac-

onward.

tion of global trade in line with stronger global
protectionism. In the United States, economic
activity has been rising at a moderate rate, led

Share price indices of advanced and emerging
market countries

by consumption, while growth in the euro area

MSCI Advanced Markets Index

and Japan weakened on production and export
slumps. Growth in China also slowed due to
heightened uncertainties related to the US-China trade negotiations.

MSCI Emerging Markets Index
(2016.1.1=100)

(2016.1.1=100)
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Economic growth in major economies1)
(%)

2016 2017

2018
Year

Q2

2019

Q3

Q4

Q1

US

1.6

2.2

2.9

4.2

3.4

2.2

3.1

Euro area

1.9

2.4

1.9

1.6

0.5

1.0

1.6

Japan

0.6

1.9

0.8

2.3

-2.6

1.8

2.2

China

6.7

6.8

6.6

6.7

6.5

6.4

6.4
[6.2]2)

Notes: 1) T h e q u a r te r l y rate s of g row th a re a n n u a l ize d q u a rter-on-quarter rates for the US, Japan and the euro area,
and year-on-year rates for China.
2) Based on the second quarter of 2019.
Sources: Individual countries’ published statistics.
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16.1
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Source: Bloomberg.

17.1
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7
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markets in early May due to the US-China trade

i

ii

2 In the Korean economy, growth was weak

government’s housing market stabilization mea-

as the adjustment in construction investment

sures, but those in Seoul rose slightly entering

continued and sluggishness in exports and fa-

July due to an increase in prices of some apart-

cilities investment persisted, while consumption

ments undergoing reconstruction. Sales prices

continued to show modest growth. Meanwhile,

declined in the rest of the country, especially in

employment conditions saw partial improve-

Ulsan, Chungbuk, and Gyeongnam. Leasehold

ment with the increase in the number of persons

deposit prices remained on a decline due to an

employed having risen, particularly in the service

increase in the supply of new apartments avail-

sector. Employment in the manufacturing sector,

able.

however, continued to decline.
Inflation1)2)
Real GDP growth

1)

CPI
(%)

(%)

2.0

Inflation expectation of general public3)

2.0

1.5

1.5

1.0

1.0

0.5

0.5

0.0

0.0

-0.5

CPI excluding food & energy

CPI excluding food & energy (excluding regulated prices)
(%)

(%)

4

4

3

3

2

2

1

1

-0.5
15.Q1 Q3

16.Q1 Q3

17.Q1

Q3

18.Q1

Q3

19.Q1

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

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.

3 Consumer prices rose 0.7% year-on-year in
the second quarter, due to increased downward
inflationary pressures from supply-side factors
and government policy amid weakened demand-side inflationary pressures. Core inflation
was low at around the mid- to upper-0% level.
Other price indices, excluding the impacts of
acyclical factors such as regulated items, were
assessed to be at the low- to mid-1% level. The
inflation rate expected by the general public was
in the low-2% range.
Housing sales prices in Seoul and its surrounding areas continued to decline, influenced by the

Sources: Bank of Korea, Statistics Korea.

5 The rate of increase in household lending has

market interest rates fell, led by the escalation of

continued to slow, but the degree of slowing has

the US-China trade dispute, sluggish economic

moderated somewhat as the amount of increase

indicators in major countries, and the conse-

in household lending has expanded since April.

quent expectations for monetary policy easing

Household lending by banks increased by more

at home and abroad. After falling significantly,

than in the quarter before, led by group and

stock prices rebounded somewhat but fell again

leasehold deposit loans related to purchasing

entering July due to Japan’s restrictions on its

and moving into newly supplied apartments.

exports of semiconductor materials. The Korean

Household lending by non-bank depository in-

won/US dollar exchange rate rose sharply on

stitutions also reversed to an increase, owing to

concerns about global economic slowdown and

expanded non-mortgage real estate collateral-

the US-China trade dispute since mid-April, but

ized loans and credit loans.

then fluctuated on expectations of rate cuts by
the US Federal Reserve and a slowdown in Korean exports.

Changes in household loans1)2)
Banks

Korean Treasury bond yield and exchange rate
(KRW/USD)
Treasury bond (3-year) yields (left)
KRW/USD (right)
(%)

(KRW/USD)

3.0

1,300

1,200

2.5

1,100
2.0
1,000

Non-bank financial institutions

(trillion won)

(trillion won)

16

16

14

14

12

12

10

10

8

8

6

6

4

4

2

2

0

0

-2

-2

-4

-4
16.1

7

17.1

7

Note: 1) Month-on-month.

1.5

900

2) Including mortgage transfers.
Source: Bank of Korea.
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7
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Sources: Bank of Korea, KOFIA.
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4 In the domestic financial markets, long-term

iv

First, in the May meeting, the Board kept the

[Conduct of Monetary Policy]

Base Rate at 1.75%. The Board made this de6 The Bank of Korea maintained its accommo-

cision in consideration of the following points: it

dative policy stance to ensure that the recovery

was necessary to monitor the developments of

of growth continues and consumer price infla-

international conditions that have large impacts

tion could be stabilized at the target level over

on growth, such as the US-China trade dispute

a medium-term horizon, while conducting its

and the conditions in the semiconductor indus-

monetary policy with attention to financial sta-

try; inflation was expected to pick up gradually,

bility as well. In this process it closely examined

although it continued to run at a low level; and

domestic and overseas risk factors such as the

it was necessary to remain alert to financial sta-

US-China trade dispute, changes in the econo-

bility conditions, including household debt. At

mies and monetary policies of major countries,

the time of the policy rate decision in May it was

financial and economic conditions in EMEs,

forecast that, following the domestic economy’s

and household debt growth. Under this policy

slight rebound from the slowdown of the first

stance, the Bank of Korea decided in July this

quarter of the year, the growth trend would not

year to lower the Base Rate by 0.25% point to

diverge signiticantly from the April economic

1.50% per annum, after having held it at 1.75%

outlook. However, it was seen that the uncer-

since November 2018.

tainties surrounding the future growth path
had risen, due mainly to the escalation of the
US-China trade dispute. Consumer price infla-

Bank of Korea Base Rate1)

tion remained low at the mid-0% range, but was

(%)
3.5

3.5

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

3.0

expected to run at the low- to mid-1% level from

(%)

3.0

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

2.5

2.5

(Oct. 15)

(Nov. 30, 2018)

(Jun. 11)

With respect to financial stability, even though
household debt growth had continually slowed,

(Jun. 9, 2016)

2.0

continuously paid to the risks regarding financial
imbalances, as the amount of increase in house-

(Nov. 30, 2017)

1.5

diminishing supply-side deflationary pressures.

it was judged that close attention should be

(Mar. 12, 2015)

2.0

the second half of the year, affected partly by

1.5

(Jul. 18, 2019)

1.0

hold debt had expanded since April.

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.

In the July meeting the Board decided to cut the
Base Rate to 1.50%. This decision was reached
based on the judgment that there was a rising
need to support economic recovery as growth

7 A detailed look at the monetary policy deci-

and inflationary pressures were expected to

sions during this period, and the backgrounds

be weaker than previously projected, owing to

behind them, follows:

the slowdown in global trade affected by the
US-China trade conflict and to a delay in the
recovery of the semiconductor industry. With
respect to the domestic economy, consumption

had continued to grow moderately, but the ad-

organizations including the government.
v

justment in construction investment had persistThe Bank continued its efforts for the preemp-

seen in exports and facilities investments, and it

tive identification of potential risks within the

was also hard to be optimistic about future de-

financial system as well. During its June 「Fi-

velopments. Hence, the domestic economy this

nancial Stability Meeting」, it performed careful

year was forecast to grow at the low-2% level,

sector-by-sector assessments of vulnerabilities

below the April outlook. Consumer price inflation

in household and corporate credit markets, in

remained low at the mid- to upper-0% level, as

asset markets, and at financial institutions, and

demand-side pressures had been weaker than

examined financial institutions' resilience against

anticipated and the influence of supply-side and

the simultaneous shocks of an escalation of

government factors had grown stronger. Going

global trade conflicts and a decline in housing

forward, consumer price inflation was forecast

prices using a newly developed stress testing

to fall short of the path projected in April, fluctu-

model.

ating below 1% for some time and then running
at the low- to mid-1% level from next year. Considering that the adoption of a more accommodative monetary policy stance in an attempt
to stimulate the economy could affect financial
stability conditions like household debt, it was
agreed at the meeting that the Bank would
thoroughly monitor changes in financial stability
conditions to ensure that the rate cut would not
result in a worsening of financial imbalances.
8 The Bank of Korea continued its efforts for
financial and foreign exchange market stability
in response to changes in conditions at home
and abroad. The Bank kept a close eye on the
impacts of external shocks such as the US-China trade tensions and Japan’s trade restrictions, while actively taking measures in times
of heightened market volatility by activating the
emergency response system. When external
risks intensified, the Bank convened 「Financial
and Economic Condition Review Meetings」, and
also set up the 「Foreign Exchange and Financial Sector Review Task Force In Response to
Japan’s Trade Restrictions」, which monitored
Japanese funds circulating in Korean financial
market, and closely cooperated with relevant

Executive Summary

ed while slower-than-expected growth had been

vi

amid weakening demand-side inflationary pres-

[Future Monetary Policy Directions]

sures. The inflation rate next year is projected
9 It is forecast that the GDP growth rate this

to increase year-on-year as the downward

year will stand at 2.2%. Despite the expectation

pressures from the supply-side factors diminish

that private consumption will maintain its up-

and the impacts of government policies lessen,

ward trend, this year’s growth forecast has been

but prices are forecast to rise at a slower pace

revised downward compared to the figure pro-

compared to previous outlooks. The upside and

jected last April (2.5%), reflecting the persistent

downside risks to the future inflation path are

adjustment in construction investment and the

mixed. Some of the main upside risks are rising

slower-than-expected recoveries of exports

international oil prices due to growing geopoliti-

and facilities investment. The economy will likely

cal risks and sustained increases in import pric-

show a growth rate of 2.5% next year as the

es as a result of the weakening of the Korean

private sector rebounds from its sluggishness.

won. The downside risks, meanwhile, include

Some of the key risk factors to the future growth

stronger social-welfare polices regarding educa-

path include progress in trade negotiations be-

tion and healthcare, and weaker demand-side

tween the US and China, the pace of recovery

inflationary pressures affected by slowing

in global semiconductor industry, and Japan’s

growth in domestic demand.

trade restrictions.
Inflation outlook1)2)
Economic growth outlook1)2)

(%)
(%)

2018
GDP

2019e
Year H1

2018

2020e
H2 Year H1

H2

2.7 2.2 1.9 2.4 2.5 2.6 2.3

Private consumption

2.8 2.3 2.0 2.5 2.4 2.6 2.3

Facilities investment

-2.4 -5.5 -12.6 2.3 3.4 5.6 1.3

Intellectual property
products investment

2.2 2.6 2.7 2.5 2.9 2.6 3.1

Construction investment -4.3 -3.3 -5.4 -1.3 -1.6 -2.4 -0.9
Goods exports

3.3 0.6 -0.8 2.0 2.4 3.6 1.4

Goods imports

1.6 -0.5 -3.3 2.3 2.4 3.0 1.7

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

CPI Inflation

2019

2020

Yeare H1 H2e Year H1

e

H2

1.5 0.7 0.6 0.7 1.3 1.4 1.2

CPI excluding
1.2 0.8 0.8 0.8 1.2 1.1 1.3
food & energy

Core
Inflation CPI excluding
agricultural
products & oils

1.2 1.0 1.0 1.0 1.3 1.2 1.4

Notes: 1) Year-on-year.
2) Figures are the forecast as of July 2019.
Sources: Bank of Korea, Statistics Korea.

 In the future as well, the Bank of Korea will
conduct its monetary policy so as to ensure that
the recovery of economic growth continues and

The headline consumer price index is forecast

consumer price inflation can be stabilized at the

to rise by 0.7% this year and 1.3% next year. It

target level over a medium-term horizon, while

appears that the inflation rate will significantly

paying attention to financial stability.

slow this year owing to the greater downward
pressures caused by government policies and

The Bank will maintain its accommodative mon-

supply-side factors such as global oil prices

etary policy stance as inflationary pressures on

and agricultural, livestock & fisheries prices,

the demand side are forecast to remain low,

conditions. As uncertainties surrounding the

moderate. In this process it will carefully monitor

policy environment are high and market partic-

developments in the US-China trade dispute,

ipants’ sensitivity to risks is elevated, there is a

Japan’s export restrictions, any changes in the

need going forward to be mindful that volatility

economies and monetary policy changes in ma-

in the financial markets at home and abroad

jor countries, the trend of increase in household

could expand depending on developments in

debt, and geopolitical risks, while examining

the US-China trade dispute and Japan’s export

their effects on domestic growth and inflation.

restrictions and on releases of major economic
indicators.

