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The Bank of Korea sets and implements its monetary and credit policies
in order to contribute to the sound development of the national economy by pursuing price stability, and in the process pays attention to
financial stability as well.
The Bank of Korea Act stipulates that the Bank of Korea, to fulfill its
accountability corresponding to these mandates, should compile at least
twice each year a report on the implementation of its monetary and
credit policies.
In line with this the Bank of Korea prepares the Monetary Policy Report, containing the details of and backgrounds to its monetary policy
decisions, the future monetary policy directions, etc., four times per
year, and submits it to the National Assembly.
This September 2021 Monetary Policy Report has been drawn up to
cover the time period from after the Monetary Policy Board meeting for
monetary policy decision-making in May 2021 through the date of the
Monetary Policy Board meeting for monetary policy decision-making in
August 2021.
We sincerely hope that this Monetary Policy Report will be of help in
ensuring that the public well understands the Bank of Korea’s monetary
policy operations, and forms rational expectations concerning the future
policy directions.
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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 the 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% in terms of consumer price inflation (year-on-year).
o (Medium-term horizon) Since consumer price inflation is affected not only by monetary policy but
also by various other factors at home and abroad, the inflation target is meant to be achieved over a
medium-term horizon, in consideration of price changes owing to transitory and irregular factors and
of the lag in monetary policy transmission.
o (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 based on a comprehensive
evaluation of inflation and growth outlooks as well as their uncertainties and risks, the degree of
anchoring of inflation expectations, and financial stability conditions.
o (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) Achieving price stability over the medium term should be based
on financial stability, and the Bank pays careful attention to financial stability conditions in its conduct
of monetary policy.
o (Efforts to stabilize financial market) The Bank makes efforts to stabilize the financial market and
restore the financial intermediary function in the event of financial unrest, given that it constrains the
monetary policy transmission channel and undermines macroeconomic stability.
o (Attention to financial imbalances) As persistent financial imbalances such as the buildup of debt
could undermine macroeconomic stability, the Bank pays due attention to financial imbalances in
conducting its monetary policy.
		

- The Bank examines, assesses and announces financial stability conditions on a regular basis, to
prevent excessive accumulation of financial imbalances that may be brought about by monetary
policy implementation.

		

- Since there are limits to maintaining financial stability solely through monetary policy, which affects
the whole economy, monetary policy needs to be complemented by macroprudential policies to
prevent accumulation of financial imbalances.
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Executive Summary

the Delta variant, easing of inflation concerns
and uncertainties concerning government debt,

[Monetary Policy Operating Conditions]

strong employment data and the implementation
of stimulus measures. Stock prices in advanced

1 A look at financial and economic conditions

economies sustained their upward trend despite

at home and abroad between May and August

the spread of the Delta variant, supported by

2021 finds the following. The trend of recovery

abundant global liquidity, forecasts of continued

in the global economy was sustained, as vac-

economic recovery, and solid earnings reports

cination expanded and the restrictions on eco-

by US companies. Stock prices in Japan, how-

nomic activity were relaxed in major economies.

ever, fell due to the restrictions on economic

The US economy continued to recover robustly

activity in line with the resurgence of COVID-19.

amid swift improvement in employment. The

Meanwhile, stock prices in emerging econo-

euro area recovered rapidly as the restrictions

mies generally declined on factors including

on economic activity stemming from preventive

the toughened corporate regulations in China

measures were largely relaxed. China’s growth

and the US Fed’s possible tapering of its asset

somewhat slowed due to the resurgence of the

purchases within this year. After strengthening

pandemic, while in Japan the trend of mild re-

against major currencies in June, the US dol-

covery continued as emergency measures were

lar remained somewhat weak in July and then

strengthened repeatedly.

slightly strengthened again in August.

Economic growth in major economies1)

US long-term interest rate, share price indices of
advanced and emerging markets

(%)

2020

2019
Year Year Q1

2021
Q3

Q4

Q1

Q2

US

2.3 -3.4 -1.3 -8.9 7.5

1.1

1.5

1.6

Euro area

1.3 -6.4 -3.6 -11.4 12.4 -0.6 -0.3 2.0

China

6.0

4.9

6.5 18.3 7.9

Japan

0.0 -4.6 -0.6 -7.9 5.3

2.8 -0.9 0.3

Q2

2.3 -6.8 3.2

US Treasury Note (10-year) yield (left)
MSCI Advanced Markets Index (right)
MSCI Emerging Markets Index (right)
(%)

(Jan. 1, 2018=100)

4

150

3

125

Note: 1) T he quarterly rates of growth are quarter-on-quarter
		(seasonally adjusted) for the US, Japan and the euro area,

2

and year-on-year for China.
Sources: Individual countries’ published statistics.

Despite concerns about the spread of the Del-

100
1
75

0

ta variant of COVID-19 (hereinafter the Delta
variant), the international financial market generally remained stable thanks to the continued

-1
18.1

50
7

19.1

7

20.1

7

21.1

7

Source : Bloomberg.

economic recovery on the back of expanded
vaccine rollouts and the learning effect regarding financial market resilience. The US Treasury

2 The favorable trend of recovery in the Korean

yield plunged from June due to the spread of

economy continued. Exports sustained their
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and then retraced the decline in August owing to

i

ii

buoyancy and facilities investment showed ro-

ter. Exports of IT products remained favorable,

bustness. Private consumption showed signs of

thanks to increased demand for semiconduc-

recovery in the second quarter but its trend of

tors related to servers and to rising unit prices

recovery stagnated from July following the re-

of display panels. Exports of non-IT goods rose

surgence of COVID-19. Recovery in construction

substantially in most sectors including machin-

investment was delayed. The real GDP growth

ery, petroleum goods, and steel products, due

rate in the second quarter of this year was 0.8%

to economic recovery in major economies and

quarter-on-quarter.

rises in commodity prices. Since July, exports
have continued to rise significantly, affected by

By sector, private consumption (based on GDP)

solid demand for semiconductors, petroleum

in the second quarter maintained its recovery,

and chemical goods and steel and by higher

boosted by government support measures and

unit prices. Exports of automobiles continued

improvement in consumer sentiment. Due to the

to show a robust trend as supply shortages of

impacts from the heightened social distancing

automobile semiconductors were partly ad-

scheme following the resurgence of COVID-19

dressed.

in July, however, retail sales decreased, led
by clothing and cosmetics. Government consumption rose in the second quarter, due to the

Real GDP Growth1)

increased expenditure on national health insur-

(%)

(%)

ance reimbursement and on quarantine goods

3

3

to deal with the pandemic.

2

2

1

1

0

0

sustaining its solid trend and investment in oth-

-1

-1

er transport equipment rising as well. In July,

-2

-2

the Estimated Index of Equipment Investment

-3

-3

Facilities investment remained strong in the
second quarter, with investment in machinery

increased, as investment in machinery rose, led
by semiconductor manufacturing equipment,

-4

-4
18.Q1

Q3

19.Q1

Q3

20.Q1

Q3

21.Q1

as did investment in transport equipment such

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

as automobiles and other transport equipment.

Source: Bank of Korea.

figures.

Improvement in construction investment was
delayed in the second quarter owing to the
worsening weather conditions and greater dis-

Recent employment conditions have continued

ruption in supply of construction materials. The

to improve with the sustained growth in the

value of construction completed, especially in

number of persons employed. The number of

civil engineering, declined in July, affected by a

persons employed has continually risen since

persistent heat wave.

March, increasing by 542,000 year-on-year in
July in part due to a base effect, despite the

Exports (customs-clearance basis) grew at a

heightened social distancing level in line with

faster pace year-on-year in the second quar-

the fourth wave of COVID-19. The (seasonal-

ly-adjusted) employment-to-population ratio
remained on the rise, showing a slight increase

Inflation1)2)
CPI
CPI excluding food & energy
CPI excluding food & energy (excluding administered prices)

Nominal wages increased by 4.0% year-on-year

Inflation expectation of general public3)

in the second quarter of 2021, maintaining their
sharp rise from the first quarter.

Changes1) in number of employed persons and
employment-to-population ratio2)
Changes in number of employed persons (left)

(%)

(%)

4

4

3

3

2

2

1

1

0

0

Employment-to-population ratio (right)
(ten thousand persons)

(%)

100

63

75

62

50

-1
18.1

19.1

7

20.1

7

21.1

7

61
Notes: 1) The bold line indicates the inflation target.

25

2) Year-on-year.

60

0

3) Expectations for the CPI inflation rate one year ahead.

-25
-50
-75
-100
18.1

-1
7

7

19.1

7

20.1

7

21.1

59

Sources : Bank of Korea, Statistics Korea.

58

Housing sales prices sustained high rates of

57

increase this year. While leasehold (jeonse )

56

deposit prices remained high compared to pre-

7

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

vious years, their upward trend slowed both in
the Seoul Metropolitan area and other areas in
the second quarter but then modestly picked up
pace in July.

3 Consumer price inflation has remained significantly above 2% since April this year. This increase in inflation was led mainly by supply-side

Housing sales price growth rate1)

factors including agricultural and livestock prices

Nationwide

and oil prices, and is also attributed to gradually

Other areas

rising inflationary pressure on the demand side

Seoul Metropolitan area

(%)

(%)

1.6

1.6

1.2

1.2

0.8

0.8

0.4

0.4

0.0

0.0

accompanying economic recovery. While core
inflation (excluding changes in food and energy
prices from the CPI) had run slightly above 1%
since the second quarter of this year, it climbed
to the low-to mid-1% level in August. When excluding administered prices, core inflation rose
to the upper 1% level in August. The inflation expectations of the general public have risen to the
mid-2% level.

-0.4
18.1

-0.4
7

19.1

7

Note: 1) Month-on-month.
Source: Korea Real Estate Board.

20.1

7

21.1

7
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from the previous month.

iii

iv

4 While the 3-year Korea Treasury bond yield

5 Growth in household lending accelerated

rose significantly, the 10-year yield declined

compared to the previous quarter. With respect

sharply, showing differences in yields by maturity.

to banks’ household lending, mortgage loans

In general, the 3-year yield moved at around

continued to rise, while other loans led by un-

1.40% after having rapidly increased on the

secured loans increased substantially, due to

possibility that the policy rate would be hiked

demand for funds related to subscription de-

this year. The 10-year yield, which has been on

posits for public offerings for instance. Growth

the rise, turned to a decline due to the fall in the

in household lending by non-bank depository

10-year US Treasury Note yield and the easing

institutions - mutual credit cooperatives and

of concerns about Korea Treasury Bond sup-

mutual savings banks in particular - expanded,

ply and demand conditions. The Korean won/

while corporate lending, especially SME loans,

US dollar exchange rate rose to the 1,150 won

sustained their upward trend, and direct funding

level on the unexpectedly hawkish June FOMC

also remained favorable.

meeting result, resurgence of COVID-19 in Korea in July, and heightened social distancing
level. Entering mid-August, the exchange rate

Changes in household loans1)2)3)

reached a new all-time high for the year (1,179.6

Banks

won on August 20), affected by the massive selloff of domestic stocks by foreign investors out
of concerns about the potential sluggishness
in the semiconductor industry, the possibility of
an earlier start of tapering by the Fed, and the
fourth wave of COVID-19.

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

Treasury bond (10-year) yield (left)

(trillion won)

25

25

20

20

15

15

10

10

5

5

0

0

-5
18.1

Treasury bond (3-year) yield (left)

Non-bank depository institutions

(trillion won)

-5
7

19.1

7

20.1

(%)

1,400

2.5

1,300

2.0

1,200

1.5

1,100

1.0

1,000

3) F
 igures for July 2021 are based on the Bank of Korea
advance estimate for banks and have not been released for
non-bank depository institutions.

0.5

900
19.1

7

20.1

7

2) Including mortgage transfers.

(won)

3.0

7

21.1

Notes: 1) Month-on-month.

KRW per USD (right)

18.1

7

7

21.1

7

Sources: Bank of Korea, Korea Financial Investment Association.

Source: Bank of Korea.

Changes in corporate loans1)2)

(%)

Large firms

(trillion won)

6.0

(trillion won)

30

30

25

25

20

20

15

15

10

10

5

5

0

0

-5

-5

7

19.1

7

20.1

7

21.1

7

Notes: 1) Month-on-month.
2) Based on banks.

6.0

(Oct.9, 08)
(Oct.27, 08)

5.0

(Nov. 08)
(Dec. 08)

4.0

4.0

(Jul. 12)
(Jan. 09)
(Oct. 12)
(Jun. 11) (May. 13)
(Aug. 14)
(Feb. 09) (Mar. 11)
(Oct. 14)
(Jan. 11)
(Mar. 15)
(Nov. 10)
(Jun. 15)
(Jul. 10)
(Jun. 16)

3.0
2.0

-10

(%)

(Aug. 08)

5.0

-10
18.1

v

3.0

(Jul. 19)
(Oct. 19)
(Nov. 18) (Mar. 20)
(Nov. 17)
(May. 20)

1.0

2.0
1.0

(Aug. 21)

0.0
08

10

12

14

16

18

20

0.0
21. Aug

Note: 1) Figures in parentheses refer to the months of Base Rate
adjustments.
Source: Bank of Korea.

Source: Bank of Korea.

7 A detailed look at the Base Rate decisions

[Conduct of Monetary Policy]

during this period, and the backdrop, are as
follows. At the July meeting, the Board left the

6 The Bank of Korea conducted monetary pol-

Base Rate unchanged at 0.50%, judging that

icy in order to sustain the recovery of economic

although the domestic economy continued to

growth and stabilize consumer price inflation at

recover robustly, it would be necessary to mon-

the target level (2%) over a medium-term hori-

itor the future developments of the pandemic

zon, while paying attention to financial stability. In

and the subsequent economic impacts due

this process, it thoroughly assessed global and

to the resurgence of COVID-19. The domestic

domestic developments related to COVID-19,

economy continued its favorable trend as ex-

changes in the pace of growth and inflation,

ports and facilities investment remained buoyant

and the risk of a buildup of financial imbalances.

and private consumption had also rebounded

Under this policy stance, the Bank of Korea ad-

due to improvement in consumer sentiment fol-

justed the degree of monetary policy accommo-

lowing vaccinations. It was expected that such

dation in August 2021 by raising its Base Rate

trend of economic recovery would continue in

by 25 basis points, from 0.50% to 0.75%.

the second half as well. However, it was judged
that there still remained high uncertainties regarding the pace of consumption recovery due
to the resurgence of COVID-19. Consumer price
inflation was around the mid-2% level as the
upward trend of prices of petroleum products
and agriculture, livestock, and fisheries products
continued and the increase in service prices had
accelerated. With respect to financial stability,
household loans had grown considerably while

Executive Summary

SMEs

Bank of Korea Base Rate1)

vi

housing prices continued to exhibit high rates of

The Bank of Korea increased the total ceiling of

increase in both the Seoul Metropolitan region

the Bank Intermediated Lending Support Facil-

and other areas.

ity on three occasions last year (in March, May
and October 2020) by a total of 18 trillion won.

At the August meeting, the Board decided to

Of this amount, 16 trillion won was allocated

raise the Base Rate by 25 basis points, from

to the Support Program for SMEs Affected by

0.50% to 0.75%. The Board took into account

COVID-19 and the Support Program for Small

the following aspects. The economy was ex-

Businesses. The two programs have been op-

pected to recover robustly on the back of ex-

erated temporarily until end-September 2021.

panded vaccinations and solid exports despite

Looking at the volume of COVID-19-related

the lingering uncertainties over the pandemic,

bank loans supported by the Bank of Korea,

and inflationary pressure was expected to re-

bank loans amounting to 29.0 trillion won were

main high for the time being, while financial

extended to 129,395 establishments between

imbalances continued to accumulate. Looking

March 2020 and July 2021 under the Support

at the domestic economy, private consumption

Program for SMEs Affected by COVID-19. As

was somewhat sluggish owing to the resur-

for the Support Program for Small Businesses,

gence of COVID-19, but exports had sustained

launched in October 2020, bank loans worth 2.9

their buoyancy and facilities investment showed

trillion won were extended to 24,571 establish-

robustness. Going forward, it was expected that

ments between October 2020 and July 2021,

these trends of recovery would continue and

showing steady growth in loan performance.

that private consumption would improve gradually on the back of the expansion of vaccinations
and effects of supplementary budget implemen-

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

tation amid the lingering uncertainties related to
Ceiling

Interest rate

Support Program for
Trade Financing

Program

2.5

0.25

Support Program for New
Growth Engine Development
and Job Creation1)

13.0

0.25

5.5

0.25

5.9

0.25

13.0

0.25

3.0

0.25

43.03)

-

COVID-19. Therefore, the domestic economic
recovery was expected to continue. Accordingly, GDP growth this year was projected to
record 4.0% as forecast in May. Consumer price
inflation remained at the mid-2% level, and was
expected to be 2.1% for 2021, exceeding the
May forecast of 1.8%. On the financial stability
side, household loans had grown considerably
and housing prices also continued to increase
rapidly in all parts of the country, indicating a
continuous buildup of financial imbalance risk.
8 The Bank of Korea is using various policy
instruments to promote stability and smooth
credit flows in the financial and foreign exchange
markets.

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

Notes: 1) T he Support Program for High-tech and Other Start-up
SMEs was expanded and reorganized as the Support
Program for New Growth Engine Development and Job
Creation (September 2017).
2) Includes the support that had been formerly provided under
the Support Program for Facilities Investment.
3) Includes reserves of 0.1 trillion won.
Source: Bank of Korea.

In addition, the Bank purchased a total of 11

contributed to sustaining stability in the domes-

trillion won worth of Korea Treasury bonds last

tic foreign exchange and financial markets.

this year, the Bank announced a plan to expand

9 The Bank of Korea held a Governor’s press

outright purchases to preemptively prepare

conference in June to explain its review of the

against the possibility of higher volatility in mar-

status of its inflation target operations and re-

ket interest rates caused in part by an increase

leased a related report, to help economic entities

in Treasury bond issuance. The Bank purchased

better understand the recent inflation situation

Treasury bonds on March 9 (2.0 trillion won),

and the future inflation trend, and to strengthen

April 28 (1.0 trillion won), June 3 (1.5 trillion won),

the Bank‘s accountability concerning price sta-

and June 28 (1.5 trillion won). Accordingly, the

bility. The report included an assessment of the

amount of outright Treasury bond purchases in

inflation situation in the first half of 2021, and the

2021 reached 6.0 trillion won in total.

future price conditions and outlook. It also reviewed major issues such as assessment of the

On June 30, 2021, the Bank of Korea extended

trend of core inflation in Korea, inflation trends in

the purchasing period of the Special Purpose

major economies, and the relationship between

Vehicle (SPV), which purchases corporate bonds

producer prices and consumer prices.

and commercial paper, to the year-end, and approved the relending of the first round of loans

In addition, the Bank of Korea decided to in-

provided in July 2020, to keep supporting seam-

troduce 3-year Monetary Stabilization Bonds

less financing of low-rated companies facing dif-

(MSBs) and to cease the issuance of 182-day

ficulties from the prolonged COVID-19 pandemic.

MSBs from September this year to increase the

However, the corporate bond and commercial

efficiency of liquidity management. In line with

paper markets have recently shown more stable

this, the issuance volume and schedule for each

movements compared to the time of the estab-

maturity have been adjusted, and the periods

lishment of the SPV, and its capacity for pur-

and dates of fungible issue have been newly set

chasing corporate bonds and commercial paper

to enhance liquidity.

was judged to be sufficient until the year-end.
Accordingly, the Bank of Korea decided not to

Meanwhile, the Bank of Korea sustained efforts

extend the duration for new loan provision to the

to enhance multi-layered financial safety nets

SPV beyond July 13, 2021. As of end-July 2021,

by running currency swap networks with major

the SPV has purchased 4.0 trillion won worth of

central banks in a stable manner. In addition to

corporate bonds and commercial paper.

the aforementioned extension of its swap arrangement with the US Federal Reserve (in June

On June 17, 2021, the Bank of Korea extend-

this year), the Bank entered into a new bilateral

ed the expiration date of its bilateral currency

local currency swap agreement with the Central

swap arrangement signed with the US Federal

Bank of the Republic of Turkey in August to pro-

Reserve by three months, from September 30,

mote trade and strengthen financial cooperation

2021 to December 31, 2021. The size ($60 bil-

between the two countries.

lion) and terms of the swap arrangement remain
unchanged. The extension is assessed to have

The Bank of Korea continued to do research

Executive Summary

year for financial market stability. In February

vii

viii

on and make technical preparation for central

risks are intensified spread of COVID-19 at

bank digital currency (CBDC) to cope with future

home and abroad, slower growth of the Chinese

changes in the payment and settlement envi-

economy, and delayed recovery of global supply

ronment. Based on the consultation results of a

disruptions.

work process completed as of this March, the
Bank launched research on a CBDC pilot test
in August, which is scheduled to be conducted

Economic growth outlook1)
(YoY, %)

for 10 months. This year, the Bank will create a
cloud-based virtual experimentation environment, examine basic functions of CBDC including its issuance, circulation, and redemption,
and carry out tests on related IT systems.