External uncertainties are expected to remain
high for the time being. While the US-China

From the financial stability perspective, the

trade dispute and geopolitical risks continue to

amount of growth in household lending de-

act as macroeconomic risk factors, concerns

creased year-on-year entering this year, but the

regarding negative impacts that Japan’s export

slowing pace of growth has moderated since

restrictions on Korean economy are rising. As it

April due to increased demand for funds related

is difficult to predict at this time how these exter-

to housing. Even though the growth in lending

nal risk factors will develop, it is judged import-

to sole proprietors has been slowing, it still out-

ant to continue closely monitoring developments

paces that of household lending. Lending to

of external conditions, as well as their impacts

households and to sole proprietors including the

on the domestic economy.

real estate and leasing industry is expected to
continue its slowing trend going forward, due to

Recently, major central banks have been taking

government measures. However, it is necessary

more accommodative monetary policy stances

to remain alert to its trend of increase, consider-

than before, due to concerns about economic

ing the amount of debt already accumulated and

slowdown and sustained low inflation. This shift

factors such as the supply of new apartments

in major countries’ monetary policy stances is

and the recent drop in lending rates that may

likely to work as a positive factor by supporting

drive up household debt.

the global economy and stabilizing the financial
markets. However, the positive impacts will likely
be limited since these policy changes are being
made against the backdrop of weaker growth
in individual countries. Close monitoring will be
required of changes in economic conditions and
monetary policies in major countries and of consequent capital flows in the international financial
markets.
In the financial markets at home and abroad,
frequent expansions of volatility have been
witnessed as major price variables fluctuate
considerably depending on changes in external

vii
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while growth of the domestic economy will be

Ⅰ
Monetary Policy
Operating Conditions

1. Global Economy

3

2. Real Economy

6

3. Prices

8

4. Financial and Foreign Exchange Markets

12

1. Global Economy

Growth in India moderated, due to slumps in
private consumption and investment driven
by heightened political and geopolitical risks.6)

Slowdown in Global Economic Growth

Brazil and Russia also showed low growth
owing to weak domestic demand.

3

The pace of global economic growth slowed
ming from a contraction of global trade in line

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

with stronger global trade protectionism. In
2016 2017

the United States, economic activity has been
rising at a moderate rate, led by consumption,1)
despite weak investment and exports. In the

World
Advanced economies

20182)
Year Q2

20192)

Q3

Q4

Q1

3.4 3.8 3.6

-

-

-

-

1.7 2.4 2.2

-

-

-

-

euro area, however, the rate of growth rose in

US

1.6 2.2 2.9 4.2 3.4 2.2

3.1

the first quarter compared to the fourth quar-

Euro area

1.9 2.4 1.9 1.6 0.5 1.0

1.6

Japan

0.6 1.9 0.8 2.3 -2.6 1.8

2.2

ter of 2018 owing to temporary factors2) but
weakened in the second quarter, as manufacturing continued to be sluggish.3) Growth in

Emerging market and
4.6 4.8 4.5
developing economies

-

-

-

-

Japan slowed, as growth in consumption-re-

China

6.7 6.8 6.6 6.7 6.5 6.4

6.4
[6.2]5)

lated indicators 4) was offset by continued

India3)

8.2 7.2 6.8 8.0 7.0 6.6

5.8

slumps in exports and industrial production.

ASEAN-54)

5.0 5.3 5.2 5.3 4.9 5.2

4.8

In the first quarter China maintained its trend

Brazil

-3.3 1.1

1.1 0.9 1.3 1.1

0.5

of growth at the level of the fourth quarter

Russia

0.3 1.6 2.3 2.2 2.2 2.7

0.5

5)

of 2018 thanks to government’s active fiscal

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

stimulus policy, but its growth moderated to
6.2% in the second quarter as industrial pro-

their own published statistics.
2) T he rates of growth are annualized quarter-on-quarter rates
for advanced economies, and year-on-year rates for the

duction, fixed investment and exports weak-

others.

ened in line with the heightened uncertainties

3) T he annual growth rates are based on the fiscal year (April

associated with the US-China trade dispute.

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

Growth in ASEAN-5 countries slowed, affected by their sluggish exports to China.

of the current year to March of the next year).
5) Based on the second quarter of 2019.
Sources: IMF, Individual countries’ published statistics.

1) Real personal consumption expenditure (quarter-on-quarter) increased from 0.2% in the first quarter of 2019 to 0.8%
in April and May.
2) These include strong construction business activities due to milder-than-average weather in winter, the recovery in
automobile consumption which had been delayed by new emissions regulations, and advance exports in preparation for Brexit scheduled for March 29, 2019.
3) M
 anufacturing production declined by 0.3% during the April and May period compared to the first quarter, and manufacturing PMI has remained below the benchmark (50) since February this year.
4) Household consumption and retail sales in May rose by 5.5% and 0.4%, respectively, compared to April.
5) The rate of export growth was –5.0% year-on-year in April and May.
6) Political and geopolitical risks heightened in India during the first quarter, due to military conflicts with Pakistan since
February and to the May general election. Political uncertainties eased to some extent, however, after Prime Minister
Modi was re-elected.
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due to sluggish production activities stem-

4

International Oil Prices Decline, then
Fluctuate around 60 Dollars

International Financial Market Volatility
Expands Frequently

International oil prices, which had record-

In the international financial markets, volatili-

ed around 70 dollars per barrel by mid-May

ty expanded and contracted repeatedly, in line

driven by geopolitical risk in the Middle East,

with the US-China trade dispute, sluggish

dropped sharply to around 60 dollars per bar-

economic indicators and the announcement

rel, with the escalation of the US-China trade

by major central banks of accommodative pol-

dispute. Thereafter, oil prices fluctuated at

icy stances.

7)

around the low- to middle-60 dollar range,
as the upward pressures from supply-side

Government bond yields in major economies

factors, such as the escalation of military ten-

fell, driven by the worsening of the US-China

sions in the Middle East and the extension

trade dispute and by expectations of accom-

of production cuts by OPEC, were offset by

modative monetary policies in major econo-

downward pressures from factors including

mies.

8)

9)

a possible decrease in demand owing to the
global economic slowdown.

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

Figure I-1. International oil prices
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7
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7
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7

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

Source: Bloomberg.

7) After announcing its plan to raise tariffs on 200 billion dollars of Chinese imports from 10% to 25% (May 5), the US
imposed restrictions on transactions with Huawei, a Chinese telecommunication equipment company (May 16), after
which China indicated that it would respond strongly (May 23 and 30).
8) Geopolitical risk in the Middle East escalated due to the US sanctions against Iran, attacks on ships (May 12) and oil
tankers (June 13) near the Strait of Hormuz, attacks on Saudi Arabia’s oil pipeline (May 14), Iran’s threat to breach
part of the nuclear deal (June 17), and Iran’s downing of an American surveillance drone (June 13).
9) On July 2, OPEC and some major non-OPEC countries decided to extend the current cuts on oil production by 1.2
million barrels per day (compared to the production volume in October 2018) from June this year to March 2020.

Stock prices declined substantially both in advanced and emerging market countries from

Figure I-4. Major exchange rates1)

early May due to the US-China trade dispute,

USD/EUR (left)

but rebounded10) from June to July driven by
the resumption of the US-China trade negotiations and by expectations of accommodative

JPY/USD (right)

(USD/EUR)

(JPY/USD)
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Figure I-3. Share price indices of advanced and
emerging markets
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Note: 1) Based on the New York market rate at 16:30.
Source: Reuters.

80
16.1

7
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7
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7
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7

7

Source: Bloomberg.

The US dollar strengthened against major
currencies entering this year, but then weakened from June onward. After strengthening
against the euro due to slowed growth in the
euro area and uncertainties related to Brexit,
the dollar weakened in June, with heighetened
expectations that US Federal Reserve would
cut its policy rate. It weakened against the
yen, driven by preferences for safe assets amid
uncertainties in the global economy. EME
currencies depreciated significantly in May
but rebounded entering June.

10) The US Dow-Jones Industrial Average recorded a historical high on July 15, 2019 (27359.16).

19.1
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monetary policies of central banks.

2. Real Economy

rose in the second quarter due to increased
SOC budget execution, while building construction was sluggish as residential building

Domestic Economic Growth Weakened
6

In the Korean economy, growth was weak
as the exports and facilities investment were

construction continued to decline.

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

sluggish, while consumption continued to
2016 2017

show modest growth. The real GDP growth
rate was 1.1% quarter-on-quarter (2.1% yearon-year) in the second quarter.

Real GDP

2018
Year Q2

2.9 3.2 2.7

The increase in government consumption

(Private
2.6
consumption)
(Government
4.4
consumption)
(Facilities
2.6
investment)
(Construction
10.0
investment)

accelerated. Entering this year, government

(Goods exports) 2.0 4.4 3.3

Private consumption continued to grow at a
moderate pace. In the second quarter, it rose
led by semi-durable goods such as clothing
and by services including medical services.

2.8 2.8
3.9 5.6
16.5 -2.4
7.3 -4.3

consumption rose by 2.5% quarter-on-quarter
in the second quarter, owing to an increase
in health insurance payouts following an
additional expansion of health insurance
coverage,11) and to an increase in personnel
and material expenses.

12)

(Goodsimports) 3.9 8.8 1.6

0.6
(2.9)
0.5
(2.9)
0.6
(4.6)
-8.4
(-4.3)
-2.5
(-2.5)
0.5
(2.8)
-2.5
(1.3)

Q3
0.5
(2.1)
0.4
(2.3)
1.6
(4.8)
-4.0
(-9.4)
-6.0
(-8.7)
4.8
(4.0)
-1.1
(-2.6)

2019
Q4

Q1

2)

Q2

0.9 -0.4 1.1
(2.9) (1.7) (2.1)
0.8 0.1 0.7
(2.4) (1.9) (2.0)
2.8 0.4 2.5
(7.1) (5.5) (7.3)
3.2 -9.1 2.4
(-5.3) (-17.4) (-7.8)
1.8 -0.8 1.4
(-5.7) (-7.2) (-3.5)
-2.4 -3.5 0.8
(6.3) (-0.9) (-0.6)
2.2 -4.2 2.9
(4.8) (-5.7) (-0.4)

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

Facilities investment

sustained sluggish growth. During the second

Partial Improvements in Employment

quarter, it increased quarter-on-quarter due
to a base effect but continued to decline in

Employment conditions have recently shown

year-on-year terms. Machinery investment

some improvement, with the increase in the

fell quarter-on-quarter, as investment in other

number of persons employed having risen.

machinery declined, despite the increase in

In the second quarter, the number of people

investment in semiconductor manufacturing

employed rose by 237,000, up from that of

equipment and wireless communications de-

the previous quarter (+177,000). By industry,

vices. Investment in transportation equipment

employment in the services sector improved,

rose thanks to the increase in aircraft and ship

with employment in accommodation & food

purchases, while construction investment

services shifting to an increase boosted by

continued its adjustment. Civil engineering

the recovery in the number of foreign tour-

11) 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 17.4% year-on-year during April to
May period this year.
12) During the April to May period, the central government’s personnel and material expenses rose by 4.2% year-onyear.

ists. Meanwhile, manufacturing employment

ance basis) continued to decline in the second

continued to decline and the extent of growth

quarter. It decreased as the unit prices of semi-

in employment in the agriculture, forestry &

conductor and petroleum products dropped

fisheries industry lessened. The seasonally ad-

sharply, despite export growth in automobile

justed unemployment rate rose from the pre-

mainly from the US, and in ships.

7

vious quarter (3.9%) by 0.1 percentage points
Imports (customs clearance basis) also continued their trend of decline in the second quarTable I-3. Major employment-related indicators
(million persons, %)

2017

2018
Year Q2

Q3

2019
Q4

Q1

Q2

ter. Imports of raw materials including crude
oil and petroleum products decreased in line
with the fall in international oil prices, and
imports of capital goods also declined significantly, mainly in machinery such as semicon-

Economically active
population

27.8 27.9 28.1 28.1 27.9 27.7 28.4

(Rates of change)1)

1.2 0.5 0.5 0.4 0.5 0.9 1.1

goods imports, however, grew slightly owing

Number of employed
persons

26.7 26.8 27.0 27.0 27.0 26.5 27.3

to a rise in imports of durables such as home

(Changes)1)

0.32 0.10 0.10 0.02 0.09 0.18 0.24

Labor force participation
63.2 63.1 63.1 63.1 63.1 63.4 63.3
rate2)
Employment-to
60.8 60.7 60.7 60.6 60.7 60.9 60.8
population ratio2)
Unemployment rate2)

ductor manufacturing equipment. Consumer

appliances.

Table I-4. Current account
(billion dollars, %)

3.7 3.8 3.8 4.0 3.9 3.9 4.0
2017

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

Current account
Goods

Current Account Surplus Narrows

Q3

2019
Q4

Q1 Apr.~May

75.2 76.4 17.2 28.1 19.4 11.2

4.3

113.6 111.9 29.9 34.7 24.7 19.6 11.1

Exports1)

573.7 604.9 151.6 153.6 154.5 132.7 138.73)

(Rate of change2)) 15.8 5.4
Imports

1)

The current account has sustained its sur-

2018
Year Q2

3.1

1.7

7.7 -8.5 -8.53)

478.5 535.2 133.2 130.3 139.3 123.5 128.63)

(Rate of change2)) 17.8 11.9 13.0 7.8 12.9 -6.7 -3.43)

plus, but the amount of surplus fell below

Services

that of last year. This was mainly because the

Credit

89.7 99.1 24.6 24.4 26.3 24.2 18.3

goods account surplus narrowed substantially

Debit

126.4 128.8 31.1 32.0 32.7 31.9 20.7

-36.7 -29.7 -6.5 -7.6 -6.3 -7.7 -2.3

during April and May, led by sluggish exports

Primary income

1.0

-3.2

of semiconductor and petroleum products. On

Secondary income -7.0 -8.5 -2.0 -1.8 -1.8 -1.7

-1.3

the other hand, the services account deficit
narrowed compared to the same period in
2018, thanks to improvements in the travel
and transport accounts, and the primary income account deficit also decreased year-onyear due to a reduction of dividend payments.
The rate of growth in exports (customs clear-

5.3

2.8 -4.2 2.8

Notes: 1) Customs-clearance basis.
2) Year-on-year.
3) Based on the second quarter of 2019.
Sources: Bank of Korea, Korea Customs Service.

2.9
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to record 4.0% in the second quarter.

8

3. Prices

the extent of decrease in international oil pric-

Consumer Price Inflation Remains in
Mid- to Upper-0% Range

which affect domestic industrial product pric-

es expanded.14) Prices of non-energy imports,
es indirectly, grew at a higher rate,15) led by a
rise in the exchange rate.16)

Consumer prices increased by 0.7% year-on
year in the second quarter. This was a result
of increased downward inflationary pressures

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

from supply-side factors and government pol-

Crude oil (left)

icy amid weakened demand-side inflationary
pressures.

Non-energy (right)

(%)

(%)

80
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40

5

0

0

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

Year-on-year

(%)

(%)

4

4

Inflation target
2.0%

3

-40

-5

3
-80
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2

-10
16.Q1
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17.Q1

Q3

18.Q1

Q3

19.Q1

Note: 1) Year-on-year.
1

1

0

0

-1
16.1

-1
7

17.1

7

18.1

7

19.1

Source: Bank of Korea.

As for domestic factors influencing prices, on
the demand side, production factors played a
smaller role than in the previous quarter as
the positive unemployment gap expanded

Sources: Bank of Korea, Statistics Korea.

quarter-on-quarter, while the percentage GDP
gap and the manufacturing capacity utiliza-

With regard to the overseas factors affecting

tion rate gap remained negative in the second

prices, the rate of increase in crude oil import

quarter. On the cost side, the all-industry rate

prices, which directly affect domestic petro-

of wage increase declined compared to a year

leum product prices, continued to slow

in

earlier, while the rates of wage increases in

the second quarter as in the quarter before, as

personal services industries such as accom-

13)

13) The rate of increase in prices of crude oil imports (Korean won basis, year-on-year) slowed significantly from 15.8%
in the fourth quarter of 2018 to 4.3% in the first quarter of 2019, and then to 1.0% in the second quarter.
14) The rate of changes in international oil prices (based on Dubai crude oil, year-on-year) declined at a faster pace to
stand at –6.3% in the second quarter, down from –1.3% in the first quarter.
15) The rate of increase in non-energy product prices (Korean won basis, year-on-year) accelerated from 1.4% in the
first quarter to 3.2% in the second quarter.
16) The extent of increase in the Korean won/US dollar exchange rate (year-on-year) expanded greatly from 5.0% in the
first quarter to 8.1% in the second quarter.

modation & food services remained higher
than their normal year averages.

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

(%)

Percentage GDP gap (left)
1)

(%)
9

8

8

7

7

Unemployment rate gap2) (left)
Manufacturing average capacity utilization gap3) (right)
(%, %p)

(%p)

1.0

6

6

4

Average of 3.6% wage increase
across industries from 2012 to 20174)

5

5

3
0.5

4

4

3

3

2

2

2
1

0.0

0
1
-1

-0.5

-2
-3

-1.0

-4
10

11
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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

1
12

13

14

15

16

17

18

19

Notes: 1) Based on the firms with one or more permanent employees.
2) Year-on-year.
3) Simple average of the wage increase in the industries related to personal services such as accommodation & restaurants industries.
4) Low rate of wage increase continued from 2012 to 2017 period under the low-inflation trend.
Source: Ministry of Employee and Labor.

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; second quarter of 2019 figure is
an average of the Apr.~May. 2019 period.
Sources: Bank of Korea, Statistics Korea.

A look at other factors affecting inflation finds
that the prices of agricultural, livestock & marine products17) rose 1.2% year-on-year in the
second quarter, showing higher growth than
in the previous quarter (0.2%). However, they
trailed far below the normal year average (3.2%
average growth in the second quarter from
2010 to 2018). Concerning government policies, the strengthening of social-welfare measures in the education, medical service and
communications sectors worked as a factor
pushing inflation down, despite the reduction
in the fuel tax cut18) and rises in some public
utility fees.19) Housing rental fees, meanwhile,

17) The rate of decrease in pork prices (year-on-year) slowed significantly, from –6.8% in the first quarter of 2019 to
–0.7% in the second quarter, affected by decreased imports in line with rising international prices.
18) The 15% cut in the fule tax, introduced on November 6, 2018, was reduced to 7% on May 7, 2019 and will terminate at the end of August.
19) The postage rates increased by 11.6% in the second quarter of 2019, and taxi fares also rose by about 13~19% in
the Gyeonggi, Gangwon, Jeonbuk, Jeonnam and Gyeongnam provinces.

9
I. Monetary Policy Operating Conditions 3. Prices

9

transitioned into a decline in the second quarter, in line with a larger quantity of new apart-

Figure I-9. Contributions to CPI inflation1)

ments than in normal years.

CPI inflation
Contribution

10

Looking at the changes in CPI inflation in

(%, %p)

(%, %p)

3

3

2

2

1

1

0

0

-1

-1

the individual product categories, the price
growth of agricultural, livestock & marine
products accelerated quarter-on-quarter in the
second quarter but remained slower than in
normal years, and the rate of growth in petroleum product prices declined. Public service
charges continued to fall as in the quarter
before, and the pace of increase in private service charges slowed substantially. In terms of
the contribution to inflation of the individual
product categories, the contribution of service
prices decreased, while the contribution of petroleum and agricultural, livestock & marine

-2
16.Q1

Q3

17.Q1

Services

Q3

18.Q1

Q3

19.Q1

-2
Q3

Industrial products excluding petroleum

Agricultural, livestock & marine products
Petroleum products

Electricity, water & gas

Note: 1) Year-on-year.
Source: Statistics Korea.

product prices rose.

Table I-5. Consumer prices1)
(%)

2017
Consumer price index

2018
Year Q2

Q3

2019
Q4

Q1

Q2

1.9 1.5 1.5 1.6 1.8 0.5 0.7

Agricultural, livestock &
5.5 3.7 2.0 4.9 7.1 0.2 1.2
marine products

Slowdown of Underlying Price
Movements
Core inflation excluding food and energy prices declined from the previous quarter(1.0%),
rising by 0.6% year-on-year. Considering that
core inflation is greatly influenced by the gov-

(Agricultural products) 4.6 8.1 6.9 9.5 13.6 1.3 1.6

ernment’s strengthening of its social-welfare

(Livestock products)

6.5 -3.5 -6.1 -2.8 -1.3 -1.6 1.7

policies, a look at core inflation excluding

1.4 1.3 1.5 1.8 1.1 -0.7 0.0

regulated prices20) shows that it rose by 1.2%,

Industrial products
(Petroleum products)

7.7 6.8 6.7 11.7 5.1 -10.2 -3.5

(Industrial products
excluding petroleum)

0.5 0.5 0.7 0.3 0.5 0.8 0.6

Electricity, water & gas -1.4 -2.9 -3.0 -7.0 0.3 1.3 1.3
Services
(Rentals for housing)

2.0 1.6 1.7 1.5 1.6 1.3 0.9
1.6 0.6 0.7 0.5 0.3 0.1 -0.1

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

2.5 2.5 2.7 2.5 2.6 2.3 1.7

CPI for living necessities 2.5 1.6 1.5 1.7 2.1 0.2 0.7
CPI excluding food & energy 1.5 1.2 1.4 1.1

1.1 1.0 0.6

CPI excluding agricultural
1.5 1.2 1.3 1.0 1.3 1.1 0.9
products & oils
Note: 1) Year-on-year.
Source: Statistics Korea.

while cyclically sensitive inflation21) increased
by 1.6%.

Figure I-10. Underlying inflation rates1)

Figure I-11. Inflation expectations

CPI excluding agricultural products & oils

General public1)2)

CPI excluding food & energy

Consensus Economics short-term1)

CPI excluding food & energy (excluding regulated prices)

Experts1)

Consensus Economics long-term3)

Cyclically sensitive inflation

(%)

(%)
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3

(%)
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2

1

1

11
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2

1

1

0
15.1

0

0
7

16.1

7

17.1

7

18.1

7

19.1

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.

Note: 1) Year-on-year.

2) Based on new samples since September 2018.

Sources: Bank of Korea, Statistics Korea.

3) Expected CPI inflation rates for the next 60 months.
Sources: Bank of Korea, Consensus Economics.

The inflation expectations of the general public for the next one year were in the low-2%
range in the second quarter. In the economic

Housing Sales and Leasehold Deposit
Prices Decline

experts group, while expected inflation in the
short term (next one year) declined from 1.5%

In the second quarter this year, nationwide

in the previous quarter to 1.3% in the second

housing prices maintained their downward

quarter, the expected inflation for the long

trend. By region, housing sales prices in Seoul

term (next five years) maintained the similar

and its surrounding areas continued to decline

level (2%) as in the quarter before.22)

driven by the government’s housing market
stabilization measures.23) However, sales prices in Seoul slightly rose entering this July, due
to an increase in prices of some apartments
undergoing reconstruction. In the rest of the
country, sales prices dropped especially in Ul-

20) 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.
21) 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.
22) These figures are survey results of domestic and foreign investment banks, securities companies, and market research institutions conducted by Consensus Economics Inc.
23) In addition to the measures introduced last year restricting lending to multiple home-owners and strengthening
comprehensive real estate holding tax (September 13) and the initiative to expand housing supplies, the government announced on May 7 this year its plan to build 110,000 units of new apartments in the Seoul and its surrounding areas including, the two new towns.
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san, Chungbuk and Gyeongnam.
The nationwide leasehold deposit prices

4. Financial and Foreign
Exchange Markets

continued to decline, under the effects of
12

increased quantities of new apartments available.

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

2017

2018

2019

Year Q2

Q3

Q4

Q1

Q2

Housing sales prices

1.5

1.1

0.0

0.3

0.3 -0.4 -0.5

Seoul and its surrounding areas

2.4

3.3

0.4

1.0

0.7 -0.5 -0.5

3.6

6.2

0.8

2.2

0.8 -0.6 -0.3

(Seoul)
Other areas

0.7 -0.9 -0.3 -0.3 -0.1 -0.4 -0.5

Reconstructed apart16.3 16.6 2.1 5.6 -0.1 -1.1 1.4
ment sales prices
Leasehold deposit
0.6 -1.8 -0.7 -0.5 -0.3 -0.7 -0.7
prices
Seoul and its sur1.4 -1.5 -0.8 -0.3 -0.2 -0.9 -0.7
rounding areas
(Seoul)
Other areas

2.0

0.3 -0.6 0.5

Long-term Market Interest Rates
Decline
The Treasury bond yield (3-year) declined
significantly after May owing to escalation
of the US-China trade dispute, sluggish economic indicators in major countries, and the
consequent expectations for monetary policy
easing at home and abroad. 24) The drop in
interest rates was affected also by demands
standing higher than supplies, as bond funds
and foreign bond investments recorded large
net inflows.

Figure I-12. Korean and US Treasury bond yields
Korean Treasury bond (3-year) yield
Korean Treasury bond (10-year) yield

0.0 -1.1 -0.4

US Treasury bond (10-year) yield

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

Note: 1) Compared with the last survey dates of the previous period.

(%)

(%)

4

4

3
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2

2

Sources: Korea Appraisal Board, Real Estate 114.

1

1
16.1

7

17.1

7

18.1

7

19.1

7

Sources: KOFIA, Bloomberg.

24) Driven by a decline in long-term interest rates, the spread between the long-term (3-year Treasury bond yield) and
short-term (base rate) rates inverted temporarily between March 27 and April 12 and on April 18, and again since
April 24 onward, recording –15 basis points as of July 18.