[Future Monetary Policy Directions]
 The outlooks for growth and inflation are as

GDP
Private
consumption
Facilities
investment

2022e

2021e

2020
Year H12)

H2 Year H1

H2 Year

-0.9 4.0

4.0

4.0

3.1

3.0

3.0

-5.0 2.4

3.3

2.8

3.3

3.6

3.4

7.1 12.6 5.5

8.8

0.9

3.3

2.1

4.5

4.4

4.1

3.5

3.8

3.2

2.6

2.9

Intellectual
property products 4.0
investment

4.0

follows. First, it is forecast that GDP growth will

Construction
investment

-0.4 -1.5 3.2

0.9

record 4.0% this year. The Korean economy

Goods exports

-0.5 14.4 4.1

8.9

2.5

3.0

2.7

is forecast to continue its solid recovery trend

Goods imports

-0.1 12.5 6.7

9.5

2.3

3.7

3.0

thanks to the expansion of vaccinations and
steady exports, despite the recent resurgence

Notes: 1) Figures are the forecast as of August 2021.
2) Based on preliminary figures for the second quarter.
Source: Bank of Korea.

of COVID-19. Private consumption is expected
to strengthen as the expansion of vaccinations

Consumer price inflation is forecast to rise to

leads to the stabilization of consumer sentiment

2.1% in 2021, increasing significantly from 0.5%

and mitigation of containment measures. Facil-

in 2020, as agricultural and livestock product

ities investment is also expected to continue its

prices and international oil prices are expected

robust trend thanks to the global economic re-

to increase at faster rates than initially anticipat-

covery. Construction investment is projected to

ed. Core inflation excluding food and energy

show gradual recovery centered around building

prices is forecast to increase from 0.4% last

construction, given the substantial amount of

year to 1.2%. It is assessed that there is a mix of

construction starts and sound housing demand.

both upside and downside risks to the inflation

Exports of goods are expected to show sus-

forecast path. Upside risks to the price forecast

tained strength, thanks to the recovery of major

include a sustained strong uptrend in agricultural

economies and strong demand for IT products.

and livestock product prices, a faster rise in pric-

There are still potential uncertainties surround-

es of processed foods, and a stronger recovery

ing the growth outlook. The upside risks to the

in consumer demand in line with accelerated

growth path include the quicker resumption of

vaccinations. Among the downside risks are

economic activities in major countries, rapid

a slower recovery in demand for consumption

improvement of COVID-19 conditions in Korea,

resulting from the spread of the Delta variant,

and domestic and foreign policy support to

a delay in electricity and gas charge hikes, and

stimulate the economy. Among the downside

declines in commodity prices.

Inflation outlook1)

ix
(YoY, %)

Year H1
CPI inflation

2021e
H2 Year H1

2022e
H2 Year

0.5 1.8 2.4 2.1 1.7 1.3 1.5

CPI excluding
0.4 0.8 1.5 1.2 1.7 1.3 1.5
food & energy

Core
inflation CPI excluding
agricultural 0.7 1.2 1.8 1.5 1.8 1.4 1.6
products & oil
Note: 1) Figures are the forecast as of August 2021.
Source: Bank of Korea.

 The Bank of Korea will continue to conduct
monetary policy in order to sustain the recovery
of economic growth and stabilize consumer
price inflation at the target level (2%) over a
medium-term horizon, while paying attention to
financial stability.
The Bank of Korea will gradually adjust the degree of monetary policy accommodation as the
Korean economy is expected to continue its
sound growth and inflation to run above 2% for
some time, despite ongoing uncertainties over
the virus. In this process the Bank will judge
when to further adjust the degree of accommodation while thoroughly assessing developments related to COVID-19, changes in the pace
of growth and inflation, the risk of a buildup
of financial imbalances, and monetary policy
changes in major countries.
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1. Global Economy

ta variant, although its exports continued to
grow in the second quarter. In the ASEAN+5
countries, recovery was subdued due to slow-

Global economic recovery continues

er consumption and production disruptions
caused by the spread of the pandemic in the

Recently, the trend of recovery in the glob-

second quarter.

expanded and the restrictions on economic
activity were relaxed in major economies. The

Figure I-1. C
 omposite leading indicator 1) and
global PMIs

global manufacturing and service PMIs both

OECD composite leading indicator (left)

far exceeded the 50-point benchmark, and the
OECD composite leading indicator remained

Global manufacturing PMI (right)
Global services PMI (right)
102

60

continued its sound recovery trend, led by

100

55

trade in goods.1) However, uncertainties sur-

98

rounding the global economy remained high

96

on an upward path as well. Global trade also

due to the resurgence of COVID-19 and disruptions in the global supply chain.

50
45
40

94

35

92

By country, the US economy continued to
recover robustly amid swift improvement in
employment. The euro area recovered rapidly
as the restrictions on economic activity stemming from preventive measures were largely
relaxed. China’s growth somewhat slowed
2)

30

90
88
18.1

25
20
7

19.1

7

20.1

7

21.1

7

Note: 1) T
 he composite leading indicator includes OECD member
countries and six emerging countries (China, Brazil, India,
Russia, Indonesia, and South Africa).
Sources: OECD, Bloomberg.

due to the resurgence of the pandemic,3) while
in Japan the trend of mild recovery continued4)
as emergency measures were strengthened
repeatedly. With the exception of China,
emerging market economies witnessed relatively slow recovery compared to advanced
economies. In India, recovery in domestic
demand slowed5) due to the spread of the Del1) Global trade volume in goods (based on CPB imports) in June this year was up by 16.6% year-on-year, sustaining its
high rate of increase, as in the previous month (24.1%).
2) GDP growth for the euro area stood at -0.3% quarter-on-quarter in the first quarter, but reversed to a sharp increase
(2.0%) in the second quarter.
3) In China, robust growth was maintained, led by strong exports and consumption in the second quarter, but real
economic indicators, such as industrial production, retail sales, and exports, slowed in July.
4) Japan’s GDP in the first quarter dropped by 0.9% quarter-on-quarter, but turned to a slight increase (0.3%) in the
second quarter, thanks for instance to an increase in external demand and expanded vaccinations.
5) The service PMI (45.4) showed signs of improvement compared to the previous month (41.2).
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al economy was sustained, as vaccination

3

Table I-1. Economic growth in major economies1)2)
(%)

2020

2019

4

World
Advanced
economies

Year Year Q1

Q2

Q3

Q4

Q1

Q2

ruptions7) to Gulf of Mexico crude oil produc-

2.8 -3.2

-

-

-

-

-

-

tion caused by Hurricane Ida.

1.6 -4.6

-

-

-

-

-

-

1.1

1.5

1.6

2.3 -3.4 -1.3 -8.9 7.5

Euro area

1.3 -6.4 -3.6 -11.4 12.4 -0.6 -0.3 2.0

Japan

0.0 -4.6 -0.6 -7.9 5.3

China
ASEAN-5
Brazil
Russia

Brent crude

2.8 -0.9 0.3

Dubai crude

(USD/barrel)

(USD/barrel)
90

80

80

70

70

1.6 20.1

60

60

4.9 -3.4 1.5 -8.5 -4.0 -2.5 -0.6 8.8

50

50

1.4 -4.1 -0.3 -10.9 -3.9 -1.1 1.0 12.4

40

40

2.0 -3.0 1.4 -7.8 -3.5 -1.8 -0.7 10.3

30

30

20

20

10

10

3.7 -2.1

-

-

2.3 -6.8 3.2

4.9

-

-

-

6.5 18.3 7.9

4.0 -7.3 3.0 -24.4 -7.4 0.5
4)

Figure I-2. International oil prices

90

6.0

India3)

dollar. 6) However, the prices have recently
rebounded to around 70 dollars owing to dis-

2021

US

Emerging market
and developing
economies

variant, and the projection of a stronger US

Notes: 1) Based on IMF statistics, except in the cases of individual
countries, the euro area and ASEAN-5 which are based on
their own published statistics.
2) T
 he quarterly rates of growth are quarter-on-quarter (seasonally adjusted) for advanced economies, and year-onyear for the others.

0

0
18.1

7

19.1

7

20.1

7

21.1

9

Sources: Bloomberg, Reuters.

3) T
 he annual growth rates are based on the fiscal year (April
of the current year to March of the next year).
4) Indonesia, Thailand, Malaysia, the Philippines, and Vietnam.
Sources: IMF, individual countries’ published statistics.

Volatility of international oil prices rises
significantly

International financial market generally
stable
Despite concerns about the spread of the
Delta variant, the international financial market generally remained stable thanks to the

The volatility of international oil prices (based

continued economic recovery on the back of

on Dubai crude oil) increased greatly after

expanded vaccine rollouts and the learning

July. The prices rose to the mid-70 dollar range

effect regarding financial market resilience.

per barrel in July, as OPEC+ failed to reach

However, investor sentiment weakened some-

an agreement on production increases, but

what in some emerging market countries as

the prices fell to the mid-60 dollar rangein

concerns about delayed economic recovery

Augustdue to concern about sluggish de-

grew, affected by low vaccination rates8) and

mand stemming from the spread of the Delta

stricter lockdowns, for instance.

6) Since the release of the minutes from the July FOMC meeting (August 18), markets see an increased possibility of
tapering this year.
7) The US Bureau of Safety and Environmental Enforcement (BSEE) announced (August 29) that operations of up to
96% (1.74 million barrels on a daily average basis) of crude oil production facilities in the Gulf of Mexico were suspended due to Hurricane Ida.
8) Vaccination rates in major countries (first dose, as of August 31): US 61.0%, UK 70.5%, France 71.8%, Germany
64.7%, Brazil 62.9%, Mexico 44.5%, Turkey 56.8%, India 35.7%, Thailand 33.5%, Indonesia 22.8%, South Africa
15.7% (source: Our World in Data).

Stock prices in advanced economies sustained

due to the spread of the Delta variant, easing

their upward trend despite the spread of the

of inflation concerns and uncertainties con-

Delta variant, supported by abundant global

cerning government debt, and then retraced

liquidity, forecasts of continued economic

the decline in August owing to strong em-

recovery, and solid earnings reports by US

ployment data

and the implementation of

companies.13) Stock prices in Japan, however,

stimulus measures.11) Germany’s government

fell due to the restrictions on economic activi-

bond yield continued to fall, due mainly to

ty14) in line with the resurgence of COVID-19.

lower-than-expected economic indicators.12)

Meanwhile, stock prices in emerging econo-

9)

10)

mies generally declined on the US Federal Reserve’s possible tapering of its asset purchases

Figure I-3. Long-term market interest rates1) in
major economies
US

Japan

within this year, but showed patterns differing by country-specific factors. Stock prices in

Germany

(%)

China and Brazil fell, due mainly to outflows

(%)

4

4

3

3

2

2

1

1

0

0

of foreign portfolio investment funds stemming from toughened corporate regulations
in China,15) and concern about worsened fiscal
soundness in Brazil.16) Meanwhile, equities in
Russia and South Africa rose due to an upward trend in international commodity prices
including oil prices.

-1
18.1

-1
7

19.1

7

20.1

7

21.1

7

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

9) As the US government debt ceiling ($22 trillion) has been suspended through July 31, 2021, risks such as the US
Treasury Department being prevented from issuing new debt have emerged, stemming from the reinstatement of
the debt limit from August 1, 2021.
10) Nonfarm payroll growth (ten thousand persons): 93.8 in June → 94.3 in July (87.0 expected), unemployment rate (%):
5.9 in June → 5.4 in July (5.7% expected).
11) On August 10, a 1 trillion dollar infrastructure bill covering transportation and telecommunications was passed by
the US Senate, and on August 24, the US House of Representatives approved a 3.5 trillion dollar budget bill covering responses to climate change and the expansion of the social safety net.
12) GDP growth (QoQ): -2.1% in Q1 2021 → 1.5% in Q2 (2.0% expected), industrial production (MoM): -0.3% in April →
-0.8% in May → -1.3% in June (0.5% expected), ZEW Indicator of Economic Sentiment Index: 79.8 in June → 63.3
in July → 40.4 in August (55.0 expected).
13) According to Bloomberg, among the 442 S&P500 companies that had released their corporate earnings for the
second quarter during the period between July 1 and August 15, 2021. approximately 86% saw their earnings per
share exceeding their market expectations, which is the highest level since 2008.
14) The Japanese government issued a state of emergency in Tokyo on July 8 and suspended the serving of alcoholic
drinks at restaurants and shortened their business hours from July 12 to August 22, 2021.
15) The Chinese government announced a ban on for-profit private tutoring in core school subjects (on July 24) and
guidelines designed to protect the rights and interests of online food delivery workers (on July 26).
16) At the end of July 2021, Brazilian President Jair Bolsonaro announced a plan to expand living cost support for the
low-income group, including the Bolsa Familia program, and to provide free LPG bottles to low-income families
through the state-run oil company Petrobras.
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The US Treasury yield plunged from June

Figure I-4. S
 hare price indices of advanced and
emerging markets

Figure I-5. Volatility Index (VIX) and Merrill Lynch
Option Volatility Estimate (MOVE)
Index1)

MSCI Advanced Markets Index
VIX

MSCI Emerging Markets Index
(Jan. 1, 2018 = 100)

6

(Jan. 1, 2018 = 100)

150

MOVE
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18.1
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0
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20.1

7

21.1

7
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18.1
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19.1

7
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7
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7

Note: 1) Volatility indices for US equity and Treasury bond prices.

Source: Bloomberg.

Source: Bloomberg.

The volatility of US stock prices decreased

After strengthening against major currencies

despite concerns about the spread of the Delta

in June, the US dollar remained somewhat

variant, on continued investor prreference for

weak in July and then slightly strengthened

US stocks stemming from forecasts of im-

again in August. The US dollar strengthened

proved corporate earnings, learning effects

against the euro in June on expectations for

on financial market resilience, and the high

differentiation of monetary policy among ma-

vaccine distribution rate.

Meanwhile, US

jor economies and the US showing relatively

interest rate volatility increased after June, af-

fast economic recovery, and fluctuated within

fected by rapid falls in long-term rates owing

a narrow range, and then strengthened again

to easing of inflation concerns, but declined

after August on the US Federal Reserve’s

slightly in August in line with solid recovery

possible tapering of its asset purchases with-

in employment and large-scale fiscal stimulus

in this year, the ECB’s continued monetary

packages.

policy accommodation, and the weakening of

17)

the euro stemming from the sluggishness of
some economic indicators in Germany. The
US dollar strengthened against the Japanese
yen as well in June and remained flat. Then
it strengthened again after August owing to
concern about slower growth in Japan stemming from the resurgence of the virus there.

17) The vaccination rate in the United States (on a first-dose basis) rose to 61.0% as of August 31 from 52.0% at endMay (source: Our World in Data). According to regression results using daily panel data of 66 countries, when daily
vaccinations increase by 10%, stock return volatility decreases by 0.25% (Rouatbi et al., 2021).

Figure I-6. Major exchange rates1)
USD per EUR (left, inverted)

JPY per USD (right)

(dollar)

(yen)

1.05

120

7
1.10

115

110
1.20
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1.25

1.30
18.1

100
7

19.1

7

20.1

7

21.1

Note: 1) Based on the New York market rate at 16:30.
Source: Reuters.
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1.15

8

2. Real Economy

(A) Expenditure

(1) Economic growth

Pace of recovery in private consumption slows while government consumption rises

Favorable trend of recovery in Korean
economy continues

Private consumption (based on GDP) in the
second quarter maintained its recovery, with

The favorable trend of recovery in the Korean

a quarter-on-quarter increase of 3.6% (3.7%

economy continued. Exports sustained their

year-on-year), boosted by government sup-

buoyancy and facilities investment showed ro-

port measures and improvement in consumer

bustness. Private consumption showed signs

sentiment. By type, goods consumption grew,

of recovery in the second quarter but its trend

led by semi-durable goods such as clothing

of recovery has stagnated from July following

and shoes, and service consumption increased

the resurgence of COVID-19. Recovery in

by a larger extent, led by face-to-face services

construction investment was delayed. The real

such as food & accommodation and leisure &

GDP growth rate in the second quarter of this

entertainment. Due to the impacts from the

year was 0.8% quarter-on-quarter (6.0% year-

heightened social distancing scheme follow-

on-year).

ing the resurgence of the pandemic in July,
however, the Retail Sales Index published by
Statistics Korea fell by 0.6% from the previous

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

20202)

2018 2019
Year Year Year

Q2

Q3

20212)
Q4

Q1

month (increase of 7.9% year-on-year), led by
clothing and cosmetics.

Q22)

Government consumption in the second

2.9

2.2

-0.9

-3.2 2.2 1.1 1.7 0.8
(-2.6) (-1.0) (-1.1) (1.9) (6.0)

Private
consumption

3.2

2.1

-5.0

1.2 0.2 -1.3 1.2 3.6
(-4.2) (-4.5) (-6.6) (1.2) (3.7)

Government
consumption

5.3

6.4

5.0

1.0 0.1 -0.4 1.6 3.9
(6.2) (4.6) (2.3) (2.3) (5.3)

health insurance reimbursement18) followgrowth in spending on quarantine goods19) to

Real GDP

Facilities
investment

-2.3 -6.6

7.1

0.7 5.8 -0.6 6.1 1.1
(4.5) (10.7) (6.1) (12.4) (12.8)

Construction
investment

-4.6 -1.7 -0.4

-2.9 -3.9 3.5 1.3 -2.3
(-0.4) (-1.5) (-2.9) (-1.8) (-1.2)

Goods
exports

3.3

-1.1 -0.5

-16.2 18.1 5.4 2.1 -2.7
(-11.9) (-0.3) (3.8) (6.4) (23.5)

Goods
imports

2.0

-2.5 -0.1

-4.3 6.6 1.7 5.3 1.6
(-5.6) (0.3) (2.3) (9.2) (16.0)

quarter rose by 3.9% compared to the previous quarter (5.3% year-on-year). This increase
is attributed to higher expenditure on national
ing the resumption of hospital visits and the
deal with the pandemic.

Notes: 1) Q
 uarter-on-quarter (seasonally adjusted); figures in parentheses are non-seasonally adjusted year-on-year rates.
2) Reflects preliminary figures.
Source: Bank of Korea.

18) Health insurance payouts increased by 14.6% year-on-year in the second quarter.
19) Personnel and goods expenses of the Korean central government grew by 12.3% year-on-year in the second quarter.

Figure I-7. Private consumption trend1)
Rate of change2) (left)

Figure I-8. Facilities investment trend1)

Private consumption (right)

(%)

Rate of change2) (left)

(S.A., trillion won)

Facilities investment (right)

(%)
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Notes: 1) Reflects preliminary figures.
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Notes: 1) Reflects preliminary figures.

2) Year-on-year.

2) Year-on-year.

Source: Bank of Korea.

Source: Bank of Korea.

Facilities investment remains strong

Improvement in construction investment delayed

Facilities investment remained strong in the
second quarter, with an increase of 1.1% from

Construction investment saw delayed im-

the previous quarter (12.8% year-on-year). By

provement in the second quarter, with a

sector, investment in machinery sustained a

decrease of 2.3% from the previous quarter

high rate of increase year-on-year, although it

(-1.2% year-on-year). By sector, both building

fell slightly from the previous quarter due to a

construction and civil engineering fell owing

base effect from the previous sharp rise so far.

to suspension or delay of some construction

Investment in transport equipment rose, led

work stemming from the worsening weather

by commercial vehicles. In July, the Estimated

conditions20) and greater disruptions in supply

Index of Equipment Investment compiled by

of construction materials. 21) The value of

Statistics Korea also rose by 3.3% from the

construction completed released by Statistics

previous month (11.7% year-on-year). Invest-

Korea decreased by 1.9% in July compared

ment in machinery went up, led by semicon-

to the previous month (-8.1% year-on-year).

ductor manufacturing equipment, and that in

Construction of buildings increased, centered

transport equipment also increased, driven by

on non-residential buildings, on the back of

rises in investment in automobiles and other

an increase in construction work, while civil

transport equipment.

engineering declined, affected by persistent
heatwaves.22)

20) In May, the number of days with precipitation nationwide stood at 14.3 days, far surpassing those for past years
(average of 8.6 days for the past 30 years).
21) According to the Construction Association of Korea, construction was delayed at about 70 construction sites in
May due to disruptions in supply of construction materials including reinforcing bar.
22) In July, the number of days of heatwaves nationwide stood at 8.1 days, far surpassing those for past years (average
of 4.1 days for the past 30 years).
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age of semiconductors for automobiles. Since

Figure I-9. Construction investment trends1)
Rate of change (left)

July, exports have continued to rise signifi-

Construction investment (right)

2)

(%)

cantly, affected by solid demand for semiconductors, petroleum and chemical goods and

(S.A., trillion won)
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10
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steel and by higher unit prices. Exports of
automobiles continued to show a robust trend
as supply shortages of automobile semicon-

5
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ductors were partly addressed.

Figure I-10. Daily average exports calculated on
customs clearance basis
Rate of change1) (left)
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Notes: 1) Reflects preliminary figures.
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2) Year-on-year.
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Source: Bank of Korea.
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Exports remain strong, current account
surplus widens
Exports (customs-clearance basis) grew at

20
10

-10

quarter. 23) Exports of IT products remained

-20

semiconductors related to servers and to rising
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0

a faster pace year-on-year in the second
favorable, thanks to increased demand for

22
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7
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7
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Note: 1) Year-on-year.
Source: Korea Customs Service.

unit prices of display panels. Exports of nonIT goods rose substantially in most sectors in-

Imports (customs-clearance basis) grew at

cluding machinery, petroleum goods (chem-

a faster pace25) year-on-year in the second

ical products and petroleum products), and

quarter. Faster growth was seen in imports of

steel products, due to economic recovery in

both commodities and consumer goods, led

major economies and increase in commodity

by crude oil & petroleum products and dura-

prices. Automobile exports were constrained

ble goods, respectively. Capital goods imports

due to a global supply short-

continued to increase, led by semiconductors

to some extent,

24)

23) Growth rate for exports (customs-clearance basis, YoY): 41.2% (29.4%, daily average basis) in April 2021 → 45.6%
(49.0%) in May → 39.8% (36.9%) in June → 29.6% (32.2%) in July → 34.9% (29.0%) in August.
24) Automobile manufacturers suffered production disruptions in the second quarter due to power outages in the US
plants of Infineon and NXP, two major manufacturers of semiconductors for automobiles (February 16, 2021), and a
fire in a Renesas chip plant in Japan (March 19, 2021). Following these events, the amount of Korean car exports (on
a daily average basis) fell to 250 million dollars in the second quarter from 270 million dollars in the first quarter. On
a year-on-year basis, however, the amount of exports showed high growth due to a base effect from the spread of
COVID-19 last year.
25) Growth rate for imports (customs-clearance basis, YoY) : 33.9% (22.8% on a daily average basis) in April 2021 →
38.0% (41.2%) in May → 40.7% (37.7%) in June → 38.1% (40.9%) in July → 44.0% (37.7%) in August.

and semiconductor equipment. Since July, im-

(B) Production

ports have continued to expand significantly,
affected by increased commodity prices.