Corporate Bond Credit Spreads Narrow

measures such as mutual tariffs on each other’s imports followed. In June, they rebounded
thanks to accommodative monetary policy in

sury bonds) continued to narrow across all

the US and other major countries and to the

bond ratings until the end of May, as demand

expectations of a US-China summit meet-

for corporate bonds remained strong in line

ing during the G20 summit week. However,

with their advantageous interest rates. 25)

stock prices reversed to a decline again in

However, Treasury bond yield fell significant-

July owing to Japan’s export restrictions on

ly in June, causing credit spreads to slightly

key semiconductor materials. The stock price

widen particularly for prime bonds and credit

volatility index (V-KOSPI) rose because of

spreads between prime (AA-) and subprime

concerns about the US-China trade dispute,

(A-) bonds to narrow.

but declined afterwards due to expectations
for monetary policy accommodation in major

Figure I-13. Corporate bond credit spreads and
spread across credit ratings1)
Corporate bonds (A-) - Corporate bonds (AA-) (left)

countries.

Figure I-14. KOSPI and share volatility index

Corporate bonds (A-) - Treasury bonds (left)
Corporate bonds (AA-) - Treasury bonds (right)
(bp)
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Note: 1) 3 -year maturity basis; Treasury bond yields based on final
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Source: Koscom.

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

Stock Prices Fluctuate after a Sharp
Decline

Domestic Portfolio Investment by
Foreigners Increases
Domestic portfolio investment by foreigners

Stock prices (KOSPI) fell significantly enter-

recorded net purchases in general, led by fixed

ing May as the trade negotiations between

income.

the US and China broke down and hard-line
25) Corporate bond credit spreads against the Treasury bond recorded 27 basis points for AA- bonds on May 31, 2019
and 120 basis points for A- bonds on June 7, 2019, showing the narrowest spreads since May 11, 2015 (26 basis
points) and September 11, 2013 (120 basis points) respectively.
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Corporate bond credit spreads (against Trea-

Bond investment by foreigners climbed rapidly in May and sustained its upward trend in

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

June,26) but declined slightly in July as some

Net stock purchases (left)

bonds reached maturity. By investor type, in14

Share in total holdings (right)

(trillion won)

(%)

vestment by private-sector entities including

8

35

banks grew rapidly owing to increased incen-

6

34

tives for arbitrage transactions, with sovereign

4

33

2

32

0

31

-2

30

-4

29

wealth funds and other public-sector investment also growing considerably.

Figure I-15. Changes in1) and balances1) of
foreigners’ bond holdings
Changes (left)

Balances (right)

(trillion won)

-6
16.1

(trillion won)
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Notes: 1) Figures for July 2019 based on the period from July 1 to 18.
2) Sum of net purchases in KOSPI and KOSDAQ markets.
3) Based on total stock market capitalizations.
Source: Koscom.
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7
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7

18.1

7
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7

Note: 1) Figures for July 2019 based on the period from July 1 to 18.
Source: Financial Supervisory Service.

Corporate Lending Grows Faster
The growth of corporate lending by banks
expanded quarter-on-quarter in the second
quarter of 2019. Loans to large corporations
increased at a slower rate as corporations’ direct funding expanded, while loans to SMEs
increased greatly thanks to banks’ aggressive
efforts to extend loans. Corporate lending by

Foreign investors’ investment in domestic

non-bank financial institutions also showed

stocks continued to show net purchases due

larger growth than in the previous quarter.

to expectations for a US-China trade deal,
but reversed to net sales entering May as fric-

Direct funding by corporations continued to

tion between the two countries intensified.

be robust. The net issuance of corporate bonds

It then turned to net purchases again in June

continued in the second quarter as well,

as expectations of a policy rate cut by the US

thanks to greater investment demand in line

Federal Reserve grew and as the US-China

with their advantageous interest rates. Stock

trade negotiations resumed. The volume of

issuance also expanded due to paid-in capital

net purchases expanded in July despite Japan’s

increases carried out by some corporations.

restrictions on exports.

Growth in CP, slowed, however, owing to
temporary redemptions at quarter-end.

26) It recorded its highest figure ever on July 4 with 126 trillion won based on daily outstanding investment balance.

posit loans related to purchasing and moving

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

2017
Banks2)

Year Q2

Q3

2019
Q4

Q1

Q2

40.4 46.7 10.0 16.5 5.6 12.6 14.9

(Large firms) -3.7 6.9 2.3 1.4 1.4 4.2 0.1

also reversed to an increase, due to seasonal
factors and demand for funds for making deposit payments on new apartments.

15

44.0 39.8 7.7 15.2 4.2 8.5 14.8

After a decrease in the first quarter, house-

41.8 44.6 12.2 11.3 11.5 9.2 9.5

hold lending by non-bank depository institu-

Corporate bond
-3.5 5.2 2.6 1.2 -0.6 6.3 3.1
issuance4)

tions reversed to an increase due to increased

(SMEs)
Non-banks3)

Direct
CP Issuance5) 2.3 0.8 -0.3 0.7 -2.0 1.3 0.1
financing
Stock issu13.9 10.1 2.7 1.6 1.9 1.0 2.0
ance6)
Notes: 1) Based on changes in balances during the periods.

non-mortgage lending and unsecured lending
by mutual credit cooperatives, despite continued redemption of loans for housing purchases issued by community credit cooperatives.

2) Figures for June 2019 are advance estimates.
3) B ased on loans by mutual savings banks, credit unions,
mutual credit cooperatives, community credit cooperatives, and insurance companies (including public and other

Table I-8. Household lending by depository
institutions1)

lending); Figures for second quarter of 2019 based on May

(trillion won)

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

2017

scription by non-financial corporations (excluding ABSs but
including P-CBOs).
5) Based on CP handled by securities firms, merchant banking
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.

Gradual Slowdown in Household
Lending Continues

2018
Year Q2

Q3

2019
Q4

Q1 Q22)

Commercial & specialized
58.7 60.4 15.5 15.7 19.7 6.5 14.9
bank loans3)
(Mortgage loans)3)

37.0 38.1 8.7 10.2 13.3 7.9 10.5

(Other loans, including
21.6 22.4 6.8 5.6 6.4 -1.4 4.4
through overdraft accounts)
Non-bank depository
22.6 6.8 2.6 0.0 3.5 -3.5 0.5
institution loans3)
(Mutual credit coopera9.3 7.5 2.6 1.2 2.9 -0.1 1.2
tives)
(Credit unions)

1.2 -1.4 -0.5 -0.4 0.1 -0.4 0.1

The growth of household lending by depos-

(Community credit
cooperatives)

9.4 -1.9 -0.1 -1.4 -0.6 -3.2 -1.6

it-taking institutions continued to slow in the

(Mutual savings banks)

2.7 2.5 0.5 0.6 0.9 0.3 0.8

second quarter of 2019.

(Others)

0.1 0.2 0.1 0.1 0.2 -0.1 -0.0

27)

The pace of slow-

down, however, was somewhat gradual, with
the amount of increase in household lending
rising quarter-on-quarter.

4)

Notes: 1) Based on changes in balances during the periods.
2) The June figures for banks are advance estimates.
3) Including mortgage transfers.
4) Trust accounts of banks, and postal savings.
Sources: Bank of Korea, Korea Housing Finance Corporation.

In terms of household lending by banks,
mortgage lending increased faster than in the
quarter before, led by group and leasehold de-

27) The amount of increase in household lending by deposit-taking institutions in the second quarter of this year recorded 15.4 trillion won, lower than the increases in the second quarter of 2017 and 2018 (23.3 trillion won and
18.0 trillion won, respectively).
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Loans

2018

into newly supplied apartments. Other loans

Volatility of Korean Won/US Dollar
Exchange Rate Expands

The swap rate (3-month maturity) increased,
as the negative domestic-overseas interest rate
spread narrowed owing to the expectations

16

The Korean won/US dollar exchange rate rose

of interest rate cuts by the US Federal Reserve

sharply to the upper-1,190 won level from

and to a sufficient amount of foreign currency

mid-April onward with rising concerns about

liquidity held by banks, despite their demand

the US-China trade dispute and global eco-

for foreign currencies at the half-year end.

nomic slowdown. It fell to the mid-1,150 won
level in mid-June on increased expectations
for policy rate cuts by the US Federal Reserve,

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

but then rose again entering July, due to con-

Domestic/international interest rate spread (3 months)

cerns about Korea's export sluggishness and

Swap rate (3 months)
(%, %p)

Japan’s export restrictions.
The Korean won/Japanese yen (100 yen) rate

(%, %p)

2

2

1

1

0

0

-1

-1

-2

-2

rose to the upper 1,090-won level due mainly
to preferences for safe assets in line with ongoing uncertainties regarding the US-China
trade negotiations. It then fluctuated, influenced by expectations of accommodative
monetary policies in major countries and concerns about Japan’s export restrictions.

-3
16.1

-3
7
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7

18.1

7

19.1

7

Note: 1) Y ield on Korean Monetary Stabilization Bonds (MSBs) (3
months) - US LIBOR (3-months).

Figure I-17. Exchange rates
KRW/USD

Source: Bank of Korea.
KRW/100JPY1)

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

Accommodative Financial Conditions
Continue
It is assessed that domestic financial conditions are accommodative. The Financial
Conditions Index28) has risen slightly since the
29)

The real money gap30) remains positive, as

the real money supply substantially exceeds
its long-term equilibrium level.

Figure I-19. Financial Conditions Index1) and real
money gap1)2)3)
Financial Conditions Index (left)

Real money gap (right)
(%)

2

6
accommodative

1

3

0

0
tight

-1

-3
12

13

14

15

16

17

18

19

Notes: 1) If the figure is above zero (below zero), a long-term equilibrium, it means that financial conditions are accommodative
(tight). Analysis period is from the first quarter of 2000 to
second quarter of 2019.
2) Based on M2.
3) Calculated based on the results of the recent Benchmark
revision of the Korean National Balance Sheets (update of
the reference year from 2010 to 2015).
Source: Bank of Korea.

28) 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.
29) Among the Financial Conditions Index's six variables, the term spread and risk premium acted as major factors
causing accommodation.
30) 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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second quarter and remains accommodative.

17

To look into the impacts of mounting uncertain-

Box I-1.

ties on exports through an empirical analysis,
uncertainties surrounding global economic
conditions have been estimated by measuring

18

the variance of GDP forecasts made by different

Impacts of Recent US-China Trade
Dispute on Korean Exports

institutions.2) The results show that uncertainties
have grown whenever the US-China trade dis-

As the US-China trade dispute escalated from

pute issue has emerged since last year. A similar

May of this year, the year-on-year decrease

pattern was seen in May and June this year as

in Korean exports expanded. The following

well.3)

1)

section will analyze the impacts of the recent
US-China trade dispute on Korean exports
from the perspectives of uncertainties related to
global trade and the paths through which trade
disputes spread to the IT sector.
First, the US-China trade dispute, which has
escalated since May, has worked as a factor
reducing Korea’s export volume by increasing
uncertainties related to the global economy and
trade. In June, in particular, the overall contraction of global trade sentiment led to a decline
in the export volume of most items with the exception of some goods such as semiconductors
and automobiles.

Change in Export volume index1)2)
(%)

18 Q3

Q4

19 Q1

Apr

4.1

7.0

-2.6

2.2

Jan.~Apr. May
-1.4

-3.3

June
-7.3

Notes: 1) Excluding the ships.
2) Year-on-year.
Source: Bank of Korea.

1) E xports (customs clearance basis, year-on-year) recorded –6.9% between January and April this year  –9.7% in
May  –13.7% in June.
2) We adopted the methodology used in Sly’s 「Global Uncertainty and U.S. Exports」 (Federal Reserve Bank of Kansas City 2016) and measured uncertainties as standard deviations of the GDP forecasts for the US and other major
countries of the 25 to 30 institutions’ forecasts.
3) Standard deviations of the institutions' forecasts of US and China GDP exceeded their trends significantly after the
announcement of the executive order on the US imposition of tariffs on Chinese imports (March 2018), reciprocal
tariffs between the US and China (Jul.~Sep. 2018) and an additional tariff imposed in May this year.

Standard deviations of the GDP forecasts for the
US and China1)

analysis4) based on the methodology of Novy

(%p)

0.32

ens, trading partners delay imports, leading
to negative impacts on exports. Through an

Standard deviation of US GDP forecast
(%p)

When this kind of economic uncertainty height-

0.32

and Taylor (2014),5) it was found that heightened
uncertainties negatively affect Korean exports.

0.26

0.20

0.20

0.14

0.14

0.08

0.08
18.1

3

5

7

9

11

19.1

3

5

Standard deviation of China GDP forecast
(%p)

Estimation results of the impact on rate of growth
in Korean exports1)

Variables

Coefficients2)

US GDP

2.44**

China’s GDP

1.74**

Terms of trade

-0.43**

Uncertainty on the US GDP

-23.11**

Adjusted R 2

0.72

Notes: 1) Based on the rate of increase in Export volume index.

(%p)

0.28

0.28

0.25

0.25

0.22

0.22

0.19

0.19

0.16

0.16

0.13

0.13

2) ** statistically significant at 5% level.
Source: Bank of Korea.

The negative impacts of heightened uncertain-

0.10

0.10
18.1

3

5

7

9

11

19.1

3

ties in the global economy on Korean exports
can also be seen in past cases. Uncertainties
rose significantly when the IT bubble burst in
2000 and right after the global financial crisis in
2008, and Korean exports also slowed considerably during these periods.

5

Note: 1) Based on 2019 forecasts; Standard deviations of institutions’
forecasts on this year and next year’s GDP decrease in trend
until the end of the relevant period.
Source: Consensus Economics.

4) We estimated the rate of increase in the Korean export volume using GDP growth in the US and China, the terms of
trade in Korea, and uncertainties (the standard deviation of the US GDP forecast) through regression analysis. The
estimation equation is

,

in the Export volume index (daily average),
the terms of trade, and

quarterly GDP growth rate,

, the growth rate
, the rate of change in

, changes in the standard deviation of the US GDP forecast (based on the monthly av-

erage for each quarter, year-on-year changes for the average of the standard deviation for the relevant year and the
following year). The estimation period is from the first quarter of 2006 to the first quarter of 2019.
5) Major studies on the negative impacts of uncertainties on exports (trade) include Novy and Taylor (2014), Handley
(2014), and Carballo et al. (2018).
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0.26

19

Next, the US-China trade dispute, which has

Global economic uncertainty1) and Korean
exports2)3)

spread to the IT sector since May, has slowed
the recovery of the export volume by delaying

Rate of increase in Export volume index (left)

the recovery of the semiconductor industry6) and

Standard deviation of forecasts (right)

Global dot-com bubble in 2000

20

has expanded the extent of decline in Korean

(%)

(%p)

60

exports by affecting decreases in unit prices.

0.4

This is mainly because of increasing expecta-

Drop in NASDAQ

tions that global IT-related investment will be

45

0.3

30

0.2

15

0.1

0

0.0

-15

-0.1

delayed in line with US restrictions on trade
with Chinese corporations. When uncertainties
related to demand for memory chips increase,
companies that need semiconductors tend to
utilize their existing inventories held, rather than
purchase new semiconductors. This leads to
99.9

11

00.1

3

5

7

9

larger declines in the forecasts for unit prices

11

of semiconductors and constrains the recovery

Global financial crisis in 2008

of demand, thus negatively affecting Korean

(%)

(%p)

40

exports.7) The pace of increase in the export vol-

0.8

ume of semiconductors, which had rebounded

Bankruptcy of Lehman Brothers
30

after hitting its lowest point in January, weak-

0.6

20

ened significantly in May. The pace of decline in
the unit prices of memory chips also intensified

10
0.4

entering June.

0
-10

0.2

-20
-30

0.0
08.4

7

10

09.1

4

7

10

Notes: 1) Deviation from the trend of the standard deviations of institutions’ forecasts on US GDP.
2) Rate of increase in daily average of Export volume index.
3) Year-on-year.
Sources: Bank of Korea, Consensus Economics

6) According to forecasts by Gartner (March 29, June 27 2019), there have recently been growing concerns that the
recovery in global server production will be delayed.
Forecasts on the Growth of Worldwide Server Production
(Year-on-year, %)

Time of forecast

Q1 2019

Q2

Q3

Q4

Q1 2020

Q2

End-Mar. 2019

-8.1

-6.8

6.2

27.6

15.2

5.7

End-Jun.

-9.3

-8.5

3.7

24.0

15.3

6.8

7) Some semiconductor manufacturers revised their annual performance forecasts downward in reflection of the possibility of a decline in demand for semiconductors stemming from the recent US-China trade dispute in the IT sector
(Broadcom revised downward its annual sales forecast by 9% from the previous forecast).

DRAM unit price and the rate of increase in semiconductor export volume and value1)
Rate of increase in Export volume index of semiconductors (left)

be delayed. Since uncertainties related to the
US-China trade dispute are expected to persist
for the time being, their impacts on changes in

DRAM(8Gb) unit price (right)

global trade conditions and the domestic econ-

Rate of increase in Export volume index of
semiconductor and its unit price

omy must be closely monitoned.

(%)

21

(dollars)
10

30

8

20

6

10

4

0

2

-10

0
18.7

9

11

19.1

3

5

Rate of increase in export value of
semiconductors
(%)

(%)

40

40

30

30
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10
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0

0

-10

-10

-20

-20

-30

-30

-40

-40
18.7

9

11

19.1

3

5

Note: 1) Year-on-year.
Sources: Bank of Korea, DRAMExchange.

It is judged that the recent escalation of the
US-China trade dispute has acted as a major
cause of sluggishness in Korean exports since
May, by dampening trade sentiment through the
uncertainty channel. In addition, heightened uncertainties about global IT investment stemming
from the spread of the US-China trade dispute
to the IT sector are found to have worsened the
export decline by increasing the possibility that
the recovery of semiconductor industry would

I. Monetary Policy Operating Conditions

40

industries. Looking at specific industries, how-

Box I-2.

ever, those in which employment is especially
weak show a pattern different from last year. The
number of persons employed declined last year,

22

Causes and Impacts of Employment
Sluggishness in Manufacturing Sector

led by labor-intensive industries,2) such as textile
and clothing, and by the transport equipment
industries that were affected by restructuring,

The employment sluggishness seen in the man-

such as shipbuilding and automobile. Entering

ufacturing sector since last year has continued

this year, however, the trend of decline in the

this year. The number of persons employed in

number of persons employed in labor-intensive

the manufacturing sector, which has remained

industries has eased somewhat, and the trans-

on a decline since April last year, decreased

port equipment industries have recovered from

sharply by 143,000 in the first quarter of this

the effects of restructuring and have not shown

year. The number declined by a smaller mar-

an additional decline in the number of persons

gin of 64,000 in the second quarter, but it still

employed. Meanwhile, the number of persons

remains sluggish, given a base effect from last

employed in the electrical & electronic industries

year.

has declined sharply, leading employment slug-

1)

gishness in the entire manufacturing sector. With
Changes in number of people employed in manufacturing sector 1)
(10,000 persons)

exports in the IT sector declining due to slower
global demand and slumping semiconductor
industry, the number of persons employed in

(10,000 persons)

15

15

10

10

5

5

0

0

-5

-5

-10

-10

the electrical & electronic industries has been
on a decrease since the end of last year. In
addition, sluggish business conditions in the
construction and automobile industries have led
to a contraction in intermediate input demand,
negatively affecting employment in the relevant

-15

-15
16.Q1

Q3

17.Q1

Q3

18.Q1

Q3

19.Q1

Note: 1) Year-on-year.
Source: Statistics Korea.

downstream manufacturing industries. Employment in the fabricated metal product industry
has been sluggish, influenced by a slowdown in
construction activity, and that in the machinery
and equipment manufacturing industry has also
been sluggish, due to a decrease in facilities investment. Employment in the automobile indus-

The recent employment slump in the manufac-

try is recovering from the effects of restructuring,

turing sector was mainly affected by sluggish

but employment in downstream sectors, such

business conditions and restructuring in some

as the rubber and plastic industries, has been

1) The number of persons employed in the manufacturing sector declined by 91,000 year-on-year in the second quarter of last year, a shift to a large decrease from an increase of 45,000 in the first quarter. Considering the base effect,
it is analyzed that employment conditions have not improved greatly in the second quarter of this year.
2) Includes the textile, clothing, leather, wood, pulp, and printing industries.

continuing to decline, influenced by overall sluggish business conditions.

Trend1) of number of wage laborers employed in
manufacturing sector
Regular workers

Structural changes that reduce the demand
for labor in the manufacturing sector have also
weighed on employment. Overseas investment3)

Temporary workers

(2015=100)

(2015=100)
180

160

160

140

140

120

120

100

100

80

80

and production4) have been expanded to save
costs and discover new markets, and automation continues5) thanks to progress in labor-saving technological innovation. Such changes have
caused a structural decline in labor demand for
simple repetitive and manufacturing jobs. The
impacts on temporary workers 6) engaged in
such jobs are especially heavy. In fact, looking
at long-term trends in the number of paid workers in the manufacturing sector by categorizing

60

60
0.5

0.7

0.9

11

13

15

17

19

Note: 1) Set 2015 as benchmark (100) after adjusting seasonal, irregular and cyclical factors.
Sources: Statistics Korea, Bank of Korea estimates.

them into regular and temporary workers, the
number of temporary workers shows a drastic

The slump in manufacturing employment has

decline, standing in contrast to modest rise in

been concentrated in the core working-age

the number of regular workers.

population, in their 30s and 40s. By age, the
share of those in their 30s and 40s engaged in
the manufacturing sector is higher than those
in other age groups,7) and is thus most heavily
affected by a drop in labor demand in the manufacturing sector.

3) Overseas direct investment in the first quarter amounted to 14.11 billion dollars, the largest quarterly amount. Among
such investiment, that in the manufacturing sector amounted to 5.79 billion dollars, 41% of total overseas direct investment.
4) According to the Bank of Korea’s Financial Statement Analysis and the Export-Import Bank of Korea’s data, the
share of overseas production in the manufacturing sector was estimated to be around 18% in 2017 (sales of local
subsidiaries in major countries / (sales of local subsidiaries in major countries + sales of domestic corporations)) and
overseas production was found to reach 30% in industries such as shoes, electrical & electronic equipment, and
automobiles.
5) In terms of the number of robots per worker (2017), Korea has the world's highest level of automation in manufacturing production (International Federation of Robotics).
6) More than 90% of temporary workers in the manufacturing sector (2018) are engaged in technical production work,
such as machine and equipment operation and assembly, and in manual work.
7) The share of the persons employed in the manufacturing sector in their 30s and 40s was 19.8% (2018), 3.0 percentage points higher than the share of the number of persons employed in the manufacturing sector in all age groups
(16.8%).
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180

Change in employment rate during first half of
2019 by age1)
(%p)

24

ing sector and that in some services industries9)
since 2013, the number of persons employed
in the manufacturing sector is found to have a

(%p)

0.8

0.8

high correlation10) with the number of persons

0.6

0.6

employed in accommodation & food services

0.4

0.4

0.2

0.2

0.0

0.0

-0.2

-0.2

-0.4

-0.4

-0.6

-0.6

and business facilities & support services after a
certain period.

Employment inducement effect by sector
(person/billion won, %)

15~29

30~54

30~49

50~54

Labor inducement coefficient

Rate of
indirect
Direct
Indirect
1)
Total (A) inducement inducement inducement
(C/B)
(B)
(C=A-B)

Over 55

Note: 1) Year-on-year.
Source: Statistics Korea.

Sluggishness in the manufacturing sector not

Manufactured
goods
(Consumer
goods)

8.0

2.3

5.7

246.6

11.6

4.1

7.5

184.0

only reduces the supply of occupations with

(Basic materials)

5.7

1.6

4.1

266.1

high salary and job security but also negatively

(Assembled and
processed goods)

7.3

2.2

5.1

237.6

15.2

9.8

5.4

55.7

affects employment in the relevant service industries. According to the industrial input-output

Service

Note: 1) (number of indirect inducement/number of direct induce-

tables in 2015, the employment inducement
coefficient of the manufacturing sector was

ment)*100. If it runs above 100, then the extent of indirect
inducement exceeds that of direct inducement.

8)

Source: Bank of Korea.

only about half of that of the services sector, but
the indirect inducement coefficient of the manufacturing sector was higher compared to the
services sector. This implies that sluggishness
in the manufacturing sector will have greater impacts on employment than that in other sectors.
In fact, looking at the relationship between the
number of persons employed in the manufactur-

8) The employment inducement coefficient refers to the number of persons employed directly or indirectly with one unit
of final demand for a specific product, including the relevant products (a combined total of the number of persons
directly induced and the number of persons indirectly induced).
9) According to the Input-Output tables in 2015, the services industries with the highest employment inducement coefficient at the time of an increase in final demand in the manufacturing sector are the wholesale & retail and commodity brokerage sectors, followed by the transport, professional·scientific·technological industries, business support,
and restaurant & hotel industries.
10) According to a calculation of the correlation coefficient with the number of persons employed in the manufacturing
sector during the period between January 2013 and June 2019, the number of persons employed in the accommodation & food services industry stood at 0.86 (with a seven-month time gap) and the number of persons employed
in the business facilities and support industry, at 0.87 (five-month time gap).

Meanwhile, a common pattern of manufacturing

escalation of the US-China trade dispute, and

employment seen in major advanced economies

Japan’s export restrictions.

is a reverse U-shape in the medium- to longterm: it increases at the early stage of economic
development and decreases at the late stage
(Rodrik 2016).11) In Korea as well, the share of
among the total number of persons employed
rose until the end of the 1980s, but then continually fell until the financial crisis, as the industrial
structure changed from the existing labor-intensive one into a capital and technology-intensive
one. Since the financial crisis, however, the
share has remained flat at around 17%.