Based on the production approach, GDP continued to recover in the second quarter as the
growth trend in services accelerated, despite a

in the second quarter this year compared to

decline in manufacturing and construction. In

the second quarter of last year (6.1 billion

July, Index of All Industry Production (IAIP)

dollars). The goods account surplus widened,

compiled by Statistics Korea fell slightly (-0.5%

supported by a surge in exports thanks to eco-

month-on-month) as public administration

nomic recovery in major economies and rising

declined (-8.3%), but has maintained its trend

semiconductor prices. The services account

of recovery, driven mainly by manufacturing

deficit narrowed, affected by the surplus in

(0.0%) and services (+0.2%).

the transportation services account stemming
from increased freight rates and freight capacity. The primary income account surplus also

Table I-4. Production indicators1)
(QoQ, %)

widened greatly, thanks to increased inflows
of dividends from local subsidiaries overseas.
Though the goods account surplus narrowed
in July 2021, the current account surplus has
widened since July 2020 (7.0 billion dollars),
thanks to a narrower services account deficit
and a wider primary income account surplus.

Year Year Year

(billion dollars, %)

Current account
Goods
Exports1)

2019

2020

Year Year Q1

Q2

2021
Q3

Q4

Q1

Q2 Jul. Aug.

59.7 75.3 12.9 6.1 24.0 32.2 22.8 21.5 8.2

..

79.8 81.9 15.6 9.5 26.2 30.6 19.6 18.5 5.7

..

542.2 512.5 130.2 110.3 130.1 141.9 146.4 156.8 55.4 53.2

(Rate of change ) -10.4 -5.5 -1.9 -20.3 -3.5 4.1 12.5 42.1 29.6 34.9
2)

Imports1)

503.3 467.6 121.5 108.4 114.1 123.7 136.3 149.0 53.7 51.6

(Rate of change ) -6.0 -7.1 -1.9 -15.8 -8.7 -1.7 12.1 37.5 38.1 44.0
2)

Services

-26.8 -16.2 -6.1 -3.5 -4.3 -2.3 -1.4 -1.5 -0.1

..

Credit

103.8 90.1 23.2 20.2 20.9 25.8 25.4 28.2 10.2

..

Debit

130.7 106.3 29.3 23.7 25.2 28.1 26.8 29.7 10.2

..

Primary income

12.9 12.1 3.7 0.1 3.1 5.2 5.7 6.1 2.8

..

Secondary income

-6.1 -2.5 -0.3 0.0 -1.0 -1.2 -1.2 -1.6 -0.2

..

Notes: 1) Customs-clearance basis.
2) Year-on-year.
Sources: Bank of Korea, Korea Customs Service.

Q2

Q3

20212)
Q4

Q1

Q22)

2.9

2.2

-0.9 -3.2 2.2 1.1 1.7 0.8
(-2.6) (-1.0) (-1.1) (1.9) (6.0)

Agriculture, forestry 0.2
and fisheries

3.9

-4.0 -8.6 0.0 4.3 7.5 -12.7
(-6.7) (-6.9) (-1.3) (2.6) (-2.4)

GDP by production
approach

-7.4 -6.2 -0.2 -4.8 0.5 10.9 -9.6 12.6
(-2.6) (-2.1) (2.6) (-4.2) (13.4)

Mining
Manufacturing

Table I-3. Current account

20202)

2018 2019

Electricity·gas·
water supply
Construction

3.3

1.1

-0.9 -9.4 7.5 3.1 3.8 -1.3
(-6.5) (-0.9) (0.4) (4.1) (13.5)

-1.7

4.3

4.2

-1.5 -2.6 3.9 5.9 -4.1
(-1.3) (7.3) (6.2) (5.7) (3.1)

-2.8 -2.6 -1.4

-1.1 -4.5 1.4 0.9 -1.3
(-0.9) (-2.6) (-3.6) (-3.2) (-3.4)

3.8

3.4

-1.0 -0.8 1.0 0.6 0.7 2.1
(-1.4) (-1.3) (-1.8) (1.5) (4.4)

Taxes less subsidies 1.3
on products

0.8

0.0

Services

-0.4 1.8 -2.3 1.0 3.7
(-0.9) (1.2) (-0.5) (0.1) (4.2)

Notes: 1) Figures in parentheses are year-on-year changes in the
original series.
2) Reflects preliminary figures.
Source: Bank of Korea.
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The current account surplus widened greatly

Continuing trend of recovery in manufacturing sector

Trend of recovery in services continues
Production in the service industry continued

12

Employment has continued to improve with

to improve in the second quarter of this year,

the sustained growth in the number of per-

growing at 2.1% compared to the quarter be-

sons employed. The number of persons em-

fore (4.4% year-on-year). While production in

ployed has continually risen since March,

the finance and insurance services declined,

increasing by 542,000 year-on-year in July in

that in face-to-face service industries such as

part due to a base effect, despite the height-

accommodation & food, transportation, and

ened social distancing level in line with the

culture & entertainment grewconsiderably,

fourth wave of COVID-19.

led by improved consumer sentiment and
increased traffic following the relaxation of

The July manufacturing production index by

social distancing measures. The service indus-

Statistics Korea recorded a similar level as in

try activity index complied by Statistics Korea

the preceding month (+7.6% year-on-year).

rose 0.2% month-on-month in July (4.2%

This is due to automotive production having

year-on-year), as face-to-face services includ-

turned to a decrease (-3.9%) compared to the

ing accommodation & food and arts, sports

previous month, while semiconductor produc-

& leisure declined due to the re-tightening of

tion increased (+1.6%) mainly in non-memory

social distancing measures, while non-face-

semiconductors, following rising demand for

to-face services like information & communi-

newly launched smartphone models. Consid-

cations increased.

ering the export boom and the overall production trend since the second half of 2020, however, the trend of economic recovery seems to

Figure I-12. Service production trend1)

be continuing.

Rate of change2) (left)
Production in service industry (right)
(%)

Figure I-11. Manufacturing trend1)
Rate of change2) (left)
Production in manufacturing industry (right)
(%)

(S.A., trillion won)

15

140

12

135

9

130

6

125

3

120

0

115

-3

110

-6

105

-9

100
17.Q1

Q3

18.Q1

Q3

19.Q1

Notes: 1) Reflects preliminary figures.
2) Year-on-year.
Source: Bank of Korea.

Q3

20.Q1

Q3

21.Q1

(S.A., trillion won)

5

270

4

265

3

260

2

255

1

250

0

245

-1

240

-2

235

-3

230
17.Q1

Q3

18.Q1

Q3

19.Q1

Notes: 1) Reflects preliminary figures.
2) Year-on-year.
Source: Bank of Korea.

Q3

20.Q1

Q3

21.Q1

(2) Employment

pecially in public administration, health and
social welfare, transportation & warehousing,

Employment continues to improve

and non-face-to-face services such as information & communication. Health and social
welfare services sustained growth, driven by

improve with the sustained growth in the

government policies to support employment.

number of persons employed. The number of

In face-to-face services,28) however, the de-

persons employed has continually risen since

cline in the number of employed persons in

March, increasing by 542,000 year-on-year

26)

wholesale & retail services picked up slightly,

in July in part due to a base effect, despite the

and those in accommodation & food services

heightened 27) social distancing level in line

shifted to a decrease in July. While the num-

with the fourth wave of COVID-19.

ber of employed persons in the manufacturing sector shifted to a modest rise in July, the
growth in that number for the construction

Figure I-13. Number of employed persons

industry somewhat slowed but still remains
high. Meanwhile, private nonfarm payrolls,

Changes in number of employed persons1) (left)
Number of employed persons2) (right)
(ten thousand persons)

excluding agriculture & fisheries and the

(million persons)

100

28

public sector, increased and showed slower
growth29) at 202,000 in July.

75
50
27

25
0
-25

26

-50
-75
-100
18.1

25
7

19.1

7

20.1

7

21.1

7

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

By industry, the number of employed persons
continued to rise in the service industries, es26) In month-on-month terms (seasonally adjusted, ten thousand persons), the number of employed persons has continued to rise modestly (+6.8 in April → +10.1 in May → +1.8 in June → +2.0 in July).
27) Although the level of social distancing measures was elevated (to Level 4 in the Seoul Metropolitan region, Daejeon,
and Busan, and to Level 3 in the other regions) in mid-July close to the period of the employment statistics survey (July
11~17), the impact on the July job figures does not appear to be large.
28) The face-to-face service industry includes wholesale & retail trade, accommodation & food, education, arts, sports
& leisure-related services, repair and other personal services.
29) Changes in the number of employed persons excluding the agricultural & fisheries, public administration, and health
& welfare sectors (YoY, ten thousand persons) : +35.0 in April → +29.9 in May → +27.2 in June → +20.2 in July.
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Employment conditions have continued to

Table I-5. C
 hanges in the number of employed
persons by industry

Table I-6. Changes in the number of employed
persons by employment status
(YoY, ten thousand persons)

(YoY, ten thousand persons)

2019

14

2020

2019

2021

2020

2021

Year Year Q3 Q4 Q1 Q2 Jun. Jul.

Year Year Q3 Q4 Q1 Q2 Jun. Jul.

Changes in the number
30.1 -21.8 -31.4 -44.1 -38.0 61.8 58.2 54.2
of employed persons

Changes in number of
30.1 -21.8 -31.4 -44.1 -38.0 61.8 58.2 54.2
employed persons

Manufacturing

-8.1 -5.3 -5.7 -10.7 -2.8 0.6 -1.0 0.6

Construction

-1.5 -0.4 0.9 4.5 3.4 13.7 14.0 9.2

Wage and salaried
workers

35.7 -10.8 -15.1 -33.0 -20.6 64.6 56.7 54.3

Services

34.8 -21.6 -27.8 -41.8 -37.9 47.6 44.2 44.0

Regular workers

44.4 30.5 24.1 1.9 10.9 32.9 32.1 36.1

Wholesale & Retail

-6.0 -16.0 -17.0 -18.4 -19.3 -16.1 -16.4 -18.5

-8.7 -41.3 -39.3 -34.9 -31.5 31.7 24.7 18.2

Transportation &
Warehousing

Temporary & Daily
workers

2.5 5.1 4.6 2.7 4.2 9.6 8.9 12.1

Accommodation &
Food

6.1 -15.9 -20.6 -23.4 -20.9 2.6 1.2 -1.2

Information &
Communication

2.3 -1.4 -0.9 -1.8 0.4 4.2 5.7 4.6

Education

3.6 -8.6 -10.9 -10.3 -4.2 4.3 2.2 2.7

Personal services

-0.3 -4.4 -2.4 -4.3 -8.6 -4.3 -5.5 -5.0

Public
administration

-3.3 3.6 5.7 12.2 5.1 8.3 8.7 9.1

Health

16.0 13.0 15.2 8.8 6.3 22.4 20.8 23.7

Source: Statistics Korea.

Self-employed workers -5.6 -11.0 -16.3 -11.1 -17.4 -2.8 1.5 0.0
Self-employed
businesses with
employees

-11.4 -16.5 -16.9 -14.0 -13.6 -7.2 -8.4 -7.1

Self-employed
businesses without
employees

8.1 9.0 6.5 7.4 3.0 6.4 11.3 8.7

Unpaid family
workers

-2.4 -3.5 -5.9 -4.4 -6.8 -2.1 -1.5 -1.6

Source: Statistics Korea.

By age, the numbers of employed youth (aged
between 15 and 29) and senior persons (aged

By employment status, the number of regu-

60 and over) continued to rise greatly, while

lar workers and temporary & daily workers

that number for those in their 40s and 50s

continued to increase, while the number of

climbed modestly. However, the decline in the

self-employed workers with employees con-

number of employed persons in their 30s wid-

tinued to decline.

ened in July.

Table I-7. Changes in the number of employed
persons by age group
(YoY, ten thousand persons)

2019

2020

2021

Year Year Q3 Q4 Q1 Q2 Jun. Jul.
Changes in number of
30.1 -21.8 -31.4 -44.1 -38.0 61.8 58.2 54.2
employed persons
Aged 15~29

4.1 -18.3 -19.5 -26.5 -10.3 17.6 20.9 18.4

Aged 30~39

-5.3 -16.5 -22.8 -22.7 -22.7 -9.3 -11.2 -12.2

Aged 40~49

-16.2 -15.8 -17.4 -17.0 -15.4 -0.2 1.2 1.1

Aged 50~59

9.8 -8.8 -11.1 -11.1 -9.9 9.6 7.4 10.9

Aged 60 and over

37.7 37.5 39.4 33.2 20.2 44.1 39.9 36.1

Source: Statistics Korea.

The employment-to-population ratio (season-

Table I-8. M
 ajor and ancillary indicators related
to employment

ally adjusted) remained on the to rise, showing up to 60.7% in July from 60.6% in June.

(ten thousand persons, %)

2020

The unemployment rate (seasonally adjusted)

2019

stood at 3.3% , a large decrease from 3.7% in

Year Year Q3 Q4 Q1 Q2 Jun. Jul.

30)

Changes in number of
employed persons

June. The extended unemployment rate (labor

Employment-to-population
60.9 60.1 59.9 59.8 59.8 60.6 60.6 60.7
ratio1)

time-related underemployed persons and the
potential labor force, recorded 12.7%, down by
1.1%p year-on-year. The number of temporarily absent workers32) climbed considerably to
approximately 506,000 in July, from 403,000 in
June.
Figure I-14. Employment-to-population ratio1) and
unemployment rate1)
Unemployment rate (left)
Employment-to-population ratio (right)
(%)

(%)

5.5

63.0
62.5

5.0

62.0
4.5

61.5

(Based on people aged
between 15 and 64)

66.8 65.9 65.6 65.6 65.6 66.6 66.7 66.7

Labor force participation
rate1)

63.3 62.5 62.2 62.5 62.5 62.9 63.0 62.7

Rate of change in the
number of economically
active population2)

1.0 -0.6 -0.9 -1.0 -0.6 1.9 1.6 1.1

Unemployment rate1)

3.8 4.0 3.8 4.3 4.4 3.7 3.7 3.3

Labor underutilization
indicator 13)

6.4 7.8 7.6 7.7 9.1 7.8 7.6 7.1

Labor underutilization
indicator 24)

9.3 10.0 9.7 9.9 11.7 9.8 9.5 9.1

Labor underutilization
indicator 35)

11.8 13.6 13.5 13.6 15.6 13.4 13.1 12.7

Temporarily absent
workers

40.7 83.7 77.3 57.2 67.2 40.9 40.3 50.6

Notes: 1) Seasonally adjusted.

4.0

61.0

3.5

60.5

2) Year-on-year.

60.0

3.0

3) (Unemployed persons + time-related underemployed
		 persons) / economically active population.
4) (Unemployed persons + potential labor force) / (economically

59.5
2.5

active population + potential labor force).
5) (Unemployed persons + time-related underemployed

59.0

2.0

persons + potential labor force) / (economically active popu-

58.5
18.1

7

19.1

7

20.1

7

21.1

30.1 -21.8 -31.4 -44.1-38.0 61.8 58.2 54.2

lation + potential labor force).

7

Source: Statistics Korea.
Note: 1) Seasonally adjusted.
Source: Statistics Korea.

30) This seems to be the result of factors such as the fourth wave of COVID-19 and strengthened social distancing
limiting job seeking by the economically inactive population including discouraged workers.
31) The extended unemployment rate encompasses the unemployed, those working part-time and searching for decent jobs at the same time, and potential job seekers who are not seeking work but wish to work.
Economically active population
Employment
indicators
Range of labor
underutilization
indicators

Employed persons
Others

Time-related underemployed persons

Economically inactive population
Unemployed
persons

Potential labor force
Unavailable
jobseekers

Available potential
jobseekrs

Others

Labor underutilization indicator 1
Labor underutilization indicator 2
Labor underutilization indicator 3

Notes: 1) Those who work less than 36 hours per week but want to and can work additional hours.
2) Those seeking work for the last four weeks but unavailable to work during the surveyed week.
3) Those not seeking work for the last four weeks but want to work and available to work during the surveyed week.

32) They are defined as people with jobs or business establishments who are unable to work due to temporary illnesses,
accidents, annual leave or holiday, education or training, business slump or shutdown, etc., but are able to work again
if the reasons for temporary absence are resolved.
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underutilization indicator 3)31), which includes

2021

Nominal wage growth continues

Table I-9. Nominal wage growth by category
(YoY, %)

Nominal wages increased by 4.0% year-on-

16

2020

2019

year in the second quarter of 2021, maintain-

Year

Year

2021

Q3

Q4

Q1

Q2

ing their sharp rise from the first quarter,

Total wage

3.4

1.1

1.1

2.0

4.2

4.0

following a similarly large increase in the first

Regular workers

3.1

0.4

0.6

1.7

4.2

4.3

quarter (4.2%). The wages of regular employ-

(Fixed wages)

4.1

2.2

2.1

2.6

2.7

3.5

ees rose 4.3% year-on-year as the growth in

(Excess wages)

2.7

-0.9

-0.1

2.5

1.2

8.4

(Special wages)

-2.8

-9.9

-7.5

-4.6

13.2

9.8

6.2

7.8

7.2

7.4

5.1

3.2

fixed wages and overtime pay
with special wage payments

34)

33)

picked up

continuing its

1)

Temporary & daily workers

high growth. The wage growth of temporary

Note: 1) Based on firms with one or more permanent employees.

and daily workers slowed to 3.2%.

Source: Ministry of Employment and Labor.

Figure I-15. Nominal wage growth1)
Total wages

Fixed wages

(%)

(%)

12

12

9

9

6

6

3

3

0

0

-3

-3
18.Q1

Q3

19.Q1

Q3

20.Q1

Q3

21.Q1

Note: 1) Based on firms with one or more permanent employees.
Source: Ministry of Employment and Labor.

33) The higher growth in overtime pay in the second quarter is due mainly to the base effect of a large reduction in overtime hours in the second quarter of 2020 (-14.9%), and to increased overtime hours in some industries including the
manufacturing sector.
34) This year’s special wage growth is attributable to the base effect of last year’s plunge and to increased bonus payments in line with the economic recovery.

3. Prices

Looking at overseas factors affecting consumer price inflation, crude oil import prices 35)
continued to rise, recording a steep hike36)

Consumer price inflation remains above 2%

from last year’s level. From May, however,
the rise decelerated as the base effect shrank.
The prices of non-energy imports37) increased

nificantly above 2% since April this year.

faster, as commodity prices continued to rise38)

This increase in inflation was led mainly by

and the appreciation of the won slowed from

supply-side factors including agricultural

July year-on-year.39)

and livestock prices and oil prices, and is also
attributed to gradually rising inflationary
pressure on the demand side accompanying

Figure I-17. Import prices (Korean-won basis)1)

economic recovery.

Crude oil (left)

Non-energy (right)

(%)

Figure I-16. CPI inflation
MoM

YoY
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Source: Bank of Korea.

-1

As for domestic factors, demand-side infla-

-9
7

19.1

7

20.1

7

21.1

7

Note: 1) Year-on-year.

-1
18.1

7

19.1

7

20.1

7

21.1

7

Sources: Bank of Korea, Statistics Korea.

tionary pressures rose gradually this year,
along with the economic recovery. Personal
service prices have recently shown an uptrend40) above the average of previous years.

35) T
 he rate of increase in crude oil import prices (Korean won basis, YoY) rose steeply from 11.1% in the first quarter of
this year to 101.5% in the second quarter. It also remained high at 60.7% in July.
36) The rate of increase in international oil prices (Dubai crude oil basis, YoY) soared from 18.6% in the first quarter to
109.2% in the second quarter, and remained high at 64.3% in July and August.
37) The rate of increase in non-energy import prices (Korean won basis, YoY) rose from 1.0% in the first quarter to 6.4%
in the second quarter, and further to 10.8% in July.
38) The rate of increase in international non-energy commodity prices (S&P GSCI basis, YoY) rose from 27.7% in the
first quarter to 50.5% in the second quarter, and remained high at 36.1% in July and August.
39) The extent of change in the Korean won/US dollar exchange rate (YoY) expanded from -6.7% in the first quarter to
-8.1% in the second quarter, before narrowing to -3.4% in July and August.
40) Personal service prices in August 2021 rose by 3.0% relative to end-2020, surpassing the normal year average
(2.5%, annual average between 2015 and 2019).
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Consumer price inflation has remained sig-

On the cost side, wage growth across all in-

of some vegetables and fruits also soared due

dustries climbed

at a higher rate this year,

to impacts from heatwaves. Government poli-

driven mainly by improved corporate profit-

cies exerted less downward pressures on infla-

ability and a base effect.

tion despite the extension of the consumption

41)

tax cut for passenger car purchases42), as the

18
Figure I-18. Rate of wage increase (per employee)1)2)

expansion of free high school education43) and
free school lunches44) introduced last year no

Wage increase across industries

longer acted to push inflation down.45) On the

Wage increase in manufacturing industries

other hand, the uptrend in housing rental fees

Wage increase in personal service industries 3)
(%)

accelerated, owing to continued increases46) in

(%)

14

14

leasehold (jeonse ) deposits and monthly rents

12

12

(new contract basis).