Income and employment ratio of manufacturing
sector in major countries
◆ Japan

▲ US

● West Germany

■ UK

● Mexico

▲ Taiwan

■ India

Proportion of people employed in manufacturing sector (%)

■ Korea

40

30

20

10

0
0

10,000

20,000

30,000

40,000

GDP per capita (2011 US dollar)
Sources: M cKinsey (2012), GGDC(Groningen Growth and Development Centre)

Amid ongoing structural changes that weaken
demand for labor in the manufacturing sector,
employment conditions are not expected to improve rapidly in a short period of time, influenced
by a recent delay in recovery of the IT sector, the
11) The IMF World Economic Outlook (April 2018) analyzed that the decrease in the share of employment in the manufacturing sector is being caused by factors such as a relative contraction in demand for manufactured products
with rising income levels, improved productivity, offshore production arising from the weakening of a comparative
advantage in terms of production costs, and an increase in imports of manufactured products.
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persons employed in the manufacturing sector
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Trends of real estate-related loans

Box I-3.

Balance of the real estate-related loans (left)
Growth rate of real estate-related loans (right)1)

26

Growth rate of private credit (right)1)

Recent Trends and Assessments of
Real Estate-related Loans

Growth rate of nominal GDP (right)1)
(trillion won)

(%)

2,500

Domestic financial institutions’1) real estate-related lending to households and corporations

2)

amounted to 1,668 trillion won (preliminary) as of

14
12

2,000
10
1,500

8

end-March 2019. This is composed of lending to
the household sector (1,002 trillion won) and that

6

1,000

4

to the corporate sector (667 trillion won). As of
end-March, real estate-related lending grew by
7.7% year-on-year, much slower than the 13.2%
recorded in 2015. However, it still increased
faster than credit to the private sector3) (+6.0%)
and nominal GDP (+1.2%). Meanwhile, financial

500
2
0

0
13

14

15

16

17

18

19.3

Note: 1) Year-on-year.
Sources: Bank of Korea, Financial Supervisory Service.

investment products related to real estate have
recently been showing high growth.4)

(By borrower type)
First, looking at movements of real estate-related lending by borrower type, lending to the
household sector grew by 4.3% year-on-year as
of end-Mar 2019 and its growth slowed rapidly.
This resulted from a significant slowdown in the
growth of individual mortgage loans, affected by
the government’s tightening of lending regulations5) and by a decline in housing transactions,
despite steady growth in leasehold deposit

1) Includes banks, non-bank depository institutions (credit unions, mutual credit cooperatives, community credit cooperatives, and mutual savings banks), and other financial institutions (credit-specialized financial institutions, insurance
companies, the Korea Housing Finance Corporation, National Housing and Urban Fund, etc.).
2) Lending to households includes mortgage lending to the household sector, group loans, and leasehold deposit
loans. Real estate-related lending to corporations includes not only PF loans and sole proprietor loans for real estate
investment, but also real estate collateralized loans related to production activities.
3) Credit to the private sector includes all types of debt supplied to households and non-financial corporations. It is
calculated as a sum of households’ loans, lending to government and of nonfinancial corporations’ loans, securities
other than shares, and lending to government, on the flow of funds account.
4) Indirect real estate investment products, such as real estate funds and real estate investment trusts, grew by 25.7%
year-on-year as of end-March 2019.
5) In the 「Housing Market Stabilization Measures」 announced on September 13, the government directly restricted
lending to homeowners and those who have purchased high-priced homes without moving in and implemented the
DSR regulation (for banks in October 2018, and for non-banks in June 2019) to reduce the amount that can be borrowed relative to households’ income.

(By real estate type)

been growing faster than household loans, and

Real estate-related loans can be categorized

among corporate loans, loans to sole proprietors

into those for residential and non-residential

in particular increased by 13.9% year-on-year

buildings. Loans related to non-residential build-

as of end-March 2019, affected by increased

ings increased by 9.5% year-on-year as of end-

demand for loans in the real estate leasing in-

March 2019, faster growth than that of loans

dustry and by greater incentives for banks to

related to residential buildings (+5.8%). This

extend corporate loans in line with the strength-

was mainly because the government’s lending

ened regulations on household lending. As real

regulations have been steadily strengthened

estate-related loans to the corporate sector

since 2016 with a focus on households’ hous-

continued to increase considerably, the share of

ing-related loans,6) while demands for loans for

corporate loans in total real estate-related loans

non-residential buildings were solid, boosted by

rose sharply from 33.9% at the end of 2013 to

favorable yields7) on commercial real estate in-

40.0% at end-March 2019.

vestment, relatively lax regulations on corporate
lending compared with household lending, and
an increase in indirect real estate investment

Trends of the real estate-related loans by
borrower type

products.8)

Balance of real estate-related loans held by household (left)
Balance of real estate-related loans held by corporations (left)
G
 rowth rate of real estate-related loans held by household
(right)1)

Trends of the real estate-related loans by
real-estate type1)

G
 rowth rate of real estate-related loans held by corporations

Balance of loans related to residential buildings (left)

(right)1)

Balance of loans related to non-residential buildings (left)

G
 rowth rate of real estate-related loans held by sole

Growth rate of loans related to residential buildings (right)2)

proprietors (right)1)

Growth rate of loans related to non-residential buildings (right)2)

(trillion won)

(%)

2,500
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(trillion won)

(%)
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Note: 1) Year-on-year.
Sources: Bank of Korea, Financial Supervisory Service.
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15

16
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19.3

Notes: 1) E xcludes PF lending, corporate loans by mutual savings
banks.
2) Year-on-year.
Sources: Bank of Korea, Financial Supervisory Service.

6) A majority of loans related to residential buildings are household loans (92.9%), while a substantial portion of loans
related to non-residential buildings are corporate loans (73.4%).
7) As of the first quarter of 2019, the rate of return on investment in offices and shopping centers stood at 5.4~7.1%
(annualized rate), exceeding yields on financial products including banks’ time deposits (2.1%), corporate bonds (2.2%,
3-year maturity, AA-), and bond-type funds (3.4%).
8) A majority of indirect real estate investment products are real estate funds investing in non-residential buildings, and
make full use of borrowings from financial institutions (leveraging) to expand profits.
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loans and group loans. Corporate loans have

Going forward, conditions on real estate-related
loans should be closely watched. The recent fall
in lending rates and the substantial number of
apartments in Seoul and its surrounding areas
that have been sold and will be moved into in the
28

second half of this year9) may work to increase
real estate-related loans, despite factors contributing to a slowdown in real estate-related lending growth, such as the strengthening of regulations on loans to sole proprietors.10)11) It should
be also noted that indirect real estate investment
products have been steadily on the rise due to
low interest rates. In addition, as the soundness
of financial institution lending depends on future
changes in economic activities and real estate
market conditions, it is judged important to
closely monitor the delinquency rate.

9) The numbers of new apartments sold and scheduled to be moved into in the second half of 2019 are 123,000 and
88,000, respectively, exceeding the averages of previous years (94,000 and 74,000, respectively, in the second half
from 2014 to 2018).
10) The government introduced a ceiling on LTV (40%) for housing rental business operators (September 2018) and
abolished exceptions concerning rent-to-interest (RTI) restrictions on real estate rental business operators (October
2018), while implementing restrictions on the total volume of real estate-related loans to sole proprietors (announced
in April 2019).
11) It is necessary to closely monitor banks’ lending to SMEs as it has been increasing at a faster pace, affected by recent regulations on real estate-related loans.

Ⅱ
Conduct of Monetary
Policy

1. Base Rate

31

2. Bank Intermediated Lending Support Facility
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3. Financial Stability
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1. Base Rate

A detailed look at the monetary policy decisions during this period, and the backgrounds
behind them, follows:

Decrease from 1.75% to 1.50% per
Annum in July 2019

First, in the May meeting, the Board kept31)
the Base Rate at 1.75%. The Board made this
decision in consideration of the following

dative policy stance to ensure that the recov-

points: it was necessary to monitor the devel-

ery of growth would continue and consumer

opments of international conditions that have

price inflation could be stabilized at the target

large impacts on growth, such as the US-Chi-

level over a medium-term horizon, while con-

na trade dispute and the conditions in the

ducting its monetary policy with attention to

semiconductor industry; inflation was expect-

financial stability as well. In this process, it

ed to pick up gradually, although it continued

closely examined domestic and overseas risk

to run at a low level; and it was necessary to

factors, such as the US-China trade dispute,

remain alert to financial stability conditions,

changes in the economies and monetary poli-

including household debt. It was forecast

cies of major countries, financial and econom-

that, following the domestic economy’s slight

ic conditions in EMEs, and household debt

rebound from the slowdown of the first quar-

growth. Under this policy stance, the Bank

ter of the year, the growth trend would not

decided in July this year to lower the Base Rate

diverge significantly from the April economic

by 0.25 percentage points to operate it at 1.50%

outlook. However, it was seen that the uncer-

per annum, after having held it at 1.75% since

tainties surrounding the future growth path

November 2018.

had risen, due mainly to the escalation of
the US-China trade dispute. Consumer price
inflation remained low at the mid-0% range,

Figure II-1. Bank of Korea Base Rate

1)

but was expected to run at the low- to mid-1%
(%)
3.5

(%)
3.5

(Jul. 12, 2012)

partly by diminishing supply-side deflationary

(Oct. 11)

3.0

3.0

(May. 9, 2013)

2.5

(Oct. 15)
(Mar. 12, 2015)

2.0

pressures. With respect to financial stability,
even though household debt growth had con-

(Aug. 14, 2014)

2.5

level from the second half of the year, affected

(Nov. 30, 2018)

(Jun. 11)

(Nov. 30, 2017)

1.5
(Jun. 9, 2016)

2.0

1.5

(Jul. 18, 2019)

1.0

tinually slowed, it was judged that close attention should be continuously paid to the risks
regarding financial imbalances, as the amount
of increase in household debt had expanded
since April.

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.

31) Board member Dongchul Cho opposed the idea of keeping the Base Rate at its current level (1.75%) and argued
for lowering it by 0.25 percentage points. Another Board member, Inseok Shin, agreed with the idea of keeping
the Base Rate at its current level but dissented from the portion of the meeting minutes stating that “the domestic
economy would maintain growth not deviating far from its potential level.”
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The Bank of Korea maintained its accommo-

In the July meeting the Board decided to low-

would not result in a worsening of financial

er

imbalances.

32)

the Base Rate to 1.50%. This decision was

reached based on the judgment that there
was an increasing need to support economic
recovery as growth and inflationary pressures

Open Market Operations to Maintain
Call Rate at Base Rate Level

were expected to be weaker than previously

32

projected, owing to the slowdown in global

In order to influence the overnight call rate so

trade affected by the US-China trade dispute

that it does not deviate greatly from the Base

and to a delay in the recovery of the semicon-

Rate, the Bank of Korea adjusts market liquid-

ductor industry. With respect to the domestic

ity by utilizing its open market operations

economy <refer to Table I-2>, consumption had

instruments through issuance of Monetary

continued to grow moderately, but the adjust-

Stabilization Bonds (MSBs), purchases and

ment in construction investment had persisted

sales of RPs, and deposits into the Monetary

while slower-than-expected growth had been

Stabilization Account.

seen in exports and facilities investment and it
was also difficult to be optimistic about future

During the second quarter of this year, the

developments. Hence, the domestic economy

Bank of Korea slightly reduced the total

was forecast to grow at the low-2% level this

amount of its liquidity adjustment (average

year <refer to Table III-1>, below the April out-

balance basis) compared to the quarter before.

look. Consumer price inflation remained low

This was because the volume of excess li-

at the mid- to upper-0% level, as demand-side

quidity to be withdrawn declined as financial

pressures had been weaker than anticipated

institutions’ demand for reserve deposits at

and the influence of supply-side and gov-

the Bank of Korea increased somewhat, in line

ernment factors had grown stronger. Going

with a rise in transferable deposits. The Bank

forward, consumer price inflation was forecast

responded to this through flexible utilization

to fall short of the path projected in April,

of its open market operations instruments,

fluctuating below 1% for some time and then

reducing the amount of its sales of RPs. As a

running at the low- to mid-1% level from next

result, the call rate remained generally stable

year <refer to Table III-2>. Meanwhile, consid-

at around the Base Rate.33)

ering that the adoption of a more accommodative monetary policy stance in an attempt to
stimulate the economy could affect financial
stability conditions like household debt, it was
agreed at the meeting that the Bank would
thoroughly monitor changes in financial stability conditions to ensure that the rate cut
32) Board member Il Houng Lee expressed opposition to lowering the Base Rate by 0.25 percentage points and asserted that it should be maintained at its current level (1.75%).
33) The Bank of Korea purchased 3-day RPs (9.8 trillion won) immediately before April’s reserve maintenance closing
day (April 10), to cope with the possibility of greater interest rate volatility in line with temporary imbalances between fund supply and demand.

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

2. Bank Intermediated
Lending Support Facility

RP sales (net)

Deposits into MSA3)
(trillion won)

(trillion won)
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Continued Financial Support for SMEs
To ensure that banks actively extend loans
to small- and medium-sized enterprises, the
Bank of Korea operates the Bank Intermediat-

16.Q1

Q3

17.Q1

Q3

18.Q1

Q3

19.Q1

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

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
transactions.

boosting the effectiveness of monetary policy
through the credit channel. When necessary,
the Monetary Policy Board adjusts the Bank

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

Intermediated Lending Support Facility’s total
ceiling and its individual program ceilings
and reserves, in consideration of financial and

Figure II-3. Bank of Korea Base Rate and
overnight call rate

economic trends and SME funding conditions.

Overnight call rate - BOK Base Rate (right)
Overnight call rate (left)

The Bank Intermediated Lending Support

BOK Base Rate (left)

(%)

(bp)

3

30

2

20

1

10

0

0

Facility is being operated with a total ceiling
of 25 trillion won, including 1.5 trillion won
under the Support Program for Trade Financing, 6 trillion won under the Support Program
for New Growth Engine Development and
Job Creation, 11 trillion won under the Program for Stabilization of SME Lending, 0.5
trillion won under the Support Program for
Small-scale Business Owners, and 5.9 trillion

-1
16.1

-10
7

17.1

Source: Bank of Korea.

7

18.1

7

19.1

7

won under the Support Program for Regional
Enterprises. The facility’s interest rates range
from 0.50% to 0.75% per annum, depending
on the program.
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210

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

3. Financial Stability

(trillion won, %)

Program

Ceiling

Interest rate

Support Program for Trade Financing

1.5

0.50

Support Program for New Growth Engine
Development and Job Creation1)

6.0

0.50

stability, it is necessary in conducting mon-

2)

11.0

0.50~0.75

etary policy to consider financial stability as

Support Program for Small-scale Business
Owners

0.5

0.50

Support Program for Regional Enterprises

5.9

0.75

25.03)

-

Program for Stabilization of SME Lending

34

Total

As persistent financial imbalances can ultimately lead to deterioration of macroeconomic

well. Based on this standpoint, the Bank of
Korea has devoted efforts to achieve financial and foreign exchange market stability, to

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

provide early warnings for potential financial
system risk factors, to strengthen the global financial safety nets, and to enhance the stability and efficiency of payment and settlement
systems.

when necessary.

Promotion of Financial and Foreign
Exchange Market Stability

Source: Bank of Korea.

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

The Bank of Korea continued its efforts to
ensure financial and foreign exchange market

Interest rate (right)

(trillion won)

stability in response to changes in conditions

(%)
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in Korea and abroad. The Bank kept a close
eye on the impacts of external shocks such as
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US-China trade dispute and Japan’s export
restrictions, while actively taking measures in
times of heightened market volatility by acti-
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vating the emergency response system.
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In response to growing uncertainties con-
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Source: Bank of Korea.
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cerning US-China trade negotiations, such as
the additional US tariffs imposed on China in
early May, the Bank held two 「Financial and
Economic Conditions Review Meetings」 and
one meeting of its 「Monetary and Financial
Task Force」 and examined developments in
domestic and overseas financial markets and
their impacts on the Korean economy. Before
and after the April and June FOMC meetings,
the Bank closely monitored the meeting results and examined their impacts on financial

and foreign exchange markets in Korea, in

soundness of such debt and the features of

preparation for a possible increase in domestic

its borrowers, and thoroughly analyzed the

financial market volatility in accordance with

financial soundness of three major guarantee

a change in the US Federal Reserve’s mone-

institutions, focusing on their profitability and

tary policy stance. In July, the Bank set up the

loss absorption capacities.

「Foreign Exchange and Financial Sector ReThe Bank examined household debt condi-

Restrictions」, which monitored Japanese funds

tions and related risks through the meeting

circulating in the Korean financial market,

of the 「Household Debt Task Force」, and

and closely cooperated with relevant organi-

participated in the 「Macroeconomic Finance

zations including the government.

Meeting」 in which the Bank, the government
and the supervisory authorities assessed the

Strengthening of Early Warnings
against Potential Risks in Financial
System

impacts of the US-China trade dispute on the

The Bank of Korea devoted efforts for the pre-

The Bank of Korea conducted joint exam-

emptive identification of and early warnings

inations of financial institutions to review

against potential risks within the financial

outstanding financial issues and assess po-

system.

tential risks within the financial system. The

Korean financial system and sought policy
measures in response.

Bank carried out a sectoral examination of
During its 「Financial Stability Meeting」 in

major commercial banks’ management of

June, the Bank carefully assessed the sectoral

loans to self-employed business owners and

vulnerabilities of the household and corporate

to corporations. In the examination of loans

credit markets, asset markets, and financial

to self-employed business owners, the Bank

institutions. The Bank examined the resilience

looked at their trends and characteristics after

of the financial institutions against simulta-

the implementation of the related government

neous shocks of an escalation of global trade

measures and reviewed their soundness and

conflicts and a decline in housing prices using

banks’ risk management practices. In the ex-

the SAMP(Systemic Risk Assessment Model

amination of loans to corporations, the Bank

for Macroprudential Policy), an integrated

reviewed trends of lending to SMEs and their

stress test model newly developed by the Bank

potential risks, and carried out stress tests of

targeting the whole financial sector. The Bank

loan reduction stress tests assuming the oc-

identified the transmission channels through

currence of shocks at home and abroad. The

which internal and external risk factors affect

Bank also reviewed developments related to

the Korean financial system, and estimated

innovative finance.

changes in the capital adequacy of financial
institutions for various scenarios. In addition,
the Bank looked at the size of guaranteed
household debt, which has been rising rapidly
since 2014, as well as the interest rates and
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view Task Force In Response to Japan’s Export

tive Multilateralization (CMIM) agreement,36)

Table II-2. Joint examinations1) with Financial
Supervisory Service

the region’s multilateral currency swap ar(times)

2015

2016

2017

2019

2018

Jan. - Jul.
7

6

6

5

3

revised agreement through consultations with
member countries to improve the effects of
the CMIM, including strengthening of fund

Note: 1) Examinations of banks.

support.

Source: Bank of Korea.

36

rangement. As a chair, the Bank prepared the

The Bank participated in meetings of the Su-

Strengthening of Global Financial
Cooperation

pervisory College and Crisis Management
Group held by the supervisory authorities of
major countries to discuss changes in global

The Bank of Korea strengthened its role in

management strategies as well as perfor-

major international organizations and consul-

mances of large foreign banks operating in

tative bodies, including the BIS, the IMF, and

Korea and their risk management practices. In

the G20. It preemptively collected information

addition, by participating in the SEACEN-FSI

on the global economy and policies of major

Regional Seminar for Bank Supervisors and

countries as references for establishing policy

Regulators, the Bank actively took part in in-

stances and actively participated in discus-

ternational discussions related to supervision

sions for creating international standards.

of financial institutions, and exchanged information on current financial issues.

To preemptively respond to growing uncertainties about economic conditions at
home and abroad, the Bank has continued

Enhancement of Safety and Efficiency
of Payment and Settlement Systems

to strengthen Korea’s multi-layered foreign
exchange safety nets. First, the Bank re-

In line with innovations in the payment and

signed a currency swap agreement worth 6.1

settlement systems, the Bank continued its

trillion won (around 5.4 billion dollars) with

efforts to enhance the safety of the systems,

the Central Bank of the UAE this April.

while actively fulfilling the responsibilities of

34)

At

the ASEAN+3 Finance Ministers’ and Central

a supervisor.

Bank Governors’ Meeting in May,35) the Bank
played a leading role in the final approval of

The Bank devoted efforts to ensure smooth

the revised version of the Chiang Mai Initia-

domestic implementation of the 「Principles for

34) The major details of the agreement, such as its purpose (facilitating trade and promoting financial cooperation between the two countries), maturity (three years), and size (20 billion dirham), are identical to the previous agreement
(Oct. 2013).
35) T
 his 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.
36) The revision included a strengthening of the CMIM fund support system through an expansion of the period of IMFlinked portion support, an increase in the introduction of credit provision conditionality, and improvements to cooperation with the IMF and to external communication.

Financial Market Infrastructures (PFMI)」 37)
and other international standards in the field
of payment and settlement. 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 risk response
frameworks and it requested improvements in
amination of a financial investment company,
the Bank examined whether it was complying
with relevant regulations as well as its settlement risk management and recommended
improvements in some areas.
In addition, the Bank has been continuing its
research on the impacts that innovations, such
as crypto assets, central bank digital currency,
and distributed ledger technology, have on the
payment and settlement systems and financial
stability.

37) 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).

II. Conduct of Monetary Policy 3. Financial Stability

some areas. Furthermore, through a joint ex-
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1. Growth and Price
Forecasts38)

to sluggishness in the IT sector. It will reverse
to an increase next year, driven by expectations for a recovery of the semiconductor
industry and easing of global uncertainties.

Domestic Economy Forecast to Record
Growth Rate at Low-2% Level This Year

While the growth of R&D investment is likely
to be limited somewhat due to slowing growth
in corporate sales, investment in intellectual
property products is expected to continue

year will stand at 2.2%. Despite the expecta-

rising in line with increased demand for soft-

tion that private consumption will maintain

ware based on new technology. Investment in

its upward trend, this year’s growth forecast

construction is forecast to continue its trend of

has been revised downward compared to the

decrease, led by residential buildings. Howev-

figure projected last April (2.5%), reflecting

er, the governments’ policy support, such as

the persistent adjustment in construction

the local infrastructure budget, expansion of

investment and the slower-than-expected re-

urban regeneration projects, and support for

coveries of exports and facilities investment.

early construction starts of corporate invest-

The economy will likely show a growth rate of

ment projects, is expected to somewhat ease

2.5% next year as the private sector rebounds

the sluggishness in construction investment.

from its sluggishness.
With global trade growth expected to modLooking at the various drivers of growth, pri-

erate due to slowdowns in major economies

vate consumption is forecast to show a modest

and an increase in uncertainties in line with

increase, but its rate of increase will be lower

US-China trade dispute, exports are expected

than that of last year due to slowing growth

to grow at a considerably slower pace com-

in household income

and delayed improve-

pared to last year, affected by the delayed

ment in consumer sentiment. However, the

recovery of the semiconductor sector and Ja-

government’s policies to expand transfer pay-

pan’s export restrictions. The current account

ments

will contribute partially to increasing

is likely to maintain its surplus, but the size of

private consumption through supporting

the surplus will decline compared to last year,

households’ capacity for consumption.

as the goods account surplus narrows.

Facilities investment is forecast to decline this

Some of the key potential risk factors for the

year as well owing to increased uncertainties

future growth path include progress in the

surrounding the US-China trade dispute, and

US-China trade negotiations, the pace of re-

39)

40)

38) This section is based on the Bank of Korea’s 「Economic Outlook Report」 published on July 18, 2019.
39) The pace of increase in household income is expected to slow as the rate of increase in nominal wages decreases
amid the continued employment slump in the manufacturing sector.
40) D
 uring the second half of this year, policies to support job creation and income and to strengthen social safety nets
will be implemented: an extension of unemployment benefit payment duration and a hike in the amount of benefits
(July), an expansion of those eligible for child allowance (Sept.), and expansions of EITC size and eligibility (Sept.
and Dec.).
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It is forecast that the GDP growth rate this

covery in global semiconductor industry, and

A look at the various factors affecting prices

Japan’s export restrictions.

shows that, in terms of overseas factors, lower
year-on-year international oil prices and the
slowdown in global economic growth will

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

2018
Real GDP
Private consumption

2019e
Year H1

2020e
H2 Year H1

H2

2.7 2.2 1.9 2.4 2.5 2.6 2.3
2.8 2.3 2.0 2.5 2.4 2.6 2.3

Facilities investment -2.4 -5.5 -12.6 2.3 3.4 5.6 1.3

42

Intellectual property
2.2 2.6 2.7 2.5 2.9 2.6 3.1
products investment
Construction
-4.3 -3.3 -5.4 -1.3 -1.6 -2.4 -0.9
investment

restrict the pace of import price inflation for
the time being.41) In terms of domestic factors,
amid weakened upward demand-side pressures, the rate of wage growth is expected to
be generally lower than last year due to slowing corporate earnings. However, it is forecast
that wages in the service industry will show a
higher rate of increase than in previous years.
Downward pressure from government policies

Goods exports

3.3 0.6 -0.8 2.0 2.4 3.6 1.4

is projected to increase, with the implemen-

Goods imports

1.6 -0.5 -3.3 2.3 2.4 3.0 1.7

tation of free high school education, revision

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

of progressive electricity rates, and extension
of individual consumption tax cuts. The prices of agricultural and livestock product will

Inflation at Low-to Mid-1% Level
Expected in Next Year

weaken amid favorable supply conditions.
Housing rental prices are expected to rise at
a slower pace for the time being, as a result of

The headline consumer price index is forecast

the increased number of new apartment units

to rise by 0.7% this year and 1.3% next year. It

available on the market.

appears that the inflation rate will significantly slow this year owing to the greater downward pressures caused by government policies

Figure III-1. Percentage GDP gap1)

and supply-side factors such as global oil
prices and agricultural, livestock & fisheries
prices, amid weakening demand-side inflationary pressures. The inflation rate next year
is projected to increase year-on-year as the

(%)

(%)

1.5

1.5

Projection

1.0

1.0

0.5

0.5

0.0

0.0

-0.5

-0.5

downward pressures from the supply-side factors diminish and the impacts of government
policies lessen, but prices are forecast to rise at
a slower pace compared to previous outlooks.
Core inflation excluding food and energy prices is expected to reach 0.8% this year and 1.2%
in 2020.