10

10

8

8

6

6

4

4

tion by products shows that prices of agri-

2

2

cultural & livestock products continued high

0

0

double-digit growth in the second quarter,

-2

-2

and those of petroleum products shifted to a

-4

-4

-6

-6
18.Q1

Q3

19.Q1

Q3

20.Q1

Q3

21.Q1

Notes: 1) Based on firms with one or more permanent employees.
2) Year-on-year.

Looking at changes in consumer price infla-

sharp increase. As for services, personal service prices increased at a faster pace for both
restaurants and others, and housing rents

3) S
 imple average of the wage increase in the industries relat-

also picked up. The decline in public service

ed to personal services such as the accommodation and

prices slowed as downward inflationary pres-

food service industries.
Source: Ministry of Employment and Labor.

sures from the expansion of free high school
education was lessened. In July and August,

As for other factors, prices of agricultural &

the growth in prices of agricultural & live-

livestock products and government policies

stock products declined slightly, while those

acted to push consumer price inflation up. The

of petroleum products continued their high

prices of livestock products, especially pork

uptrend. As for services, public service prices

and eggs, continued to rise sharply, and prices

sustained a downtrend, while personal service

41) In the first half of this year, nominal wages across all industries increased faster at 4.1% (year-on-year) than in the
same period of 2020 (0.5%), driven mainly by overtime and special wages for regular workers in industries such as
manufacturing and the financial & insurance sector.
42) The individual consumption tax cut for passenger car purchases (baseline 5.0% → 1.5% in March~June 2020 →
3.5% since July 2020) was extended for another six months till this year-end, beyond the original deadline of endJune 2021.
43) Free high school education was expanded in April 2020 to include second graders in addition to third graders.
44) In May 2020 free high school lunches were expanded to include second graders in Seoul and Busan and third
graders in Daegu and Gyeongbuk province.
45) The year-on-year consumer price inflation dissipates after the downward inflationary effects have continued for a
year.
46) The monthly housing rental price index (Korea Real Estate Board) was up 2.9% in July compared to the last month
of 2020, recording a faster rise than that in the same period of 2020 (1.0%).

prices rose at a slightly faster pace.

Figure I- 19. Contributions to CPI inflation1)
CPI inflation

Table I-10. CPI inflation

Contribution
(YoY, %)

2019

2020

2021

(%, %p)

(%, %p)
3

2

2

1

1

0

0

-1

-1

Year Year Q2 Q3 Q4 Q1 Q2 Jul. Aug.
Consumer Price Index

0.4 0.5 -0.1 0.6 0.4 1.1 2.5 2.6 2.6

Agricultural, livestock &
-1.7 6.7 3.2 10.3 11.4 13.3 11.9 9.6 7.8
fishery products
(Agricultural products) -3.0 6.4 -0.3 12.3 14.5 17.2 16.2 11.1 7.1
(Livestock products)
Industrial products

0.0 7.3 7.1 9.0 8.9 12.0 10.3 11.9 12.5
-0.2 -0.2 -1.4 -0.5 -0.9 -0.2 2.7 2.8 3.2

(Petroleum products) -5.7 -7.3 -13.7 -10.7 -13.8 -4.6 18.7 19.7 21.6
(Industrial products
0.7 0.8 0.5 1.0 1.0 0.5 0.7 0.6 0.8
excluding petroleum)
Electricity, water & gas 1.5 -1.4 1.3 -4.3 -4.1 -5.0 -4.8 0.3 0.1
Services

0.9 0.3 0.1 0.3 0.0 0.6 1.5 1.7 1.7

(Housing rent)

-0.1 0.2 0.1 0.3 0.6 0.9 1.3 1.4 1.6

(Public service
charges)

-0.5 -1.9 -1.8 -1.7 -3.5 -2.1 -0.7 -0.5 -0.7

(Private service
charges)

1.9 1.2 1.0 1.2 1.4 1.6 2.4 2.7 2.7

-2

-2
18.Q1

Q3

19.Q1

Q3

20.Q1

Q3

21.Q1

Q32)

Services
Industrial products excluding petroleum
Agricultural, livestock & fishery products
Petroleum products
Electricity, water & gas
Notes: 1) Year-on-year.
2) Based on July~August 2021.
Sources: Bank of Korea, Statistics Korea.

CPI for living necessities 0.2 0.4 -0.2 0.5 -0.3 1.0 3.0 3.4 3.4
CPI excluding food &
0.7 0.4 0.1 0.4 0.2 0.4 1.1 1.2 1.3
energy
CPI excluding agricultural
0.9 0.7 0.5 0.8 0.7 0.9 1.4 1.7 1.8
products & oils
Source: Statistics Korea.

Underlying inflation continues to rise
While core inflation (excluding changes in
food and energy prices from the CPI) had run
slightly above 1% since the second quarter of
this year, it climed to the low-to mid -1% level
in August. Taking into account the significant
effect that government policies have on core
inflation, core inflation excluding administered prices 47) rose to the upper-1% level in
August.

47) Administered prices refer to the prices of public services, electricity, water and gas, and school meals, which are
greatly affected by government policies both directly and indirectly. Core inflation excluding administered prices is
calculated by leaving out the administered prices from core inflation (excluding food and energy).
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3

The short-term inflation expectations of the

Figure I-20. Underlying inflation1)

general public have risen to the mid-2% level.
The long-term (five-year) inflation expecta-

CPI excluding food & energy
CPI excluding agricultural products & oils
CPI excluding food & energy (excluding administered prices)

20

(%)

(%)

3

3

2

2

1

1

tions of a group of experts (survey conducted
by Consensus Economics48)) have risen to near
the 2% level.

Figure I-22. Inflation expectations
General public1)2)

Experts1)3)

Consensus Economics short-term1)
Consensus Economics long-term3)4)
0

(%)

0

-1
18.1

(%)

4

4

3

3

2

2

1

1

-1
7

19.1

7

20.1

7

21.1

7

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

Figure I-21. Contribution of administered prices
to core inflation1)

0

Core inflation2) (left)

0
18.1

Contribution of administered prices2) (right)
(%)

(%)

2

7

19.1

7

20.1

7

21.1

7

Notes: 1) Expected CPI inflation rates for the next 12 months.
1.0

2) Based on new samples since September 2018.
3) S
 urveyed four times a year (in the first month of every quarter).

1

0.5

0

0.0

-1

-0.5

-2

-1.0

4) Expected CPI inflation rates after five years.
Sources: Bank of Korea, Consensus Economics.

Housing sales prices continue to rise
Nationwide housing sales prices sustained
high rates of increase this year.49)50) The ex-3
18.1

-1.5
7

19.1

7

20.1

7

21.1

7

Notes: 1) Excluding food & energy.
2) Year-on-year.
Sources: Bank of Korea, Statistics Korea.

pectations for housing price growth appear
to be rising again51), driven by anticipation for
reconstruction in certain areas of Seoul, and
by the progress expected in establishing GTX

48) The figures are results of surveys of domestic and foreign investment banks, securities companies and market research institutions conducted by Consensus Economics.
49) Nationwide housing sales prices rose by 0.7% in May, 0.8% in June and 0.9% in July.
50) In August, nationwide apartment sales prices increased by 0.28% in the first week, 0.30% in the second, 0.30% in
the third, 0.30% in the fourth, and 0.31% in the fifth week.
51) The Consumer Sentiment Index (CSI) for future housing prices stood at 124 in May, 127 in June, 129 in July and 129
in August.

(Great Train eXpress, a high speed railway)
in the Seoul Metropolitan region. By region,
the steep uptrend52) was observed mainly in
Gyeonggi province and Incheon for the Seoul
Metropolitan region, and the high growth
trend53) has also continued in metropolitan

Nationwide leasehold (jeonse ) deposit prices
rose at a slower pace in both the Seoul Metropolitan area and other areas during the second
quarter, albeit remaining at levels higher than
previous years. The rate of growth modestly
picked up pace in July, as leasehold (jeonse )
demand expanded owing to housing demolition and moving related to reconstruction,
and to those who are waiting to apply for new
apartment subscription in the third phase new
residential towns.

Table I-11. Rates of increase in housing sales and
leasehold ( jeonse ) deposit prices1)
(%)

2020

2019

Year Year Q3
Housing sales prices
Seoul Metropolitan area
(Seoul)
Other areas

-0.4 5.4

1.5

0.5 6.5 1.8
1.2

2.7

1.4

-1.1 4.3 1.3

2021
Q4

Q1

Q2 Jun. Jul.

1.8

2.4 2.2 0.8 0.9

1.5 3.0 2.8
0.6

1.3

1.0

1.2

1.2 0.5 0.6

2.0 2.0

1.6

0.6 0.6

Sales prices of apartments
12.2 12.8 5.4 3.4 3.4
for reconstruction

3.1

1.1

Leasehold ( jeonse ) deposit
-1.3 4.6
prices

1.2 0.5 0.6

Seoul Metropolitan area -0.8 5.6

1.3

2.1

1.8

0.8

1.6 2.2 1.9

1.3 0.5 0.8

(Seoul)

-0.4 3.7

1.1

1.5

1.2

0.7 0.4 0.5

Other areas

-1.7 3.7

1.0

2.0

1.7

1.1

0.4 0.4

Note: 1) Compared with the last survey dates of the previous period.
Sources: Korea Real Estate Board, Real Estate 114.

52) In July 2021, housing sales prices rose by 1.5% (1.0% in May and 1.3% in June) in Gyeonggi province and 1.3% (1.4%
in May and 1.5% in June) in Incheon.
53) Housing sales prices in metropolitan cities other than Seoul rose by 0.7% in July 2021 (0.7% in May and 0.8% in
June).
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4. Financial and Foreign
Exchange Markets

Figure I-23. Yields on Korea Treasury Bond and
US Treasury Note
Korea Treasury Bond (3-year) yield
Korea Treasury Bond (10-year) yield

22

3-year Korea Treasury bond yield rises
and 10-year yield declines
While the 3-year Korea Treasury bond yield
rose significantly, the 10-year yield declined
sharply, showing differences in yields by maturity. The 3-year bond yield increased rapidly

US Treasury Note (10-year) yield
(%)

(%)

4

4

3

3

2

2

from 1.12% at end-May to 1.50% in mid-July,
on the possibility that the policy rate would be

1

1

raised this year. Although the bond yield fluctuated due to adjustments after a short-term
spike and publication of major economic indi-

0
0
18.1

7

19.1

7

20.1

7

21.1

7

Sources: Korea Financial Investment Association, Bloomberg.

cators at home and abroad, it generally moved
at around 1.40%, owing to the sustained an-

Short-term market interest rates rise

ticipation for upward adjustment to the policy
rate. In the meantime, the 10-year yield posted

Short-term market interest rates moved up

2.20% in early June after showing a continued

on the back of expectations for a rising policy

uptrend since August last year, but reversed

rate. The Monetary Stabilization Bond (91-

to a decline thereafter due to the fall in the 10-

day) rate has risen rapidly since June on the

year US Treasury Note yield and the easing of

anticipation for the policy rate to be raised

concerns about Korea Treasury Bond supply

within this year. CD rates (91-day) increased

and demand conditions. It has been moving

but at a slower pace than that of the Monetary

in sync with the interest rates in the US since

Stabilization Bond (91-day) rate, as purchase

July, recording a downslope in general.

demand remained solid due to the RP market
regulation. 54) CP rates (91-day, rated A1) remained at their end-May levels.

54) Starting from July 2020, RP sellers are required to hold a certain proportion of their outstanding RPs in cash equivalents (cash, deposits, CDs, etc). This regulation was initially implemented at a relatively lenient level (1% for overnight RPs in July 2020 → 10% for overnight RPs, 5% for 2~3-day RPs, and 4~6-day RPs from August 2020 to April
2021) to reduce the implementation burden on RP sellers under the pandemic situation, but was normalized in May
2021 (20% for overnight, 10% for 2~3-day, and 5% for 4~6-day RPs).

Figure I-25. Corporate bond yields and credit
spreads1)

Figure I-24. Short-term interest rates1)
CD (91-day)

CP (91-day)

Monetary Stabilization Bond (91-day)
(%)

(%)

2.5

Corporate bond yield (AA-)

Corporate bonds (A-) -

Corporate bond yield (A-)

Corporate bonds (AA-) (left)

Treasury bond yield

2.5

Corporate bonds (A-) Treasury bonds (left)
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Corporate bonds (AA-) Treasury bonds (right)
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0.0

0.0
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7

Note: 1) Monetary Stabilization Bond rates based on average rates
estimated by private credit rating agencies; CD and CP rates
based on final quoted yields.
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0.5
19.1

Source: Korea Financial Investment Association.
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0.5
7

20.1

7

21.1

7

80
19.1

20
0
7

20.1

7

21.1

7

Note: 1) 3-year maturity basis; Treasury bond yields based on final

Corporate bond credit spread narrows
for subprime

Source: Korea Financial Investment Association.

The credit spread for corporate bonds (3-

Bank lending and deposit rates rise

quoted yields, and corporate bond yields on average yields
estimated by four private credit rating agencies.

year) showed differences by credit rating. The
credit spread for prime bonds (rated AA-)

Bank lending rates (new loans basis) moved

narrowed significantly, affected by the change

up since June, driven mainly by household

of benchmark treasury bond,

but returned

lending. Household lending rates rose quite

to the previous level (42bp) after end-July.

substantially as banks repeatedly raised

Since then, the spread generally remained at

spreads in order to manage the pace of house-

this level. For subprime bonds (rated A-), on

hold debt growth, amid rising short-term

the other hand, the credit spread continued

market interest rates. Corporate lending rates

its downtrend due to incentives for yield and

also rose, but the pace was slower56) because

risk appetite, remaining below the measure

of the increased lending to borrowers with

at end-May (134bp). As a result, the spread

high credit ratings and expanded collateral-

between different credit ratings (A- and AA-)

ized and guaranteed loans, as well as supply

has also narrowed.

of COVID-19 financial support. As for deposit

55)

rates (new deposit basis), all wholesale fund55) Due to the change of benchmark treasury bonds (3-year), the base yield of Korea Treasury Bonds (3-year), serving
	as the basis for credit spread calculation, rose from 1.14% on June 9 to 1.28% on June 10, causing the credit
spreads for both prime and subprime bonds to contract by 10bp.
56) Household lending rates (weighted average, new loans basis) between June and July rose by 10bp (2.89% in May
→ 2.99% in July), while corporate lending rates climbed by a mere 2bp (2.67% → 2.69%).
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2.0

ing rates were elevated including time deposit

semiconductor sector and the possibility of an

and bank debenture rates.

early tapering by the US Federal Reserve. The
stock price volatility index (V-KOSPI) showed

24

stable movements at a low level.

Figure I-26. Bank lending/deposit rates and
spread
Lending rate (left)

Figure I-27. KOSPI and stock volatility index

Deposit rate (right)

Spread between lending and deposit rates (right)
(%)

(%, %p)
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Source: Korea Securities Computing Corporation.

Stock prices decline after recording
all-time high

Bond investment by foreigners increases
while stock investment declines

Stock prices (KOSPI) reached a historic high
in early July (3,305 on July 6), after surging in

Foreigners’ domestic securities investment in-

June thanks to improved domestic and global

creased overall, as a decline in their stock in-

economic indicators, anticipation for economic

vestment was outweighed by a large increase

reopening and expectation for the US Federal

in their bond investment.

Reserve to maintain its accommodative policy
stance. The index hovered around 3,250 until

Bond investment rose sharply driven by ro-

early August as a mix of decreasing factors

bust domestic economic fundamentals and

and increasing factors came into play, the for-

relatively high domestic yields. It surged by

mer including the spread of the Delta variant

approximately 10 trillion won in June, fol-

and a plunge in China’s stock prices , and the

lowed by another increase in July by a larger

latter including an improvement of economic

margin than in previous years. As a result, the

indicators at home and abroad. However, the

margin of increase in foreigner’s outstanding

index fell substantially entering mid-August

bond holdings for this year as of August 25

due to concerns over a slowdown in the global

(46.9 trillion won) exceeded the largest annual

57)

57) China’s stock prices plunged (-5.3% on July 24~28) following the Chinese government’s announcement that it
would tighten regulation on the corporate sector, including a ban on private tutoring (July 24).

increase recorded (32.0 trillion won in 2007),
and the outstanding balance stood at an all-

Figure I-29. F
 oreigners’ net stock purchases1)2)
and share in total holdings1)3)

time high of 196.9 trillion won.

Net stock purchases (left)

Share in total holdings (right)

(trillion won)

(%)

10

Figure I-28. Changes1) in and balances1) of
foreigners’ bond holdings

37
36

5

35

Balances (right)

(trillion won)

34

(trillion won)
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Notes: 1) Based on August 25 for August 2021 figures.
2) Sum of net purchases in KOSPI and KOSDAQ markets.
3) Based on stock market capitalization.
Source: Korea Securities Computing Corporation.
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7
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7
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7

Note: 1) Based on August 25 for August 2021 figures.
Source: Financial Supervisory Service.

Corporate lending grows in size
Direct and indirect corporate financing have

Foreigners engaged in a narrow net selling of

continued to grow rapidly since the second

stocks in June owing to pension funds’ prof-

quarter of this year.

it-taking following a spike in domestic stock
prices. In July, foreigners’ net selling height-

Corporate lending by banks sustained its

ened as global investor sentiment contracted

upward trend in the second quarter, driven

owing to the spread of the Delta variant. The

mainly by small and medium-sized enter-

net selling continued in August centering on

prises (SMEs). While lending to large enter-

global funds and pension funds, due to, for

prises inched up, SME lending exhibited rapid

example, concerns about a slowdown in the

growth owing to continued demand for oper-

semiconductor sector.

ating funds from SMEs and proprietary businesses, amid sustained support provided by
banks and specialized banks.58) SME lending
showed a sharp rise in July as well, as seasonal
factors came into play, such as refinancing of
bullet loans at the end of quarter and demand
for funds related to value-added-tax payments.
In the meantime, the margin of increase in
corporate lending by non-bank financial institutions also expanded significantly.

58) The measures adopted since the outbreak of COVID-19 remained in place, including the financial support program
for small businesses, policy financing for small, medium-sized and mid-market enterprises, and the maturity extension and loan deferment for businesses affected by COVID-19.
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Changes (left)

25

Household lending growth remains
steep

Direct funding by corporations remained favorable.

59)

Corporate bond issuance has been

recording positive net issuance 60) since the

26

second quarter for both prime and subprime

Growth in household lending (based on

bonds, thanks to solid investment demand.

deposit-taking institutions) accelerated com-

The issuance of stocks also continued to rise

pared to the previous quarter.

owing to large-scale IPOs61) by some companies.

The growth in household lending by banks remained steep in the second quarter. Mortgage
loans increased substantially on the back of

Table I-12. Corporate funding1)

continued demand for funds related to hous-

(trillion won, %)

2020

2019

Year Year Q2

Q3

ing purchases and leasehold (jeonse ) deposits,

2021

while the growth in other loans accelerated,

Q1 Q2 Jul.2)

Q4

90.2 169.6 62.9 32.9 26.6 38.9 40.9 ‥

affected by the demand for investment in

(9.0) (15.5) (14.7) (15.6) (15.5) (14.1) (11.5) ‥

risk assets including stocks in addition to the

47.7 110.8 44.5 19.6 12.4 24.1 21.9 11.3

demand for housing transactions and living

-1.8 20.9 10.9 -0.8 -4.8 1.2 0.6 2.3

costs. Mortgage loans continued to grow at a

SMEs

49.4 90.0 33.6 20.3 17.2 22.9 21.3 9.1

rapid pace in July, with other loans increasing

Non-banks4)

42.5 58.8 18.4 13.4 14.2 14.8 19.0 ‥

considerably, centering on unsecured loans,

Total
(Rate of change)

3)

Corporate Banks
loans
Large firms

Net corporate bond
15.8 15.5 7.8
issuance5)

Direct
Net CP·Short-term
funding
bond issuance6)7)
Stock issuance8)

0.3

3.0

1.7

due to demand for funds related to subscrip-

7.8 5.8 1.5

tion deposits for public offerings for instance.

2.3 -1.2 -1.8 -3.4 5.9 2.1 0.9

6.3 11.0 1.7

3.5

Growth in household lending by non-bank

5.1 8.9 5.8 1.8

depository institutions accelerated in the sec-

Notes: 1) Based on changes in balances during the periods.
2) Bank of Korea advance estimates for July 2021 figures.

ond quarter, driven by cooperatives and mu-

3) Year-on-year growth rate of loan balances.

tual savings banks, owing partly to increased

4) Loans by mutual finance, credit unions, Korean Federation
of Community Credit Cooperatives, and mutual savings

deposits and efforts to expand lending.

banks.
5) Corporate bonds issued through public offering by
non-financial corporations (excluding ABSs but including
P-CBOs).
6) Non-financial corporations.
7) Based on statistics provided by Yeonhap Informax, using
raw data given by Korea Securities Depository.
8) Initial public offerings and paid-in capital increases.
Sources: B
 ank of Korea, Financial Supervisory Service, Korea Securities Depository, Korea Credit Information Services.

59) The volume of stock and corporate bond issuance during the first half of this year hit a record high.
60) Net issuance by credit rating is as follows (public offering and general companies basis, ABS and P-CBO excluded).
(trillion won)

Prime bonds (rated AA and above)
Subprime bonds (rated A and below)

2019
Year
9.8
6.1

Year
10.9
0.5

Q1
3.0
-0.1

2020
Q2
6.4
-0.2

Q3
2.2
-0.6

Q4
-0.7
1.4

Q1
5.0
2.2

2021
Q2
4.8
-0.3

Jul.
-0.3
1.7

Source: Korea Securities Depository.

61) A number of companies including SK IE Technology (2.2 trillion won) and SD Biosensor (0.8 trillion won) have been
newly listed on the KOSPI and KOSDAQ markets between April and July 2021.

Korean won/US dollar exchange rate
rises

Table I-13. H
 ousehold lending by depository
institutions1)
(trillion won, %)

2019

2020

2021

Year Year Q2 Q3 Q4 Q1 Q2 Jul.2)
Total loans

56.3 108.1 18.3 32.1 37.5 26.3 29.9 ‥

(Rate of change )
3)

(4.9) (9.0) (6.5) (7.8) (9.0) (9.3) (10.1) ‥

generally fluctuated around 1,115 won-perdollar in early June, affected by the changes
in market expectations for the US Federal
Reserve’s policy stance, and then rose to the

Mortgages4)5)

45.8 68.3 13.9 16.6 19.3 17.1 13.3 6.1

1,130 won level on the unexpectedly hawk-

Others

14.9 32.2 4.1 12.3 11.5 3.6 7.6 3.6

ish June FOMC meeting results.62) In July, it
climbed even further to the 1,150 won level

Non-bank depository
institutions4)

-4.5 7.6 0.2 3.1 6.6 5.6 9.1

‥

Mutual finance

0.6 6.0 1.1 2.1 3.7 3.8 5.7

‥

heightened social distancing level.64) The mar-

Credit unions

gin of increase in the exchange rate narrowed

driven by the resurgence of COVID-1963) and

-0.8 -0.7 -0.4 -0.1 0.5 0.0 0.2

‥

Korean Federation
of Community
-6.8 -3.2 -1.3 -0.8 0.4 -0.1 0.5
Credit Cooperatives

‥

after end-July owing to Korea’s solid economic

Mutual savings
banks

2.6 5.5 0.9 1.8 2.0 1.9 2.5

‥

scale vaccination and vaccine procurement

Others6)

-0.1 -0.1 -0.1 0.0 0.1 -0.1 0.0

‥

Notes: 1) Based on changes in balances during the periods.
2) B
 ased on Bank of Korea advance estimate for July 2021
figures.
3) Year-on-year growth rate of loan balances.
4) Including mortgage transfers by Korea Housing Finance
Corporation.
5) Including housing-related loans, such as loans for leasehold
deposits, moving expenses and intermediate payments,
that are not collateralized by houses.
6) Trust accounts of banks and postal savings.
Sources: Bank of Korea, Korea Housing Finance Corporation.

indicators65) and the announcement of largeplans.66) However, it accelerated again entering
mid-August, reaching a new all-time high for
the year (1,179.6 won on August 20), affected
by the massive sell-off of domestic stocks by
foreign investors out of concerns about the
potential sluggishness in the semiconductor
industry, the possibility of an earlier start of
tapering by the US Federal Reserve 67), and
the resurgence of COVID-19 at home and
abroad.68)

62) Market participants perceived the hike in the dot plot of policy rate projections (median basis) from 0.1% to 0.6% for
end-2023 in the Summary of Economic Projections (SEP) announced after the June FOMC meeting as more hawkish
than expected.
63) Number of new COVID-19 cases in Korea (daily average, cases): 591 in May 2021 → 554 in June → 1,335 in July
(source: Korea Disease Control and Prevention Agency).
64) The government raised the social distancing measures to level 4, the highest level (effective from July 12, 2021), for
the Seoul Metropolitan area, and then raised the measures to level 3 outside of the Seoul Metropolitan area (effective
from July 27).
65) Real GDP (relative to the preceding quarter): 1.7% in Q1 2021 → 0.8% in Q2 (preliminary).
66) The government announced a plan (August 4, 2021) for 70% of the population (36 million people) to have gotten at
least one shot of COVID-19 vaccine by September and announced that it is in the final stage of negotiation for procuring 50 million doses for next year.
67) According to the minutes of the July FOMC meeting issued on August 18, 2021 most participants assessed that,
if economic conditions develop as expected, it could be appropriate to start slowing the pace of asset purchases
this year.
68) Amid a rising number of newly confirmed COVID-19 cases, the number of new cases in Korea hit a record high,
reaching 2,221 on August 11, 2021 (source: Korea Disease Control and Prevention Agency).
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ized banks4)

The Korean won/US dollar exchange rate

The Korean won/Japanese yen exchange rate
also rose, showing similar movements to the

Figure I-31. KRW per USD exchange rate volatility1)

won/dollar rate, affected by domestic and
global developments related to COVID-19 and
28
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changes in market expectations for the US
Federal Reserve’s policy stance.

Figure I-30. Exchange rates
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Note: 1) Daily change rate of the exchange rate.
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Source: Bank of Korea.

The swap rate (3-month) rose rapidly on the
widening spread between international and
domestic interest rates due to the possibility of

800

800
18.1

7
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7
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7

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

upward adjustment to the Base Rate in Korea,
and on continued predominance of supply in
foreign currency funds in line with NDF purchases69) by offshore investors and increases
in domestic bond investment by foreigners.

The volatility in the Korean won/US dollar

It then retraced the gain from mid-August,

exchange rate (day-to-day change) expanded

affected by shrinking investor sentiment and

temporarily, affected by unexpectedly hawk-

institutional investors’ demand for foreign

ish FOMC meeting results in mid-June, but

currency funds for the purpose of overseas

has generally moved up and down within the

investment.

average range this year.

69) Foreign exchange banks cleared an NDF (Non-Deliverable Forward) selling position generated by NDF buying by
offshore investors through swap transactions (spot exchange selling and forward exchange buying) and spot exchange purchases, and this exerted upward pressure on the swap rate.

Figure I-32. D
 omestic/international interest rate
spread1) and swap rate

Figure I-33. Financial Conditions Index1)
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Note: 1) If the figure is above (below) zero, the long-term equilibrium,
it means that financial conditions are accommodative (tight).
The analysis period is from January 2000 to July 2021.
Source: Bank of Korea.

Note: 1) Y ield on Korean Monetary Stabilization Bonds (MSBs)
(3-month) - LIBOR (3-month).
Source: Bank of Korea.

Figure I-34. G
 rowth rate of key money supply
indicators1)

Financial Conditions Index rises, and
liquidity growth continues

M1 (left)

M2 (right)
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The degree of easing in the Financial Conditions Index70) (FCI) expanded in July this year
compared to April, affected by the decline in
real short-term interest rates and increases in
exchange rates and housing prices. M2 (broad
money) growth (average basis, year-on-year)
continued its high rate of growth in June at
over 10% as private credit expansion continued, led by household lending.
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6

Note: 1) Period-average basis; year-on-year.
Source: Bank of Korea.

70) The Financial Conditions Index (FCI) assesses whether financial conditions are accommodative or tight, and is calculated by standardizing the weighted sum of six major financial variables that are important in assessing financial
conditions, such as interest rates, exchange rates and stock prices.
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1

to disruptions in intermediate goods. With the

Box I-1.

recent global spread of the Delta variant, concerns are arising about a possible delay in the
easing of supply disruptions.

30

Assessment of Recent Global Supply
Bottlenecks

In this regard, we examine the current state of
supply bottlenecks and their impact on the following three sectors: semiconductors, where

As economic activity resumed rapidly this year

particularly severe supply disruptions have oc-

in several advanced economies, countries have

curred; ocean freight; and labor markets. We

experienced supply bottlenecks, where produc-

also review related risk factors.

tion lags behind the strong recovery in demand.
This has led to a sharp increase in order backlogs and a rapid decline in inventories in major

US order backlogs1)2) and customer inventories2)

economies.

Customer inventories

Order backlogs

(Reference point = 50)

Demand, which had contracted sharply during
the pandemic, rebounded quickly from the second half of 2020, driven mainly expenditures on
goods.1) The global supply chain, however, has
shown a limited recovery, owing to the semiconductor shortages and shipping disruptions.

(Reference point = 50)
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Although the recent increase in vaccinations has
contributed to improving services consumption2)
somewhat, labor supply, one of the key elements for service production, is improving rather
slowly.
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Notes : 1) O
 rders that were made by customers but have not been ful
filled by manufacturers.
2) Based on Purchasing Managers' Index (PMI).

Such supply bottlenecks have not only con-

Source : Institute for Supply Management.

strained production recovery amid soaring
demand growth in some sectors in major economies, but also exerted upward pressures on inflation by pushing up production costs. In Korea,
industries such as automobiles and construction, for instance, also experienced a production
slowdown in the second quarter of this year, due

1) In the US, consumption of goods and durable goods increased dramatically driven by growing non-face-to-face
demand, by 17.6% and 28.6%, respectively, in the second quarter of this year, relative to pre-pandemic levels (Q4
2019).
2) Compared to the preceding quarter, services consumption in the US grew by 1.3% in the fourth quarter 2020 and by
1.0% in the first quarter of 2021,. It grew even faster by 2.7% in the second quarter of this year.

operation of major car semiconductor factories,

Global prices of intermediate and final goods
Intermediate goods

leading to supply-demand imbalance in the first
half of this year. The recent spread of the Delta

Final goods

(Reference point = 50)

variant in Southeast Asia, where the back-end

(Reference point = 50)
80

80

chip manufacturing process (packaging and
testing) mainly takes place, also caused disrup-

70

tions in production of auto parts.

60

60

Automotive semiconductor shortages con-

50

50

strained production recovery in the short run
by reducing production of finished cars, and
also exerted upward pressures on inflation by
40

40
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17
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Sources: IHS Markit, JP Morgan.

pushing up car prices. In the United States, automotive production showed a trend of decline
till June this year, down by 31.2% in June relative
to January before rebounding considerably in
July. Used car prices skyrocketed4) because

Semiconductor shortages

of a shortage of new car supply and a drop in
Since the second half of 2020, demand for

inventory. In Korea, auto production declined

autombile semiconductors has soared in line

between March and May, before turning to an

with the fast recovery in automotive demand,

increase in June, up 6.4% month on month. Ac-

while supply has been constrained, as a result

cording to IHS Markit’s recent forecasts, global

of reshoring of chip manufacturing plants and

automotive production will decline by 7.5 to 8.4

natural disasters. This has led to an imbalance

million units due to auto chip shortages this year,

between auto chip supply and demand.

which amounts to 8.4 to 9.4% of the annual pro-

3)

duction in 2019.
At the onset of the pandemic, semiconductor
producers converted their auto chip production
facilities to making chips for IT devices, expecting a drop in car demand. However, car sales
rebounded rapidly afterwards, and demand for
auto chips soared, resulting in chip shortages.
In addition, natural disasters including a cold
snap in Texas in the United States, a factory fire
in Japan’s Renesas Electronics Corporation,
and a severe drought in Taiwan reduced the
3) In reflection of this imbalance, chip lead times (average time from order to delivery) increased steeply from 13.1
weeks in January to 20.2 weeks in July 2021.
4) After recording 3.2% in 2020 year-on-year, the prices of used vehicles soared by 21.0% in April 2021 and further up
by 41.7% in July.
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Global automotive production and growth of US
used car prices1)
Automotive production (left)

Used car price growth (right)

(million)

(YoY, %)
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nese container terminals of Yantian and Ningbo-Zhoushan, for instance, were closed temporarily due to the spread of the Delta variant.
As for shipbuilding, new orders have increased
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sharply this year after plunging at the onset of

25

the pandemic, but expanding supply in a short

20

period of time will be difficult6) as shipbuilding
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takes a long time.

10
80

5
0

70

-5
-10

60
16

17

18

19

20

21

Note: 1) Based on the US CPI; 2021 figure based on January~July
average.
Sources: U.S. Bureau of Labor Statistics, IHS Markit.

Disruptions in ocean freight are likely to constrain production recovery by delaying delivery
of goods, while adding to the cost burden for
corporations due to higher logistics costs. Some
manufacturing and construction companies in
the US and Europe have actually experienced
production constraints7), as shipping disruptions
delayed the supply of raw materials and intermediate goods. The sharp rise8) in shipping rates
could also worsen profitability particularly for

Shipping disruptions

SMEs by increasing their cost burden, as they
The global trade volume has picked up rapid-

cannot easily pass through into prices or adjust

ly since the second half of 2020, but shipping

supply chains.

5)

disruptions have continued, driven by port
congestion in major countries and shortages of
container ships.
Cargo volumes increased sharply in major ports,
while unloading containers was delayed due to
tougher border controls and operational disruptions by the spread of the pandemic, thereby
aggravating shortages of available ships and
containers. In the United States, West Coast
ports where imports from Asia are concentrated
experienced severe delays, while the major Chi5) The global trade volume (CPB basis) plunged early in the pandemic and then recovered quickly afterwards, up 7.6%
in June this year compared to the pre-COVID level (February 2020). Moreover, the level was 7.6% higher in June
compared to February 2020.
6) The monthly average of new shipbuilding orders worldwide dropped from 112 per month in 2019 to 80 per month in
2020, and then rose to 143 in the first half of 2021 (Clarksons).
7) According to the US Census Bureau, 64.6% of manufacturers and 58.5% of construction companies reported experiencing supply delays in July 2021, which is up by 27.4%p and 18.6%p, respectively, compared to August 2020.
8) Recently, the Shanghai Containerized Freight Index (SCFI) rose fivefold from the pre-COVID level (average for 2019).

Slow recovery in labor supply

Ports congestion

As economic activities have reopened in major

US West coast port congestion (left)
Days of delay for global containers (right)

advanced economies, job openings9) have in-

(10,000 TEU)
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80

creased rapidly across industries generally. Despite this trend, labor supply has improved rela-

7

5
4

40

3

burden and wider provision of unemployment
benefits.
In the United States, 22.7 million jobs were lost
immediately after the pandemic outbreak (April
2020), of which about three-quarters were later

2

20
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7

20.1

7
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7

recovered. The labor force participation rate,
however, still remains far below10) the pre-COVID

Sources: Clarksons, Sea-Intelligence.

level. By group, the recovery in labor force
participation was found to be relatively slow11)

Shipping rates

among the elderly, women, and those with less
than a high school education.

Shanghai Containerized Freight Index (left)
Baltic Dry Index (left)
World Container Composite Index (right)
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Sources: U
 .S. Bureau of Labor Statistics, UK Office of National Statistics.

9) In the United States, job openings dropped sharply upon the pandemic outbreak, and picked up rapidly afterwards,
with the figure for the second quarter of this year 33.8% higher than the pre-COVID level (average for 2019). The
United Kingdom also saw a higher growth in job openings at 4.6% compared to the pre-COVID level.
10) The US labor force participation rate fell to 60.2% in April 2020, and climbed to 61.7% in July 2021, still remaining
below the pre-COVID level of 63.6% (February 2020).
11) Changes in labor force participation rates (in July 2021 relative to February 2020, in %p): -1.1 for ages 25 to 55 and
-1.9 for ages over 55 (by age); -0.8 for men and -1.3 for women (by gender); and -0.8 for college degree and above
and -3.0 for high-school degree and below (by education level).
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60

tively slowly due to the risk of infection, childcare

33

the soaring demand for goods in major econ-

Number of employed persons and labor force
participation rate in the US

omies recovering from the pandemic, followed
by the recent gradual improvement in services

Changes in the number of employed persons (left)

consumption, outpacing the slow improvement

Labor force participation rate (right)
(compared to Feb. 2020, million persons)
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in supply capacity due to global supply chain

(%)
64

0

disruptions and labor supply shortages. The
supply bottleneck has constrained recovery in

-5

63

production particularly in some sectors amid
growing demand, while also exerting upward

-10
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pressures on inflation.
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The general consensus is that this supply bot-

-15

-20

tleneck is likely to ease gradually as economies
60
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Source: U.S. Bureau of Labor Statistics.

reopen more actively going forward. Major institutions forecast13) that supply disruptions will be
alleviated through adjustments in production and
logistics and increased investment, as demand

The sluggish recovery in labor supply sup-

shifts gradually from goods to services in line

pressed production recovery in some sectors

with expanded vaccine rollouts. The labor short-

where economic activities were resumed while

ages in the United States are also likely to ease

pushing up wages. Although production has

gradually, as the extended unemployment bene-

been resumed both in the manufacturing and

fits expire and schools reopen in September.

services sectors, the normalization of production and operation has been constrained in

However, the possibility of further disruptions

some sectors that have difficulty with recruiting.

in production and shipping due to the recent

In order to hire new recruits and retain existing

spread of the Delta variant poses risk to the

staff, employers boosted incentives including

pace of easing in the future supply bottleneck.

pay raises. As a result, reopened sectors such

Improvement could be delayed14) further if the

as entertainment & leisure, transportation, and

supply chain disruptions for semiconductors are

retail trade are seeing high wage growth relative

prolonged in Asia, the global base for produc-

to demand for labor.

tion. In this regard, it is necessary to scrutinize
the future developments of supply bottlenecks,

Assessment

and their impact on domestic and global growth
and prices.

The recent supply bottleneck is attributed12) to

12) The COVID-19 pandemic, which is a health crisis, has delivered shocks to both demand and supply capacity unlike
conventional economic shocks.
13) In its July Monetary Policy Report, the US Federal Reserve forecasted a rebound in production, as the supply and
distribution chains will be adjusted in response to bottlenecks.
14) Some institutions such as IHS Markit, for example, projected that in consideration of the Asian circumstances,
stabilization of the automobile semiconductor supply will come later than expected (August 2021).

assesses various price indicators2) with a view

Box I-2.

to assessing the trend of underlying inflation,
including core inflation excluding administered
prices.

Assessment of Underlying Inflation
Inflation rates

well above 2% for five consecutive months since

CPI

April 2021. Recent developments in inflation

Core CPI excluding administered prices

were partly influenced by noise. First of all, highly

Core CPI1)

(YoY, %)

(YoY, %)
4

4

volatile agricultural and livestock prices as well
as petroleum prices sustained their steep up-

3

2.6

3

trend, with substantial impacts coming from the
base effect of a plunge in international oil prices
last year. In terms of core CPI1) excluding food
and energy, the administered prices directly and
indirectly affected by government policies are

1.8

2

2

1.3
1

1

0

0

working as significant noise when identifying the
trend of underlying inflation. Hence, it has become important that we remove the noise to assess the trend of underlying inflation. This paper

-1
18.1

-1
7

19.1

7

20.1

7

21.1

7

Note: 1) Excluding food and energy.
Sources: Statistics Korea, Bank of Korea.

Indicators of underlying inflation

Indicator

Weights1)

Contents

Core CPI excluding
administered prices

60.2

Additionally excludes administered prices from core CPI which already excludes highly volatile
items such as food and energy.

Trimmed-mean CPI

75.0

Excludes outliers (highly volatile items)2) from distribution of CPI-item inflation

Weighted median CPI

-

Sticky-CPI excluding
administered prices

34.8

Supercore
UIG4)

Variable
-

Weighted-median CPI from distribution of CPI-item inflation (weights accounted).
Calculated using CPI items (excluding administered prices) that change prices relatively slowly.
Calculated using items3) under core CPI that respond sensitively to GDP gap (corresponds to
ECB’s Supercore)
Extracted persistent part of the common component5) from CPI-item inflation via a model.

Notes: 1) Share of CPI (weight basis).
2) Excluding bottom 13% and top 12%.
3) Newly selected every quarter through Phillips curve approximation.
4) Underlying Inflation Gauge.
5) Persistent part of the common component refers to the part with over 25 months of price cycleamong the components that commonly
affect CPI-item inflation. Extracted two components (Common Component 1 and Common Component 2) that have the highest commonality and used in the analysis hereunder.

1) Core inflation (excluding food and energy), which hovered around the 0% level for the past 2 years, rose to the lower-1% level entering Q2 this year.
2) For further details on indicators of underlying inflation, refer to “Assessment of Underlying Inflation” (BOK Issue Note
2021-21).
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The Consumer Price Index (CPI) has remained
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Recent developments

Comparison with CPI inflation

After slowing considerably affected by the

Underlying inflation (average)

COVID-19 shock in spring last year, indicators of
underlying inflation have been accelerating rapid36

CPI

(YoY, %)

(YoY, %)

3

2.6

ly since March this year. In particular, since April,
the rate of growth of underlying inflation indicators

1.9

2

(average basis3)) has been exceeding4) the level
measured in January last year (1.4%), immediately

3

2

1.6
1

1.4

1

before the outbreak of the pandemic.
0

0

Underlying inflation
-1

-1
20.1

4

7
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21.1

4

7

Core CPI excluding administered prices
Trimmed-mean CPI

Weighted median CPI

Sources: Statistics Korea, Bank of Korea staff calculations.

Sticky CPI excluding administered prices
Supercore

UIG

(YoY, %)

In the meantime, underlying inflation tends to

(YoY, %)
3

3

show lower volatility and higher sustainability
compared to the CPI, as noise has been re-

2

2

moved. The rate of increase in underlying inflation measures last year was on average 0.4%p
higher than the CPI, but was 0.5%p lower be-

1

1

tween January and August this year, when the
impacts of base effects and supply-side factors
were substantial.

0

0
20.1

4

7

10

21.1

4

7

Source: Bank of Korea staff calculations.

3) An average of six underlying inflation indicators has been used for convenience, but the average does not serve as a
representative indicator.
4) Growth rate of indicators of underlying inflation (average basis) dropped to 0.6% in April last year (compared to the
same month of the preceding year), but rose to 1.2% in March, 1.6% in April and 1.9% in August this year.

Comparison of margin of increase
Underlying inflation1)

CPI-item inflation distribution1)

CPI

Apr. 2020

(YoY, %)

(YoY, %)
2.2

2.2

Aug. 2021

Weighted median

(Probability density, %)

(Probability density, %)
12

12
0.3

2.0

-0.5%p

1.8

8

1.4

1.4

1.0

1.0
1.0

4

4
+0.5%p
0.6

0.6
0.5

0.2

0.2
2020 2)

0

0

Jan.~Aug. 20212)

Notes: 1) Average basis.
2) Average of monthly increase.
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Note: 1) Approximation using inverse Gaussian distribution.
Source: Bank of Korea staff calculations.

Sources: Statistics Korea, Bank of Korea staff calculations.