-1.0
12.H1

-1.0
13.H1 14.H1 15.H1 16.H1 17.H1 18.H1 19.H1 20.H1

Note: 1) July 2019 forecast basis.
Source: Bank of Korea.

41) In April 2019, the IMF forecast that the growth rate of export unit prices of advanced economies, which are strongly
correlated with Korean import prices, will be lower this year than last year (2.7% in 2018  1.0% in 2019).

Table III-2. Inflation outlook1)
(%)

2018
CPI inflation

2019

2020

Year H1 H2 Year H1
e

e

e

H2

1.5 0.7 0.6 0.7 1.3 1.4 1.2

CPI excluding
1.2 0.8 0.8 0.8 1.2 1.1 1.3
food & energy

Core
Inflation CPI excluding
agricultural
1.2 1.0 1.0 1.0 1.3 1.2 1.4
products & oils
Note: 1) Year-on-year; July 2019 forecast basis.
Sources: Bank of Korea, Statistics Korea.

Some of the main upside risks are rising international oil prices due to growing geopolitical
as a result of the weakening of the Korean
won. The downside risks, meanwhile, include
stronger social-welfare polices regarding
education and healthcare, and weaker demand-side inflationary pressures affected by
slowing growth in domestic demand.

III. Future Monetary Policy Directions 1. Growth and Price Forecasts

risks and sustained increases in import prices

43

2. Major Considerations

sues regarding the US imposition of tariffs on
the EU and other countries 43) could surface
again. There is still a high level of uncertainty

The Bank of Korea will operate its future mon-

involving Brexit and geopolitical risks, such

etary policy in consideration of developments

as the mounting political unrest in Middle

related to uncertainties in Korea and abroad

East after the US announcement of additional

and their effects, as it closely checks to see

sanctions on Iran.

whether growth and prices coincide with their
forecast paths presented in Section 1 of Part Ⅲ,
while devoting attention to financial stability

44

Figure III-2. Global uncertainty, geopolitical risks
and World Trade Outlook Indicator 1)

as well. In this process, it will also carefully

World Trade Outlook Indicator (left)

monitor uncertainties in external conditions,

Global economic policy uncertainty index (right)
Geopolitical risk index (Middle-East, right)

shifts in major countries’ monetary policies,
conditions in domestic and international fi-

(benchmark=100)
360

110

nancial markets, and financial stability conditions.

Continuation of Uncertainties About
External Conditions

320
280

105

240
200

100

160

The high uncertainties about external condi-

120

95

80

tions are expected to be sustained for the time
being. While the US-China trade dispute and
geopolitical risks are still posing risks to Korea’s macroeconomy, there are growing concerns about any negative impacts that Japan’s

90
17.1

40
7

18.1

7

19.1

Note: 1) Calculated a leading indicator (3~4 months) of global trade
volume by combining six indices including export orders and
container shipping.
Sources: WTO, Economic Policy Uncertainty

export restrictions could have on our economy.
Concerns about the US-China trade dispute
are re-emerging,42) after having eased somewhat since the G20 summit at the end of June,
due to the US suggestion of additional tariffs
on China. There is also a possibility that is-

42) The US-China trade negotiations resumed on July 30~31, but the countries failed to reach a concrete agreement.
More negotiations are expected to be held in September. Meanwhile, the US decided (June 29) to put off imposition of additional tariffs (25%) on about 300 billion dollars of Chinese goods, but immediately after the trade negotiations at the end of July (August 1), it announced that it would levy an additional 10% tariff starting from September 1.
43) US deferred its decision (May 17) to impose tariffs on automobiles and automotive parts from the EU and Japan by
up to 6 months. It was about to impose a 5% tariff on all import items from Mexico starting June 10, but indefinitely
delayed (June 8) the imposition (the US was scheduled to raise the tariff rate in stages until October 2019).

With the recent export restrictions by the
Japanese government,44) concerns about trade

Figure III-3. Forecasts on the number of the US
Federal Reserve’s policy rate cuts1)2)

frictions with Japan are also growing. Some
forecast that such trade controls could not be

(times)

(times)

4

4

3

3

2

2

1

1

0

0

maintained for long considering their negative
effects on Japanese as well as global IT firms.
Others, however, view that the restrictions
could be prolonged or expanded further since
they were adopted for reasons outside of economy.
As it is difficult to predict at this time how
these external risk factors will develop, it is

-1

-1
19.1

2

3

4

5

6

7

judged important to continue closely moni-

Notes: 1) Calculated from the Federal Funds futures rate.

toring developments of external conditions, as

Sources: Bloomberg, US Federal Reserve.

8

2) Based on July 31st, 2019.

Table III-3. Changes in major countries’ growth
and inflation forecasts1)

GDP growth rate

CPI inflation

US

2.4% → 2.1%

2.1% → 1.5%

Recently, major central banks have been tak-

Euro area

1.9% → 1.2%

1.7% → 1.3%

ing more accommodative monetary policy

Australia

3.3% → 2.8%

2.3% → 2.0%

stances than before, due to concerns about

New Zealand

3.1% → 2.6%

1.6% → 1.5%

economic slowdown and sustained low infla-

Note: 1) From May~June 2018 to May~June 2019.

tion.

Sources: Individual countries’ central banks.

The US Federal Reserve 45) and many other

This shift in major countries’ monetary policy

central banks have recently lowered their

stances is likely to work as a positive factor by

policy rates,

has decided to

supporting the global economy and stabiliz-

maintain its key policy rates at present (zero)

ing the financial markets. The expansion of

or lower levels until the first half of next year.

accommodative monetary policy stances in

46)

and the ECB

47)

major economies is likely to contribute to mit44) O n July 4, the Japanese government strengthened its restrictions on exports to Korea— specifically on export
items of three core materials used in semiconductor and display panel production. It also approved revising the
Export Trade Control Order on August 2, thereby removing Korea from a white list of countries that receive preferential treatment for trade.
45) The Federal Reserve cut the federal funds rate by 25bp at the FOMC meeting on July 30~31 (2.00-2.25%) and decided to conclude the reduction of its balance sheet in August this year, which is two months earlier than previously
indicated.
46) The Reserve Bank of New Zealand cut its policy rate in May and the Reserve Bank of Australia lowered its rate
twice in June and July.
47) Based on the ECB monetary policy meeting on July 25.
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well as their impacts on the domestic economy.

Changes in Monetary Policies of Major
Countries

45

46

igating the concerns about global economic

Last May, global stock prices and values of

recession by improving financial conditions

emerging market currencies plunged against

and investor sentiment. It will also likely ease

the backdrop of rising US-China trade ten-

market participants’ concerns about capital

sions. After June, they showed a trend of

outflows. However, the positive impacts will

growth thanks to accommodative monetary

likely be limited since these policy changes

policy in major economies and the subsequent

are being made against the backdrop of weak-

improvement in investment sentiment. Global

er growth in individual countries. Given that

fund investment into EMEs recorded net out-

there are still high uncertainties regarding the

flows in May and June but transitioned into

US-China trade negotiations, there is a need

net inflows in July. However, stock prices and

going forward to be mindful of the possibility

interest rates in major economies plummeted

that monetary policies in major economies

in August, with concerns about the trade dis-

could change depending on circumstances.

pute between the US and China rising again.

Close monitoring will be required of changes
in economic conditions and monetary policies
in major countries and of consequent capital

Figure III-5. Changes in major price variables

flows in the international financial markets.

May

June~July

May

Aug. 1~5
(%)

Domestic and International Financial
Market Conditions

(billion dollars)

10
8

In the financial markets at home and abroad,
frequent expansion of volatility have intensified as major price variables fluctuate con-
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Figure III-4. VIX and V-KOSPI1)
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Notes: 1) Based on MSCI.
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2) Against the US dollar.
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3) In- and outflows of funds in EMEs.
Sources: Bank of Korea, Bloomberg, EPFR.

In the domestic financial market, stock prices
and the Korean won/US dollar exchange rate
fluctuated in line with changes in external

20

20

10

10

conditions. Stock prices and the value of the
Korean won declined rebounded in May, in

0

0
18.1

7

19.1

7

Note: 1) E xcluding an unusual transaction (30.4 on April 10th 2019)
facing maturity of options.
Sources: Bloomberg, Koscom.

June, and then recently fell significantly. As
uncertainties surrounding the policy environment are high and market participants’ sensitivity to risks is elevated, it should be kept in

mind that volatility in the financial markets at

Lending to households and to sole propri-

home and abroad could expand in the future

etors including those related to real estate is

depending on developments in the US-China

expected to continue its slowing trend going

trade dispute and Japan’s export restrictions

forward, due to government measures. How-

and on releases of major economic indicators.

ever, it is necessary to remain alert to its trend
of increase, considering the amount of debt

Financial Stability Conditions

already accumulated, the recent rise in apartment prices in Seoul, and factors such as the

The amount of growth in household lending

supply of new apartments and the recent drop

decreased year-on-year entering 2019, affected

in lending rates that may drive up household

by the strengthened lending regulations and

debt.

slowdown in housing transactions. However,
slowing pace of growth has moderated since
April, due to the rise in demand for hous-

Figure III-7. Rate of increase in apartment sales
price1)
Nationwide

the growth in loans to sole proprietors has

Seoul

(%)

(%)

been slowing, it still outpaces that of house-

0.6

0.6

hold lending, and the proportion of lending to

0.5

0.5

sole proprietors in the real estate industry is

0.4

0.4

larger than those of other industries.
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Figure III-6. Growth rate of loans to households1)
and sole proprietors2)
Household lending growth rate
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ing-related funds. Meanwhile, even though
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3. Future Monetary Policy
Operational Directions

Enhancement of Monetary Policy
Effectiveness
The Bank of Korea will steadily improve com-

Base Rate Operation

munications with the markets to heighten the
transparency and predictability of monetary

48

Going forward, the Bank of Korea will con-

policy. Considering rapid changes in domestic

duct its monetary policy so as to ensure that

and international policy conditions, the Bank

the recovery of economic growth continues

will work to deliver its policy intentions to

and consumer price inflation can be stabilized

market participants more clearly by providing

at the target level over a medium-term hori-

more detailed explanations about the back-

zon, while also devoting attention to financial

ground to its monetary policy decision-mak-

stability.

ing and about changes in financial and economic conditions. Furthermore, as inflation

The Bank will maintain its accommodative

is significantly lower than its target level, the

monetary policy stance, as inflationary pres-

Bank will examine on a regular basis how

sures from the demand side are expected

the inflation target is managed and provide

to remain low while the growth rate of the

detailed explanations to enhance economic

domestic economy will be moderate. In this

agents’ understanding of inflation conditions.

process, it will carefully monitor the developments in the US-China trade dispute, Japan’s
export restrictions, and changes in business

Promotion of Financial and Foreign
Exchange Market Stability

conditions and monetary policy in major
countries, geopolitical risks, and the trend of

The Bank of Korea will continue its efforts to

increase in household debt, while examining

promote the stability of financial and foreign

their impacts on domestic growth and infla-

exchange markets. As the volatility of domes-

tion.

tic financial and foreign exchange markets
may expand frequently, depending upon the

In addition, the Bank will continue to conduct

future developments of external risk factors,

its monetary policy with attention devoted to

such as the US-China trade negotiations,

financial stability as well. Despite the slowing

geopolitical risks, Japan’s export restrictions

pace of household debt growth, the Bank will

and Brexit, the Bank will continue its efforts

closely monitor the effects of accommoda-

to ensure market stability. It will closely ex-

tive monetary policy on financial stability, as

amine cash flows and major price variables in

factors remain that could increase household

the financial and foreign exchange markets

debt.

and the flows of foreigners’ investment funds
and will take active steps whenever concerns
about market instability arise. Furthermore,
the Bank will continue its efforts to strengthen global and regional financial safety nets
so that the Korean economy can maintain its

favorable external soundness.

Maintenance of Financial System
Stability
The Bank of Korea will closely examine the
situation related to financial system stability in line with changes financial and economic conditions at home and abroad, and
strengthen early warning activities related to
potential financial system risks. The Bank will
strengthen monitoring of household debt and
real estate market conditions, and corporate
financial soundness, while closely examinmacroeconomic and financial shocks using
an extensive stress test model. In addition, by
maintaining close cooperation with the government and the supervisory authorities, the
Bank will share details on domestic financial
stability conditions and prepare coordinated
responses to any changes in such stability.

III. Future Monetary Policy Directions 3. Future Monetary Policy Operational Directions

ing the financial sector’s resilience against
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