Characteristics of the trend in recent un-

The underlying inflation with noise removed

derlying inflation

showed a link with the business cycles, based
on its correlation coefficient with economic in-

Based on the recent accelerating uptrend of

dicators. It appears to have been accelerated

underlying inflation measures, inflationary pres-

reflecting the recent economic recovery.

sures appear to be expanding to sectors in
general, not limited to certain products. As the
distribution of CPI inflation of individual products

Underlying inflation and Coincident Composite
Index1)2)

has moved upward, the weighted median infla-

Underlying inflation average (left)

tion increased significantly by 1.1%p, from 0.3%
in April last year to 1.4% in August this year.

Coincident Composite Index (right)
(YoY, %)

(YoY, %)
8

3

6
2
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2
1
Correlation
coefficient: 0.72

0
16

0

-2
17
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21

Notes: 1) Correlation coefficient is calculated for the period between
January 2013 and July 2021. During the same period, the
correlation coefficient between CPI and Coincident Composite Index was 0.58.
2) Shaded area refers to the range of underlying inflation.
Sources: Statistics Korea, Bank of Korea staff calculations.
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1.8

For example, the accelerating uptrend of Supercore, which reacts sensitively to the GDP gap,

Underlying inflation and inflation expectations1)2)

implies a narrowing slack from the sustained

Underlying inflation average (left)
Inflation expectation of general public (one-year ahead, right)

economic recovery since the second half of last
year. In addition, Common Component 2, one
38

(YoY, %)

(%)

3

4

2

3

of the components of the Underlying Inflation
Gauge (UIG) closely linked with the business cycle, has recently been rising rapidly.

Supercore1)

2

1

Supercore (left)

Correlation
coefficient: 0.87

Coincident Composite Index (right)

(YoY, %)

(YoY, %)
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1
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Notes: 1) Correlation coefficient is calculated for the period between
2

January 2013 and August 2021.
3

2) S
 haded area refers to the range of underlying inflation
indicators.
Sources: Bank of Korea, Bank of Korea staff calculations.
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For instance, Common Component 15), one of

Correlation
coefficient: 0.62

the components of the UIG closely linked with
-3

19

20

21

Note: 1) Correlation coefficient is calculated for the period between
January 2013 and July 2021.
Sources: Statistics Korea, Bank of Korea staff calculation.

inflation expectations, has recently been showing
a steep rise. In particular, the sticky-price CPI
consisting of products with infrequent price adjustment6) has also been accelerating, exhibiting
tighter links with inflation expectations compared

Lastly, underlying inflation indicators, which have

to the flexible-price CPI.

low volatility and high sustainability, are showing
a close link with inflation expectations. Reflecting
the recent expansion of underlying inflationary
pressures, expected inflation appears to have
been increasing as well.

5) A mong the medium- to long-term common components of the UIG, the components of the highest commonality
(Common Component 1) are analyzed to have strong links with expected inflation. For further details, refer to Annex 2
of “Assessment of Underlying Inflation” in BOK Issue Note 2021-21.
6) Such products include those whose prices change infrequently due to factors such as the menu cost.

lying inflation indicators, it is assessed that un-

UIG and inflation expectation1)

derlying inflation has expanded sharply entering
this year. In light of the characteristics of the re-

UIG Common Component 1 (left)
Expected inflation by general public (one-year ahead, right)
(%)

cent underlying inflation trends, the CPI inflation

(%)
4

1

is forecast to gradually slow going forward as
the effects of supply-side factors subside, while

3
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-1
Correlation
coefficient: 0.77

1
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Note: 1) Correlation coefficient is calculated for the period between
January 2002 and August 2021.
Sources: Bank of Korea, Bank of Korea staff calculation.

Sticky-price CPI excluding administered prices
and inflation expectation
Sticky-price CPI excluding administered prices (left)
Inflation expectation of general public (one-year ahead, right)
Inflation expectation of Consensus Economics (five-year
ahead, right)
(YoY, %)
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Sources: C
 onsensus Economics, Bank of Korea, Bank of Korea staff
calculation.

Overall Assessment
Based on the evaluation of inflationary pressures
in the medium-term horizon from various under-

owing to sustained economic recovery.
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underlying inflation is expected to gradually rise

39

decelerated slightly from the second half of last

Box I-3.

year but increased sharply from the average
of previous years (2017~2019). By sector, the
growth of household loans by banks somewhat

40

Assessment of Recent Trend in Household Lending by Financial Institutions

decreased compared to the second half of last
year to reach 51.4 trillion won, while the amount
of increase in household loans by non-banks4)
continued with a rise amounting to 28.3 trillion
won. This analysis examines major characteris-

(Recent trend)

tics of growth in household loans this year and
Household lending by the financial sector be-

draws implications from them.

tween January and July this year increased by a
total of 79.7 trillion won, sustaining high growth
following the second half of last year. Looking at

Changes in household loans by financial sector
(changes in outstanding balance, trillion won)

the lending during the first half (64.3 trillion won),

2017~
20192)

the period between January to July showed the
largest growth since the commencement of re-

1H

1H

2H

Jan.~
Jul.

Overall financial
31.3
sector

37.5

77.0

79.7 30.3 34.0 15.4

·Mortgage loans1) 17.2

28.8 38.4 43.5 20.3 15.9

7.4

8.8

lated statistics compilation in 2008, and household lending in July rose to approximately twice
the average of previous years (7.1 trillion won
for the July average between 2017 and 2019).

·Other loans

14.1

Its growth rate1) exceeded 8% year-on-year in

·Banks

23.1 40.6 59.9

November last year, and has remained high at

·Non-banks

8.1

around 10% since April this year.

2021

2020

-3.1

38.5 36.1
51.4

16.8 28.3

Q1

10.0

Q2

Jul.3)

18.1

8.0

20.7 20.9

9.7

9.5

5.7

13.1

Notes: 1) Including policy mortgage loans of the Korea Housing
Finance Corporation.

By loan type, mortgage loans and other loans2)
between January and July 2021 went up by
43.5 trillion won (monthly average of 6.2 trillion
3)

2) Average of first halves between 2017 and 2019.
3) B
 ased on the preliminary figure (as of end-August, 2021) by
the Bank of Korea.
Sources: Bank of Korea, Korea Housing Finance Corporation.

won) and 36.1 trillion (5.2 trillion won), respectively, showing that the pace of their growth

1) Growth rate of household lending in the financial sector (year-on-year, %): 5.7 in June 2020 → 8.2 in November →
10.3 in April 2021 → 9.8 in June → 10.2 in July.
2) Mortgage loans include housing-related loans such as loans for leasehold (jeonse ) deposits, moving expenses and
intermediate payments that are not collateralized by houses. Other loans contain credit loans, non-housing loans,
loans against time deposits and installment savings.
3) Mortgage loans (monthly average of the period, trillion won): 3.3 in 2017~2019 → 4.8 in H1 2020 → 6.4 in H2 2020 →
6.2 in January~July 2021.
	Other loans (monthly average of the period, trillion won): 3.0 in 2017-2019 → 1.5 in H1 2020 → 6.4 in H2 2020 → 5.2 in
January~July 2021.
4) Non-banking sectors in the analysis hereunder are based on credit cooperative institutions (mutual credit cooperatives, community credit cooperatives, and credit unions), savings banks, insurance companies, and credit-specialized financial companies.

priced houses, and for leasehold (jeonse ) de-

Household loans1) in financial sector and household debt to nominal GDP ratio2)
Mortgage loans (left)

posits, despite the government’s real estate
policies and tighter lending regulations.5) Taking

Other loans (left)

a detailed look, it is analyzed6) that demand for

Growth rate in household loans (right)

individual mortgage loans has been sustained,

Household loans/nominal GDP2) (further right)
(MoM,%)

(YoY, %)

(%)
12 120

30
20.Q4 103.4

10 110

20
19.Q4 95.0
15

8

100

6

90

4

80

2

70

0

60

in the non-regulated areas whose lending regulations including the LTV are relatively less tight.
As a result, policy mortgage loans targeted for

10
5
0
-5
-10
19.1

7

20.1

7

21.1

71)

Notes: 1) Based on Bank of Korea’s preliminary figure (as of end-August, 2021).
2) It is calculated to divide the loans on the flow of funds chart
and outstanding government loans during the quarter by the

houses worth 900 million won or less and for
non-homeowners have increased substantially.
In addition, the surge in housing transactions
prior to the further designation of areas subject
to restrictions at the end of last year, as well as
home sales7) by owners of multiple homes in
line with the termination of the grace period for
heavy transfer tax and the hike in the compre-

sum of nominal GDPs of the corresponding quarter and the

hensive real estate tax seem to have affected

three previous quarters.

demand for individual mortgage loans. There

Sources: Bank of Korea, Korea Housing Finance Corporation.

has been steady demand for leasehold (jeonse )
deposit loans too, as the rise 8) in leasehold

First of all, mortgage loans have continued to

(jeonse ) deposits has not decreased due to con-

show strong growth, exceeding the levels of

cerns9) about a shortage of leasehold (jeonse )

previous years, due to the sustained demand

deposit house supply.

for loans for purchasing houses outside the
Seoul Metropolitan area and low-to-middle

5) In order to stabilize the real estate market and curb household debt, the government unveiled a plan to manage
household lending such as credit loans (November 2020), a massive home supply plan in the Seoul Metropolitan
area and other major cities (February 2021), and a household debt management plan (April 2021).
6) Based on the funding plans submitted to the Ministry of Land, Infrastructure and Transport, payments for housing
purchases, proportion of mortgage loans by house type, and proportion of time of moving into houses were estimated.
Based on the estimation results, demand for loans in the areas subject to adjustment in loan regulations and in the
non-regulated areas in the first half of this year accounted for 75.7% out of all regions, and demand for housing purchases worth 900 million won or less represented approximately 88.8% of the total.
7) Of the housing transactions in the regulated areas in the first half of this year, the requirement for moving in before
June represented 68% of the total transactions.
8) Rate of increase in apartment leasehold (jeonse ) deposit prices in Seoul Metropolitan area: 1.5% in 1H 2020 → 8.6%
in 2H 2020 → 8.5% January~July 2021.
9) The index showing supply and demand for apartment leasehold (jeonse ) deposit properties (nationwide, an index
exceeding 100 indicates that demand outpaces supply) exceeded 100 in July 2020 and has continued to show
greater demand than supply for apartments entering this year (104 in July 2020 → 120 in December → 116 in March
2021 → 118 in July).
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the areas subject to regulatory adjustment and

21.Q1 105.0

25

led by houses worth 900 million won or less in

Second, other loans have witnessed a steep

Changes1) in mortgage loans by type

rise due to households’ asset investments and
to increasing demand for living expenses and

Leasehold (jeonse ) loans

Individual mortgages
Group loans

business funds despite the tougher regulations

(trillion won)
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(trillion won)

50

50

40

40

30

30

20

20

10

10

0

0

on credit loans (Novermber 2020). In particular,
in line with retail investors’ stronger appetite for
profits, credit loans used for investment in risky
assets including stocks have surged. Amid the
soaring issuance of corporate stocks through
initial public offerings (IPOs) this year, credit
loans rose steeply during large-scale IPO subscriptions.10) Furthermore, some of the loans are
estimated to have flowed into asset markets in-

-10

-10
1H 18

2H 18

1H 19

2H 19

1H 20

2H 20

1H 21

21.72)

cluding stocks and cryptocurrencies without being repaid. Higher demand for funds11) for hous-

Notes: 1) Compared to the preceding half.

ing purchases and leasehold (jeonse ) deposits

2) B
 ased on the Bank of Korea’s preliminary figure (as of
end-August 2021).

in line with the toughened regulations on mort-

Sources: Bank of Korea, Korea Housing Finance Corporation.

gage loans, growing demand for households’
Transaction volumes of houses1) and leasehold
(jeonse ) properties2) in Seoul Metropolitan area
and other areas

living expenses and business funds caused by
the prolonged pandemic, and advance demand
due to the wider implementation (July 2021) of

Housing transactions in Seoul metropolitan area (left)
L
 easehold (jeonse ) property transactions in Seoul

borrower-level Debt Service Ratio (DSR) have

Metropolitan area (left)

also acted as factors driving up growth in other

Housing transactions in non-Metropolitan areas (right)
L
 easehold (jeonse ) property transactions in non-Metropolitan

loans.

areas (right)
(10,000 units)

(10,000 units)
6

10
9

5

8
7

4

6
3

5
4

2

3
2

1

1
0

0
19.1

7

20.1

7

21.1

7

Notes: 1) Based on contract dates (moving average of 6 months).
2) Based on dates of reporting definite dates.
Sources: Ministry of Land, Infrastructure and Transport.

10) These subscriptions to IPOs include SK Bioscience (March 2021, 64 trillion won for subscription deposits), SK IE
Technology (April 2021, 81 trillion won), and Kakao Bank (July 2021, 58 trillion won).
11) Our monitoring shows that the funds needed for purchasing houses in the regulated areas such as the Seoul Metropolitan area are estimated in many cases to be covered by credit loans worth about 100 million won per person
on average.

exceeding the caps on bank loans. Meanwhile,

Changes and growth rate of other loans1) in
financial sector
Banks (left)

as the effects of COVID-19 linger, credit loans
of savings banks and card loans of credit-spe-

Non-banks (left)

cialized financial firms have jumped in line with

Growth rate of other loans (right)
(MoM, trillion won)

growing loan demand for living expenses and

(YoY, %)
14

20

12

15

10

10

8

5

6

0

4

business funds from vulnerable households and
the self-employed whose income growth is low.

Changes1) in household loans by non-banks by
financial institution type
Credit cooperative institutions2)

Insurers

Savings banks
Credit-specialized financial firms

2

-5
-10
19.1

0

(trillion won)

(trillion won)

30

30

25

25

20

20

15

15

10

10

5

5

Third, due to the tougher lending regulations

0

0

in the overall financial sector, lending in the

-5

-5

non-banking sector has risen steeply as de-

-10

7

20.1

7

21.1

7

2)

Notes: 1) Credit loans (ordinary and limits), commercial mortgages,
motgages based on time deposits and installment savings,
stock loans, etc.
2) B
 ased on the Bank of Korea‘s preliminary figure (as of
end-August).
Source: Bank of Korea.

mand for household loans has shifted to the
sector subject to relatively weaker regulations.12)
Credit cooperative institutions (including unit
cooperatives) increasingly extended mortgage
loans based on the booming housing market in

-10
1H 18

2H 18

1H 19

2H 19

1H 20

2H 20

1H 21

21.73)

Notes: 1) Compared to the preceding half.
2) M
 utual credit cooperatives, community credit cooperatives,
credit unions.
3) B
 ased on the Bank of Korea‘s preliminary figure (as of
end-August 2021).
Sources: Bank of Korea, Korea Housing Finance Corporation.

provincial areas and on their comparative advantage in terms of accessibility to loans. Affected by the stricter regulations on housing transactions, their non-housing loans including land
and studio apartment loans have grown substantially13) as well. Insurance companies have
also increased their mortgage loans at relatively
low interest rates in response to fund demand

12) As of July 2021, the differentiated DSR on individual borrowers has been applied to mortgage loans for houses
priced over 600 million won in the regulated areas and credit loans exceeding 100 million won at the level of 40% in
the banking sector and 60% in the non-banking sector.
13) Increase of household lending by credit cooperative institutions (based on mutual credit cooperatives and credit
unions) (trillion won): for mortgage loans -1.5 in 1H 2020 → 1.1 in 2H 2020 → 3.5 in 1H 2021, non-mortgage loans
-0.1 in 1H 2020 → 3.0 in 2H 2020 → 4.2 in 1H 2021.
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25

Changes in credit loans by savings banks and
credit-specialized financial firms1)

Proportions of floating-rate loans by banks
Based on new loans

Savings banks (left)
Credit-specialized financial firms (left)

(MoM, trillion won)

(%)

90

90

25

80

80

20

70

70

15

60

60

10

50

50

5

40

Changes (right)

44

Based on outstanding volume

(%)

(YoY, %)

2.5
2.0
1.5
1.0
0.5
0.0
-0.5

40
19.1

-1.0
19.1

0
7

20.1

7

21.1

7

20.1

7

21.1

7

Source: Bank of Korea.

72)

Notes: 1) Based on card loans and cash advances.
2) B
 ased on the Bank of Korea‘s preliminary figure (as of

(Assessment and implications)

end-August 2021).
Source: Bank of Korea.

This year, household lending in the financial
sector has continued to grow at a fast pace ow-

Last, as the spread between long-term and

ing to the steady demand for loans for various

short-term rates widened

this year, the gap

purposes such as housing transactions, risky

between fixed-rate and floating-rate household

asset investments, living expenses and busi-

loans that are linked to long-term and short-

ness funds, despite the government’s stringent

term rates, respectively, increased greatly from

lending regulations and financial institutions’

23bp last December to 121bp in July this year.

efforts to curb growth in household debt. In

Accordingly, as the incentive to opt for float-

addition, demand for loans has also shifted to

ing-rate loans by households has increased, the

the non-banking sector due to regulatory gap

proportion of floating-rate loans (based on newly

between banks and non-banks. Despite con-

extended loans) surged. Since June, in partic-

cerns over a higher policy rate, the proportion of

ular, the proportion of floating-rate loans has hit

household floating-rate loans increased sharply,

80% (81.7% in June 2021, 81.4% in July) for the

showing that their sensitivity to rate hikes has

first time since January 2014 (85.5%), despite

decreased. It is assessed that the accumulation

the concerns about possible rate hikes.

of financial imbalances is ongoing as the funds

14)

15)

raised by loans have flowed into asset markets in
line with households’ stronger appetite for profits

14) Yield spread between 5-year bank debentures and 3-month bank debentures (monthly average, bp): +76 in December 2020 → +100 in March 2021 → +114 in July.
15) In addition to this, banks’efforts to secure profitability and the rise in leasehold deposit (jeonse ) loans and credit
loans that are extended largely at floating rates seem to have acted as a factor in driving up the share of floating-rate household loans.

and expectations of increasing asset prices. The
financial sector as a whole will make stronger
efforts to curb the growth in household loans
going forward, along with the lending regulations
including the expansion of differentiated DSR
based on individual borrowers. However, given
ened appetite for profits, demand for household
loans is not expected to decelerate greatly for
some time. Going forward, it will be necessary
to closely monitor conditions surrounding housing and other asset markets, leveraged search
for yield, and the subsequent household lending
practice in the financial sector.
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the recent housing market situation and height-
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Box I-4.

Recent trends of short- and long-term interest
rate spreads between Korea and US
1-year

3-year

5-year

10-year

(%p)

46

Effects of Widening Domestic-International Interest Rate Spread on Foreign
Bond Investment Fund Flows

While the net foreign investment (investment

(%p)

1.2

1.2

1.0

1.0

0.8

0.8

0.6

0.6

0.4

0.4

fund inflows-outflows) in domestic bonds has increased significantly1) this year from a year earlier
when it reached an annual record high, the net
inflow of private-sector funds, centering around
short-term and arbitrage trading, increased

0.2

0.2
21.1

2

3

4

5

6

7

8

Source: Bloomberg.

substantially in the second quarter when the
2)

spread between domestic and US interest rates

In this section, we look into foreign bond invest-

(domestic rates-US rates) widened.

ment trends in the past when the Korea-US
interest rate spread widened significantly, and

In this situation, domestic interest rates have

then carry out an empirical analysis to examine

recently been under upward pressures, affected

how the widening spread affected foreign bond

largely by expectations of normalization of do-

investment.

mestic monetary policy, leading to growing interest in the effect of a further widening of spread

Foreign bond investment trends during

of the domestic-international interest rates on

past periods of widening domestic/inter-

foreign bond investment.

national interest rate spread
(Foreign bond investment fund in/out
flows by period)
The interest rate spread between Korea and the
United States has widened significantly3) three
times since 2005, and during these periods
(hereinafter referred to as “widening periods”),
foreign bond investment funds recorded net in-

1) Amid the high uncertainties due to the outbreak of COVID-19, the net inflow of foreign bond investment funds (21.71
billion dollars) hit a record high in annual terms last year, due to a growing perception, of Korea as a safe investment
destination with favorable external soundness and economic fundamentals, and also to increased incentives for arbitrage trading. As the inflow of foreign bond investment funds has increased even further since the beginning of this
year, the amount of net inflows from January to July 2021 (40.31 billion dollars) has already exceeded that of last year.
2) The net inflow of public-sector funds declined in the second quarter of this year from the first quarter (11.67 billion
dollars in Q1 → 6.71 billion dollars in Q2), but that of private-sector funds expanded substantially (6.99 billion dollars in
Q1 → 9.37 billion dollars in Q2).

flows and their volumes were much larger than

spreads, the volume stood at 31.21 billion dol-

during other periods (hereinafter referred to as

lars (monthly average of 2.6 billion dollars) during

“non-widening periods”).

the period of the US subprime mortgage crisis
(September 2007~August 2008), at 17.60 billion
dollars (monthly average of 0.73 billion dollars)

Trends of short- and long-term interest rate
spreads between Korea and US since 20051)
10-year

Base Rate

(%p)

(%p)

swing4) after the GFC (July 2010~July 2012), and
at 26.11 billion dollars (monthly average of 1.37

5.0

billion dollars) during the period of US monetary

4.0

4.0

easing (November 2018~May 2020).

3.0

3.0

2.0

2.0

net inflows overall during non-widening periods,

1.0

1.0

but the volume (monthly average of 0.7 billion

0.0

0.0

dollars) was only half the level of the widening

-1.0

-1.0

5.0
①

-2.0
05

②

③

Foreign bond investment funds also recorded

periods (monthly average of 1.36 billion dollars).

-2.0
08

11

14

17

20

Note: 1) Shaded areas represent the periods of widening spreads,
including ① the period of the US subprime mortgage crisis,
② the period of domestic economic upswing since the GFC
and ③ the period of US monetary policy easing.
Source: Bloomberg.

Looking at the volumes of net inflows of foreign
bond investment funds by period of widening

3) Periods of widening spreads are set as follows, in consideration of the differences in both policy rates and shortand long-term Treasury bond yields between Korea and the United States (including a narrowing of the spread or a
shift to a positive spread for periods of an inverted (negative) spread):
① Period of the US subprime mortgage crisis (September 2007~August 2008): The spread between domestic and
foreign interest rates widened as the US Federal Reserve cut its policy rate significantly (5.25% in September
2007 → 1.50% in October 2008) to cope with the credit crunch and financial instability caused by subprime loan
defaults. The spread however narrowed after the global financial crisis (GFC) triggered by the bankruptcy of Lehman Brothers (in September 2008), as the Bank of Korea also lowered its policy rate (5.25% in October 2008 →
2.00% in February 2009).
② Period of domestic economic upswing after the GFC (July 2010~July 2012): The domestic-international rate
spread widened as the Bank of Korea raised its policy rate (2.00% in July 2010 → 3.25% in June 2011) in consideration of the domestic economic upturn and inflationary pressures since the GFC.
③ Period of US monetary easing (November 2018~May 2020): The domestic-international rate spread started to
widen with expectations of a shift in the US Federal Reserve’s monetary policy stance (tightening → easing) in line
with the US-China trade dispute and low inflationary pressures, and the spread widened even further due to the
Federal Reserve’s rapid policy rate cuts after the outbreak of COVID-19.
4) The monthly average net inflow was smaller during the period of domestic economic upswing (0.73 billion dollars)
than the previous period (1.1 billion dollars), as the GFC eased during the previous period and foreign bond investment funds, having flowed out on a large scale during the GFC (-11.40 billion dollars from September 2008 to March
2009), flowed back in.
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3-year

during the period of domestic economic up-

Inflow of foreign bond investment funds by period1)2)

eign bond investment funds. During this period,

Periods excluding those of widening spreads

the incentive for arbitrage trading in the Korean

Periods of widening spreads

bond market increased significantly in line with

(hundred million dollars)

48

rates acted as factors behind the inflows of for-

(hundred million dollars)
30

30

the swap rate plunge caused by international financial market instability following the US

26.0

subprime mortgage crisis, and the interest rate
20

20

spread between the Korea and the United States
widened significantly due to the US Federal Re-

13.6

13.7

serve’s continuous rate cuts (5.25% in Septem-

11.0
10

8.6
7.0

10
7.3

6.2

ber 2007 → 1.50% in October 2008). Accordingly, there was a huge net inflow of private-sector
funds, including those from investment and se-

0

0
Total

Period of US
subprime
mortgage crisis

Period of
domestic
economic
upswing

Period of US
monetary policy
easing

Notes: 1) Figures represent the volume of foreign bond investment
fund inflow per month.
2) C
 oncerning the periods excluding those of widening
spreads, the area left to the dotted line represents the peri-

curities firms as well as commercial banks managing funds primarily through arbitrage trading.
Next, during the period of domestic economic
upswing after the GFC, the fall in the won-dollar
exchange rate (won appreciation) and favorable

ods excluding those of widening spreads, and the area right

domestic economic fundamentals worked to

to the dotted line represents the periods immediately prior

encourage inflows of foreign bond investment

to each of the periods of widening spreads (the durations
of the periods are same as those of each of the periods of

funds. During this period, the won-dollar ex-

widening spreads).

change rate exhibited a sharp decrease, affected

Source: Bank of Korea.

by the continuous rate hikes and current account
surplus in Korea, and accordingly investment in

(Factors behind inflows and major

the Korean bond market was led by public-sec-

investors by period)

tor funds, including those from central banks and
sovereign wealth funds that do not hedge much

Next, we look into the factors behind the inflows

of their foreign exchange risks and that manage

of foreign bond investment funds and major in-

funds over a medium- to long-term horizon. Pri-

vestors for each widening period, the results of

vate-sector funds, on the other hand, recorded a

which are as follows:

net outflow, since the incentive for arbitrage trading remained low in line with the rising swap rate

First, during the period of the US subprime mort-

owing to favorable US dollar funding conditions6),

gage crisis, a sharp increase in the incentive for

more than offsetting the widening domestic-in-

interest arbitrage5) and higher domestic interest

ternational interest rate spread.

5) The incentive for arbitrage trading is calculated by subtracting the swap rate from the domestic-international interest
rate spread (the gap between domestic and overseas interest rates - swap rate). The swap rate represents the ratio
of the difference between the forward and spot exchange rates against the spot exchange rate ((forward exchange
rate-spot exchange rate)/spot exchange rate).
6) During this period, US dollar funding conditions were favorable, since the current account registered a large surplus
(+52.60 billion dollars during July 2010~July 2012) while overseas portfolio investment by Korean residents did not
begin in earnest (+14.31 billion dollars over the same period).

Finally, during the period of US monetary easing,
increasing incentive for arbitrage trading and

Domestic-international interest rate spread and
foreign bond investment funds1)

Korea’s favorable economic fundamentals and

Domestic-international interest rate spread (left)

high interest rates acted as factors behind the

Foreign bond investment funds (right)

inflows of foreign bond investment funds. During
this period, there were substantial inflows of priof increased incentive for arbitrage trading, and
public-sector funds, including those from sovereign wealth funds and central banks, significantly expanded their investment in Korean bonds

(hundred million dollars)

4.0
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which served as a safe investment destination
and offered higher yields in the crisis situation
caused by COVID-19.
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As mentioned above, there were substantial
inflows of foreign bond investment funds during

-400
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Note: 1) Foreign bond investment funds are based on the cumulative
volume of net inflows.
Sources: Bank of Korea, Bloomberg.

the widening periods, but factors behind the
inflows and investors differed from one period to

Empirical analysis of the relation between

another. Given that Korea’s higher interest rates

domestic and international interest rate

encouraged foreigners to invest in the Korean

spread and foreign bond fund inflows

bond market during these periods, private-sector funds accounted for a larger share in times of

The results of an empirical analysis of the rela-

crises, due to increasing incentive for arbitrage

tion between the domestic and international in-

trading, while public-sector funds flowed in on

terest rate spread and foreign bond fund inflows

a larger scale during the period of domestic

showed that the impacts of the widening spread

economic upswing, owing to Korea’s favorable

on the flows vary, depending on whether the

economic fundamentals and expectations for

domestic and international interest rate spread

the won’s appreciation.

shows an inversion at the time of the widening.7)

In/outflows of foreign bond investment funds by
period
(hundred million dollars)

Total

Public

Private

US subprime
mortgage crisis

312.1

31.3

280.8

Domestic economic
upswing

176.0

196.8

-20.8

US monetary policy
easing

261.1

181.1

80.0

Source: Bank of Korea.

When domestic interest rates are higher than
US interest rates—in other words, when the domestic and international interest rate spread is in
positive territory—the widening spread is found
to induce significant net inflows of foreign bond
investment funds. In contrast, when US interest
rates are higher than domestic interest rates and
thus the spread is negative, the widening spread
(referring to the decreased inversion in the
spread) has not had significant impacts on the
inflows of foreign bond investment funds. Mean-
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vate-sector funds particularly during the period

(%p)

50

while, even if the spread remains positive, the

In addition, when categorizing the widening

narrowing of the spread has not had significant

spread into two cases—the case in which the

impacts on flows of foreign bond funds. This

widening is caused by rising domestic interest

appears to be because foreign bond investors

rates, and that resulting from falling US interest

are less likely to adjust their shares of domestic

rates—the latter is analyzed to have greater

bond holdings despite the narrower spread, due

impacts on foreign bond fund flows.8) In other

to Korea’s strong economic fundamentals and

words, the size of foreign bond funds flowing

sound international credit standing.

into Korea is greater and the fund inflow period
is longer in cases of a shock from falling US in-

Asymmetrical impacts of widening domestic and
international interest rate spread1)2)
spread>0

terest rates.9)

Shock response on foreign bond funds1)2)

spread<0
0.03

0.03

At times of falling US interest rates
At times of rising domestic interest rates
0.02

0.017***

4

0.01

0.01

0.008*

0.007*

2

0.000

0

0

-0.005

-0.006
-0.01

-0.01
Total

Public

0

Private
0.03

0.03
0.02

(hundred million dollars)

0.02

0.019***

0.02

-2
t

0.013
0.01

0.005

0.01

t+6

t+9

t+12

t+15

t+18

t+21

Notes: 1) Based on an assumption of a 10bp rise in domestic interest
rates and a 10bp fall in the US interest rates.

0

0

t+3

2) Dotted lines are 1 standard deviation confidence intervals.
Source: Bank of Korea staff calculations.

-0.01

-0.01

-0.02

-0.02

Implications

-0.021
-0.03

-0.03
spread>0
∆spread>0

spread>0
∆spread<0

spread<0
∆spread>0

spread<0
∆spread<0

Notes: 1) *** and * mean that the figures are statistically significant, at
significance levels of 1% and 10%, respectively.
2) Dotted lines indicate that there is no statistical significance.
Source: Bank of Korea staff calculations.

While Korea’s strong domestic economic fundamentals and external soundness induce foreigners to invest in domestic bonds,10) the widening
of the spread stemming from expectations for
monetary policy normalization in Korea is likely

7) For the empirical analysis, the following regression model was used, based on the study by Yun Youngin and Park
Jongwook (2019).
		 : foreign bond investment funds,
rates (3-year Treasury bonds),
	USD exchange rate, If D :
2021).

: domestic interest rates (3-year Korea Treasury bonds),

: U S i n te r e s t

: global risk aversion (VIX), US dollar liquidity (TED spread), changes in the KRW/
> 0, then 1; otherwise, 0 (sample period: between December 16, 2015~June 18,

to work to increase net inflows of foreign bond

Therefore, if incentives for arbitrage transactions

funds.

are lowered due for example to the pattern of
COVID-19 developments, and changes in ex-

The results of the empirical analysis show that

pectations about monetary policies at home and

in the current situation in which Korea’s interest

in major countries, outward pressures on foreign

rates are higher than US interest rates, the wid-

bond funds could grow.

rate spread is found to lead to a significant

Accordingly, the Bank of Korea will closely mon-

increase in foreigners’ investment in domestic

itor the future developments of the COVID-19

bonds. Even when compared with past periods

pandemic, changes in risk factors in the foreign

of widening spreads, foreign bond investment

exchange sector including changes in expecta-

funds saw a huge inflow during the economic

tions for monetary policies at home and major

upturn after the global financial crisis, a period

countries, global risk-taking tendencies, and

most similar to the current situation.

movements of price variables.

However, if the widening of the spread is led
by rising domestic interest rates in the future,
foreign bond funds could show a weaker inflow
compared to the case led by falling US interest
rates. In addition, foreign bond investment in
the private sector shows fluctuations in flows
of funds, depending on incentives for arbitrage
transactions in line with foreign exchange market conditions even during widening periods.

8) An impulse response function was derived on falling US interest rates (-10bp) and rising domestic interest rates (+10bp)
using a VAR model consisting of (US interest rates, VIX, TED spread, domestic interest rates, changes in the KRW/
USD exchange rate, and foreign bond funds).
9) It is estimated that this is because falling US interest rates induce additional domestic inflows of foreign bond funds
through for instance global liquidity expansion, as well as conventional transmission channels of the widening domestic and international interest rate spread (higher returns on domestic bond investment, increased incentives to
engage in arbitrage transactions, and expectations of strengthening of the won).
10) S
 ince the global financial crisis, Korea’s economic fundamentals and external soundness have improved with major
indicators showing improvement and the sovereign credit rating revised upward. Accordingly, before the global financial crisis, bond investment by foreign investors was led by investment funds seeking short-term profits such as
arbitrage transactions (as of end-Aug. 2008, commercial banks, investment banks, and securities companies accounted for 79% of foreign bond investment). Now, investment funds with a long-term nature, considering not only
profits but also economic fundamentals and external soundness, account for a large share (as of end-July 2021,
public funds including those of central banks took up 68%).
2008

2011

2014

2017

Current account/GDP1)(%)

Year

0.2

1.3

5.6

4.6

4.6

Short-term external debt/foreign reserves2)(%)

72.4

45.2

31.5

29.8

36.0

A

A

A+

AA

AA

Sovereign credit rating3)
Notes: 1) For the relevant year.
2) As of the relevant year-end.
3) Based on S&P.
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1. Base Rate

A detailed look at the Base Rate decisions
during this period, and the backdrop, are as
follows.

Base Rate raised from 0.50% to 0.75%
in August 2021

At the July meeting, the Board left the Base
Rate unchanged at 0.50%71), judging that
although the domestic economy continued

in order to sustain the recovery of economic

to recover robustly, it would be necessary to

growth and stabilize consumer price inflation

monitor the future developments of the pan-

at the target level (2%) over a medium-term

demic and the subsequent economic impacts

horizon, while paying attention to financial

due to the resurgence of COVID-19. The

stability. In this process, it thoroughly assessed

domestic economy continued its favorable

global and domestic developments related to

trend as exports and facilities investment

COVID-19, changes in the pace of growth and

remained buoyant and private consumption

inflation, and the risk of a buildup of financial

had also rebounded due to improvement in

imbalances. Under this policy stance, the Bank

consumer sentiment following vaccinations.

of Korea adjusted the degree of monetary pol-

It was expected that such trend of economic

icy accommodation in August 2021 by raising

recovery would continue in the second half

its Base Rate by 25 basis points, from 0.50% to

as well. However, it was judged that there

0.75%.

still remained high uncertainties regarding
the pace of consumption recovery due to the
resurgence of COVID-19. Consumer price

Figure II-1. Bank of Korea Base Rate1)

inflation was around the mid-2% level as the

(%)
6.0

6.0

(Aug. 08)
(Oct.9, 08)
(Oct.27, 08)

5.0

5.0

(Nov. 08)
(Dec. 08)

4.0

4.0

(Jul. 12)
(Oct. 12)
(Jun. 11) (May. 13)
(Aug. 14)
(Feb. 09) (Mar. 11)
(Oct. 14)
(Jan. 11)
(Mar. 15)
(Nov. 10)
(Jun. 15)
(Jul. 10)
(Jun. 16)

(Jan. 09)

3.0
2.0

upward trend of prices of petroleum prod-

(%)

3.0

(Jul. 19)
(Oct. 19)
(Nov. 18) (Mar. 20)
(Nov. 17)
(May. 20)

1.0

2.0

08

10

12

14

16

18

20

products continued and the increase in service
prices had accelerated. With respect to financial stability, household loans had grown considerably while housing prices continued to
exhibit high rates of increase in both the Seoul
Metropolitan region and other areas.

1.0

(Aug. 21)

0.0

ucts and agriculture, livestock, and fisheries

0.0
21. Aug.

Note: 1) Figures in parentheses refer to the months of Base Rate
adjustments.
Source: Bank of Korea.

At the August meeting, the Board decided to
raise the Base Rate by 25 basis points, from
0.50% to 0.75%.72) The Board took into account
the following aspects. The economy was expected to recover robustly on the back of ex-

71) Among the total seven members attending, six board members agreed to leave the Base Rate unchanged, while
one member was opposed, supporting a hike of 0.25%p.
72) Among the six board members attending, five members agreed to raise the Base Rate by 0.25%p, while one member argued for leaving the Base Rate unchanged.
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The Bank of Korea conducted monetary policy

panded vaccinations and solid exports despite

the issuance of Monetary Stabilization Bonds

the lingering uncertainties over the pandemic,

(MSBs), repurchase agreement (RP) transac-

and inflationary pressure was expected to

tions, and deposits with the Monetary Stabili-

remain high for the time being, while finan-

zation Account (MSA).

cial imbalances continued to accumulate.
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Looking at the domestic economy, private

The total amount of liquidity adjustment

consumption was somewhat sluggish owing

needed (average balance basis) increased-

to the resurgence of COVID-19, but exports

slightly in the second quarter and rose month-

had sustained their buoyancy and facilities in-

on-month in July as well due to outright pur-

vestment showed robustness. Going forward,

chases of Treasury bonds and the expansion

it was expected that these trends of recovery

of the Bank Intermediated Lending Support

would continue and that private consumption

Facility.73) In response, the Bank mainly ex-

would improve gradually on the back of the

panded RP net sales74) and adjusted deposits

expansion of vaccinations and effects of sup-

with the MSA flexibly in consideration of

plementary budget implementation amid the

supply and demand conditions of short-term

lingering uncertainties related to COVID-19.

funds. As a result, the call rate remained gen-

Therefore, the domestic economic recovery

erally stable around the Base Rate.

was expected to continue. Accordingly, GDP
growth this year was projected to record 4.0%
as forecast in May. Consumer price inflation

Figure II-2. Liquidity adjustment1) via open market operations

remained at the mid-2% level, and was ex-

Issuance of MSBs2)

pected to be 2.1% for 2021, exceeding the May
forecast of 1.8%. On the financial stability
side, household loans had grown considerably
and housing prices also continued to increase

Net RP sales

Deposits into MSA3)
(trillion won)

(trillion won)

210

210

180

180

150

150

120

120

90

90

rapidly in all parts of the country, indicating
a continuous buildup of financial imbalance
risks.

Liquidity adjustment via open market
operations

60

The Bank of Korea seeks to ensure that the
overnight call rate remains generally stable
around the Base Rate by carrying out its open
market operation instruments which include

60
18.Q1

Q3

19.Q1

Q3

20.Q1

Q3

21.Q1

Notes: 1) Quarterly average balance basis.
2) Monetary Stabilization Bonds.
3) Monetary Stabilization Account.
Source: Bank of Korea.

73) On March 25, 2021, the Bank of Korea extended the operation period of the Support Program for SMEs Affected
by COVID-19 by six months to end-September 2021, and this measure increased the average balance of the Bank
Intermediated Lending Support Facility by 0.9 trillion won compared to the previous quarter.
74) Net RP sales (average balance basis) increased by 2.8 trillion won in the second quarter, and by 3.2 trillion won
month-on-month in July.

Figure II-3. B
 ank of Korea Base Rate and overnight call rate
Overnight call rate - Base Rate (right)
Overnight call rate (left)

BOK Base Rate (left)

(%)

(bp)
30

2

20

1

10

0

0

-1
18.1

-10
7

19.1

Source: Bank of Korea.

7

20.1

7

21.1
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3

2. Bank Intermediated
Lending Support Facility

the Support Program for SMEs Affected by
COVID-19. As for the Support Program for
Small Businesses, launched in October 2020,
bank loans worth 2.9 trillion won were ex-

58

Continued support for businesses
affected by COVID-19 and for small
businesses

tended to 24,571 establishments between

To ensure that banks actively lend to small and

Such enhanced assistance by the Bank is as-

medium-sized enterprises (SMEs), the Bank

sessed to have reduced the interest burden

of Korea operates the Bank Intermediated

of and provided greater financial access to

Lending Support Facility. The Facility supports

not only small businesses and SMEs hit by

banks by extending funds at interest rates

COVID-19 but all firms targeted for support,

lower than the Base Rate. The Monetary Policy

while contributing to new growth engines of

Board makes adjustments to the total ceiling

the Korean economy and expanding employ-

of the Facility when deemed necessary, taking

ment.

October 2020 and July 2021, showing steady
growth in loan performance.

into account the financial and economic situation as well as the financing conditions for

The increased ceilings of each program un-

SMEs.

der the Bank Intermediated Lending Support
Facility as of August 2021 are as follows: 2.5

The Bank of Korea increased the total ceiling

trillion won for the Support Program for Trade

of the Bank Intermediated Lending Support

Financing; 13 trillion won for the Support

Facility on three occasions last year (in March,

Program for New Growth Engine Develop-

May, and October 2020) by a total of 18 trillion

ment and Job Creation; 5.5 trillion won for the

won. Of this amount, 16 trillion won

was al-

Program for Stabilization of SME Lending; 5.9

located to the Support Program for SMEs Af-

trillion won for the Support Program for Re-

fected by COVID-19 and the Support Program

gional SMEs; 13 trillion won for the Support

for Small Businesses. The two programs have

Program for SMEs Affected by COVID-19;

been operated temporarily until end-Septem-

and 3 trillion won for the Support Program for

ber 2021.

Small Businesses. The total ceiling stands at

75)

76)

43 trillion won, which includes reserves of 0.1
Looking at the volume of COVID-19-related

trillion won. The interest rates on support pro-

bank loans supported by the Bank of Korea,

grams under the Bank Intermediated Lending

bank loans amounting to 29.0 trillion won

Support Facility are 0.25% per annum.

were extended to 129,395 establishments
between March 2020 and July 2021 under
75) The remaining 2 trillion won were supposed to be used to support facilities investment of startups, businesses that
create jobs, and material, parts and equipment businesses.
76) As small businesses and SMEs, especially in the face-to-face service industries, continued to face funding difficulties due to the prolonged social distancing measures this year, the Bank extended the operation period of the two
programs by six months from March 25, 2021 to end-September 2021.

Table II-1. Programs under the Bank Intermediated
Lending Support Facility
(trillion won, %)

Program

Ceiling

Interest rate

Support Program for
Trade Financing

2.5

0.25

Support Program for New
Growth Engine Development
and Job Creation1)

13.0

0.25

5.5

0.25

5.9

0.25

13.0

0.25

3.0

0.25

43.03)

-

Total
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Notes: 1) T he Support Program for High-tech and Other Start-up
SMEs was expanded and reorganized as the Support
Program for New Growth Engine Development and Job
Creation (September 2017).
2) Includes the support that had been formerly provided under
the Support Program for Facilities Investment.
3) Includes reserves of 0.1 trillion won.
Source: Bank of Korea.

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

Interest rate (right)
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II. Conduct of Monetary Policy 2. Bank Intermediated Lending Support Facility

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

3. Market Stabilization
Measures

panies facing difficulties from the prolonged
COVID-19 pandemic. However, the corporate
bonds and commercial paper markets have
recently shown more stable movements com-

Conducted outright purchases of
Treasury bonds

pared to the time of the establishment of the
SPV, and its capacity for purchasing corporate
bonds and commercial paper was judged to be

60

The Bank of Korea purchased a total 11 tril-

sufficient until the year-end. Accordingly, the

lion won worth of Korea Treasury bonds last

Bank of Korea decided not to extend the dura-

year for financial market stability. In February

tion for new loan provision to the SPV beyond

this year, the Bank announced a plan77) to

July 13, 2021. As of end-July 2021, the SPV had

expand outright purchases to preemptively

purchased 4.0 trillion won80) worth of corporate

prepare against the possibility of higher vol-

bonds and commercial paper.

atility in market interest rates caused in part
by an increase in Treasury bond issuance. The
Bank purchased Treasury bonds on March 9

Table II-2. S
 PV's purchases of corporate bonds
and CP1)2) by credit rating

(2.0 trillion won), April 28 (1.0 trillion won),

(hundred million won, %)

June 3 (1.5 trillion won), and June 28 (1.5 tril-

Credit rating

Value

Share

lion won). Accordingly, the amount of outright

AA(A1)

12,200

30.8

Treasury bond purchases in 2021 reached 6.0
trillion won in total.

Approved relending of loans and extended the purchasing period of an SPV
purchasing corporate bonds and CP
On June 30, 2021, the Bank of Korea extended78)

A(A2)

21,491

54.3

BBB(A3)

5,920

14.9

Total

39,611

100.0

Notes: 1) As of end-July 2021.
2) Face value basis.
Source: Bank of Korea.

Extended the currency swap agreement
with the US Federal Reserve

the purchasing period of the Special Purpose
Vehicle (SPV), which purchases corporate

On June 17, 2021, the Bank of Korea extended81)

bonds and commercial paper, to the year-end,

the expiration date of its bilateral currency swap

and approved79) the relending of the first round

arrangement signed with the US Federal Re-

of loans provided in July 2020, to keep sup-

serve by three months, from September 30, 2021

porting seamless financing of low-rated com-

to December 31, 2021. The size (60 billion dol-

77) On February 26 this year, the Bank of Korea announced a plan to expand outright purchases by an approximate
total of 5~7 trillion won during the first half of 2021.
78) The Bank of Korea extended the period of corporate bond and CP purchases from July 13 to December 31, 2021,
after consultation with the government and the Korea Development Bank (KDB).
79) As the loan expiration date of the first round of lending worth 1.78 trillion won carried out on July 23, 2020 approached, the Bank extended the expiration date through relending.
80) The SPV purchased corporate bonds worth 2.6 trillion won and CP amounting to 1.4 trillion won.
81) The Bank of Korea and the US Federal Reserve have extended the bilateral currency swap agreement on three
occasions since entering into a six-month swap agreement in March last year.

lar) and terms of the swap arrangement remain
unchanged. The extension is assessed to have
contributed to sustaining stability in the domestic foreign exchange and financial markets.

Table II-3. Bank of Korea’s market stabilization measures in response to COVID-19
(as of September 7, 2021)
1)

Policy response

•Amount supplied: A total of 19.43 trillion won (expired at end-July 2020)

Carried out RP purchases from non-bank •Amount supplied: A total of 3.5 trillion won (1.0 trillion won on March 19, 2020, and
financial institutions
2.5 trillion won on March 24, 2020)
Broadened the range of institutions
eligible for open market operations

•The list of institutions eligible for RP transactions was broadened (expired at endJuly 2020)

Liquidity Broadened the range of securities eligible •The list of securities eligible for outright transactions and RP transactions was
provision for open market operations
broadened (expired at end-March 2021)
Expanded the range of eligible collateral
for lending facilities

•The range of eligible collateral required for borrowing from the Bank of Korea’s
lending facilities was expanded (expired at end-March 2021)

•The collateral ratio for guaranteeing net settlements was lowered (70% → 50%)
Improved collateral availability of financial
•The range of eligible collateral for guaranteeing net settlements was broadened
institutions
(expired at end-March 2021)
•Amount purchased: a total of 17.0 trillion won
Performed outright purchases of Treasury (1.5 trillion won each in March, April, July and August 2020, 2.0 trillion won in
bonds
	
September 2020, 1.5 trillion won each in October and November 2020, 2.0 trillion
won in March 2021, 1.0 trillion won in April 2021, and 3.0 trillion won in June 2021)

Stabilization of
Treasury,
corporate Corporate bond-backed lending facility
bond
and CP
markets
Supported credit market through an SPV
that purchases corporate bonds and commercial paper

•Total ceiling: 10 trillion won
•Operation period: terminated on February 3, 2021
•Eligible collateral: Prime corporate bonds (rated AA- and above) with remaining
maturity of five years or less
•Size: 10 trillion won (increased up to 20 trillion won depending on market conditions)
•E xpiration: December 31, 2021 (extended additionally by the end of this year, after
being extended by six months)
•Size of the Bank’s loans to the SPV：3.56 trillion won (accumulative basis)

Signed a bilateral currency swap agreement with the US Federal Reserve

•A 60.0 billion US dollar bilateral currency swap agreement was signed
•Expiration: December 31, 2021 (extended twice by six months each, extended by
three months once)

Implemented competitive US dollar loan
facility auctions

•A total of 19.872 billion dollars was supplied

FX market Raised the ceilings on FX derivatives
stabiliza- positions of banks
tion
Temporarily lifted the levy on financial
institutions’non-deposit FX liabilities
Supplied foreign currency liquidity
through purchase of foreign currency
bond repurchase agreements

•Domestic banks (40% → 50%) and foreign bank branches (200% → 250%)
•Banks, securities companies, credit card companies, and insurance companies were
temporarily exempted from the foreign exchange macro-prudential stability levy for
three months (during the period between April and June 2020)
•The Bank of Korea provided US dollar funding to domestic financial institutions
through foreign currency bond repurchase agreements
•Eligible bonds : US Treasury bonds (US government agency bonds if necessary)

Note: 1) Shaded cells indicate measures that have expired.
Source: Bank of Korea.
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Carried out full-allotment RP purchases

Major details

4. Other Monetary Policy
Measures
The Bank of Korea has examined the con-

omies, and the relationship between producer
prices and consumer prices.82)

Continued monitoring of financial and
FX market conditions

ditions of inflation target operations and
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strengthened its monitoring of financial and

The Bank of Korea continuously monitored

FX market movements and of financial sta-

movements in the financial and FX markets

bility conditions, while striving to strengthen

at home and abroad. The Bank also looked

global financial cooperation and improve the

closely into the evolution of domestic and

safety and efficiency of the payment and set-

global risk factors and their impacts on the

tlement systems. The Bank has also improved

financial and FX markets by operating the

the Monetary Stabilization Bonds (MSBs) is-

emergency financial market monitoring and

suance system and continued research on and

response system during times of heightened

technical preparations for central bank digital

market volatility. In particular, the Bank held

currency (CBDC) in response to changes in

Financial and Economic Conditions Review

payment and settlement environment.

Meetings (June 17 and July 29) with regard to
the FOMC meeting to discuss international

Monitoring of the conditions of inflation
target operations

financial market trends and the possible im-

The Bank of Korea held a Governor’s press

Improved Monetary Stabilization Bonds
issuance system

conference in June to explain its review of the

pacts on domestic financial and FX markets.

status of its inflation target operations and
released a related report, to help economic

The Bank of Korea decided to introduce

entities better understand the recent inflation

3-year Monetary Stabilization Bonds (to be

situation and the future inflation trend, and to

issued once a month up to around 1.3 trillion

strengthen the Bank’s accountability concern-

won)83) and to cease the issuance of 182-day

ing price stability. The report included an as-

MSBs from September this year to increase

sessment of the inflation situation in the first

the efficiency of liquidity management. In line

half of 2021, and the future price conditions

with this, the issuance volume and schedule

and outlook. It also reviewed major issues

for each maturity have been adjusted, and the

such as assessment of the trend of core infla-

periods and dates of fungible issue have been

tion in Korea, inflation trends in major econ-

newly set84) to enhance liquidity.

82) Please refer to the review report on the inflation target operations (available in Korean only) released on June 24,
2021 for further details (Bank of Korea website > communication > press releases).
83) As Korea is structurally in excess of liquidity due to the current account surplus and foreign capital inflows, it is
essential to absorb the excess liquidity in a stable manner under the current interest rate-oriented monetary policy
framework. The Bank of Korea has adjusted the structural excess liquidity by using 2-year MSBs, but the concentration on the 2-year MSBs has remained very high. Given this, the Bank introduced 3-year MSBs in an effort to
diversify maturities and the liquidity management instruments.
84) Considering the effects of changes in the regular auction process on the market, the Bank of Korea collected opinions from the institutions eligible for open market operations when establishing the detailed implementation plan.

and low credit ratings and examined potential

will be increased in consideration of the ces-

risks85) such as credit risk, as economic recov-

sation of 182-day MSBs issuance, the Bank of

ery has fallen unevenly on sectors and classes

Korea decided to reduce the issuance volume

amid the ongoing COVID-19 pandemic. In

of 1-year and 2-year MSBs given the introduc-

particular, based on the assessment of finan-

tion of 3-year MSBs. Regarding the timeta-

cial imbalances and the financial system’s

ble, the issuance date of 1-year MSBs will be

resilience level, the Bank developed and com-

changed from the second and fourth Mondays

piled the Financial Vulnerability Index (FVI)

of each month to the second Wednesday, the

and looked into financial stability conditions

issuance date of 2-year MSBs will be switched

from medium- to long-term perspectives.

from the first and third Wednesdays to the

Along with this, it evaluated the adverse ef-

first Wednesday, and the newly introduced

fects of an aggravation of financial imbalances

3-year MSBs will be auctioned on the third

on the financial and real sectors in the event

Wednesday on a regular basis. As for fungible

of domestic and external shocks. Regarding

issue, there is no change to the issuance peri-

climate change, the Bank analyzed through

od of 1-year MSBs at two months, but the pe-

stress tests the impacts of transition risk,

riod of 2-year MSBs has been extended from

which could materialize when transitioning to

two months to three months and that of the

a low-carbon economy, on the real economy

newly introduced 3-year MSBs has been set

and banks’ management soundness. It also

at six months. Meanwhile, regarding fungible

looked into the effects of domestic and global

issue dates, the date of 1-year MSBs remained

cryptoasset markets on the financial system

the same (9th in odd months), while that of

through various transmission channels.

2-year MSBs was adjusted to 2nd of January,
April, July and October, and that of 3-year

Meanwhile, the Bank of Korea shared views

MSBs was set at 3rd of March and September.

and made efforts to come up with countermeasures regarding the key current issues and

Strengthened monitoring of financial
risk factors in line with the prolonged
COVID-19 pandemic

potential risk factors related to Korea’s financial and economic stability through various
consultative bodies including the Macroeconomic and Financial Meeting.

The Bank of Korea has continued its preemptive identification of and early warning activities related to potential risk factors within
the financial system that could be caused by

Assessed current issues and potential
risks to the Korean financial system
through joint examinations

domestic and global uncertainties from the
prolonged COVID-19 pandemic.

In order to assess potential risk factors accumulated in financial system, the Bank of Ko-

At the June Financial Stability Meeting, the

rea conducted joint examinations of financial

Bank looked closely into the financial condi-

institutions and maintained continuous mon-

tions of vulnerable borrowers with low income

itoring of vulnerable sectors.

85) Please refer to the Financial Stability Report (June 2021) for details.
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While the volume of 91-day MSBs issuance

By conducting examinations on risks of individual banks and sectoral examinations on

Strengthened global exchange and
financial cooperation

corporate lending, the Bank of Korea looked
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into banks’ loan management conditions,

The Bank of Korea participated in online

concentration of funds in the housing market,

meetings and some recently resumed meet-

soundness of banks’ loans amid prolonged

ings in presence, hosted by international

COVID-19 pandemic, and banks’ compliance

organizations and consultative bodies such

status with the Bank of Korea’s rules and reg-

as the BIS and the G20. At the recent meet-

ulations.

ings, the Bank discussed policy responses to
COVID-19, establishment of future exit strate-

Table II-4. BOK-FSS joint examination of financial
institutions1)
(number)

gies, ripple effects of uneven global economic
recovery, and measures to address financial
imbalances stemming from asset price surges.

2017

2018

2019

2020

2021

While actively participating in these discus-

Year

Year

Year

Year

Jan.~Aug.

sions, the Bank enhanced the effectiveness of

6

5

6

2

3

policy responses by identifying global finan-

Note: 1) Number of examinations conducted.
Source: Bank of Korea.

cial and economic conditions and policies of
major economies in a timely manner.

The Bank also analyzed risk factors caused by

The Bank of Korea sustained efforts to en-

the accumulation of household debt in vulner-

hance multi-layered financial safety nets by

able sectors, funding conditions of the corpo-

running currency swap networks with major

rate sector and the possibility of debts going

central banks in a stable manner. In addition

sour.

to the aforementioned extension of its swap
arrangement with US Federal Reserve (in June

In addition, the Bank enhanced smooth com-

this year), the Bank entered into a new bilat-

munication with financial institutions and

eral local currency swap agreement with the

improved the feedback system on its examina-

Central Bank of the Republic of Turkey in Au-

tions by holding briefing sessions to explain

gust to promote trade and strengthen finan-

the examination results of target banks. At the

cial cooperation between the two countries.

same time, it exchanged information on global

The swap arrangement is worth 2.3 trillion

financial supervisory issues and strengthened

won/17.5 billion Lira (about 2 billion dollars)

policy coordination by attending the Meeting

and will run for three years. Meanwhile, as

of SEACEN Directors of Supervision and the

a co-chair central bank of the ASEAN+3 Fi-

Supervisory College hosted by the major su-

nance Ministers and Central Bank Governors

pervisory authorities.

Meeting86) this year, the Bank of Korea played
a leading role in revising the operational
guidelines of the Chiang Mai Initiative Mul-

86) The meeting is co-chaired by one of the ASEAN+10 countries and one among Korea, China, and Japan in rotation
every year. Korea and Brunei are the co-chair countries of the meeting for this year.

tilateralization (CMIM), which is a regional

and evaluate their response frameworks to

multilateral currency swap agreement, to en-

cyber risks. The Bank will then make recom-

hance the effectiveness of the CMIM. These

mendations for improvements in areas where

revisions are follow-up measures drawing up

necessary. Meanwhile, through a joint exam-

sub-regulations of the revised CMIM agree-

ination conducted on a domestic bank in July

ment which took effect in March 2021. The

2021, the Bank of Korea reviewed the compli-

revisions to the operational guidelines to be

ance status of the bank with relevant regu-

made this year cover the development of an

lations as well as their practices in managing

alternative benchmark interest rate to LIBOR

settlement risks, and made recommendations

and institutionalization of the use of regional

in some areas where improvement is needed.
In addition, the Bank of Korea made efforts to

Enhanced safety and efficiency of
payment and settlement systems, and
continued research on CBDC

improve the payment and settlement systems
at the global level, by actively participating in
discussions held by international consultative
bodies related to payment and settlement

The Bank of Korea has continued efforts to

systems. While taking part in writing the

enhance the safety and efficiency of the pay-

CPMI-IOSCO’s applicability of the PFMI to

ment and settlement systems.

stablecoin arrangements88) and its assessment
of the implementation status of the Financial

The Bank is currently examining whether the

Market Infrastructure’s (FMI) Business Con-

Principles for Financial Market Infrastructures

tinuity Planning 89), the Bank attended the

(PFMI)87) and other international standards

Cross-Border Payment Task Forces and also

in the field of payment and settlement are

involved itself in the Implementation Moni-

implemented smoothly at home. It will assess

toring Standing Group (IMSG)90) under CP-

whether the clearing and settlement systems

MI-IOSCO’s level 3 assessment of resilience to

operated by the Bank of Korea (BOK Wire+,

cyber risks.

an electronic funds transfer system) and by
the Korea Exchange comply with the PFMI,

The Bank of Korea continued to do research

87) Following the global financial crisis, a need was identified to expand over-the-counter (OTC) derivatives market
infrastructure and strengthen the international standards for the operation of financial market infrastructures. Accordingly, the BIS Committee on Payments and Market Infrastructures (CPMI), jointly with the International Organization of Securities Commission (IOSCO), integrated the existing international standards. In April 2012, they were
established as the new international standards for payment and settlement systems. CPMI-IOSCO has enacted
additional international standards as supplementary guidelines for PFMI compliance, 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): Future Guidance on the PFMI (July 2017).
88) Please refer to page 57 of the Regulation, Supervision and Oversight of “Global Stablecoin” Arrangements (October
2020) released by the Financial Stability Board for further details.
89) Please refer to the Implementation monitoring of PFMI: Level 3 assessment of FMI’s business continuity planning
published (July 2021) by the CPMI-IOSCO for further details.
90) The IMSG is composed of staff members from major central banks including the Bank of Korea, staff from supervisory authorities, and staff from the CPMI and the IOSCO Secretariats.
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on and make technical preparation for central
bank digital currency (CBDC)91) to cope with
future changes in the payment and settlement environment. Based on the consultation
results of a work process completed as of
this March, the Bank launched research on a
CBDC pilot test in August, which is scheduled
to be conducted for 10 months. This year, the
66

Bank will create a cloud-based virtual experimentation environment, examine basic functions of CBDC including its issuance, circulation, and redemption, and carry out tests on
related IT systems. Apart from this, the Bank
of Korea is closely monitoring changes in
the global environment surrounding CBDC,
while enhancing information exchange and
cooperation with other central banks so that
the results of research conducted by major
economies are shared.

91) CBDC refers to a type of digital currency issued by the central banks and is different from reserve requirements
and transferable deposits.

spread of the Delta variant. Exports have re-

Box Ⅱ-1.

mained robust2), and the slowdown in consumption has been limited3) compared to the three
waves of COVID-19 pandemic due to height-

Analysis of the Impacts of Base Rate
Hike using Macro-econometric Models

ened containment measures. Consumer price
inflation maintained a high upward trend at the
mid-2% level, and underlying inflation increased
to the upper-1% level.

On August 26, 2021, the Bank of Korea raised
its Base Rate by 25bp from 0.50% to 0.75%,
accommodation that it had expanded to an

Google mobility index (left)

unprecedented level last year in response to the

Credit card usage amount (right)

COVID-19 crisis. Base Rate adjustments affect

(Jan. 2020=100)
60

growth, inflation and financial imbalances1) after
a certain time lag, and the size of the impacts
can differ depending on financial and economic
conditions at the time of a policy decision. The
results of quantitative analyses through econometric models can vary depending on model

Phase I

II

III

IV

130

40

120

20

110

0

100

-20

90

-40

80

composition, estimation methods, and periods
used for analysis. Considering these points, this
section looks at recent domestic financial and

20.1

economic conditions, estimates the average
impacts of the Base Rate hikes in the past using
macro-econometric models, and assesses the

70

-60
7

21.1

7

Notes: 1) Based on retail stores and leisure facilities.
2) Based on the four-week mobility average.
Sources: Bank of Korea, Google.

impacts of the Base Rate hike in consideration
of current financial and economic conditions.

(Recent domestic financial and economic
conditions)
Recent domestic economy is assessed to have
continued its favorable growth trend despite the

1) Although there is no formal definition agreed by academia and the central banking community, financial imbalances
refer to the overvaluation of asset prices and expansion of excessive leverage in line with stronger risk appetite of
economic agents. This section analyzes financial imbalances centering around household debt and housing prices,
which have recently become a matter of concern in Korea.
2) Exports on a customs clearance basis (YoY, %): 12.5 (Q1 2021) 42.1 (Q2), 29.6 (July) and 34.9 (August).
3) In its revised economic forecast announced in August 26, 2021, the Bank of Korea projected Korea’s real GDP to
grow by 4.0% in 2021 and 3.0% in 2022, as forecast in May.
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Google mobility index1)2) and credit card usage
amount2)

Consumer price inflation and underlying inflation1)
Consumer price inflation

Household debt growth rate, housing price
growth rate, Household debt-to-GDP ratio gap1)
and real housing price gap1)2)

Underlying inflation average
(YoY, %)

(YoY, %)
3.0

3.0

68

2.0

2.0

1.5

1.5

1.0

1.0

0.5

0.5

0.0

0.0

-0.5

-0.5
20.1

7

21.1

7

Note: 1) T he shaded areas represent the range of six indicators (core
CPI, trimmed-mean CPI, median CPI, sticky CPI, Supercore,
and UIG).
Sources: Bank of Korea, Statistics Korea.

Real housing price gap (left)

ratio gap (left)

Housing price growth rate

Household debt growth rate

(right)

(right)
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Household debt-to-GDP
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Notes: 1) Difference with trend figures with HP filter applied.
2) Consumer price index applied.

From the financial stability perspective, as

Sources: Bank of Korea, KB Kookmin Bank.

household debt has grown significantly and
housing prices have maintained their high up-

(Estimated results of Base Rate hike

ward trend, financial imbalances have continued

using macro-econometric models)

to accumulate, with the household debt-to-GDP
ratio gap and housing price gap widening to the

A Base Rate hike basically weakens growth and

highest levels since early 2000.

the trend of price increases, by pushing up borrowing costs of economic agents, while reducing
financial imbalances. The analysis of its average
impacts in the past using macro-econometric
models shows that a 25bp hike in the Base Rate
is estimated4) to reduce growth rate and consumer price inflation by 0.1%p and 0.04%p, respectively, in the first year following the rate hike.

4) T he results are the average estimates of three models, one of which is the Bank of Korea’s macro-econometric
model that includes growth and price variables.

Impacts of a 25bp Base Rate hike on growth and
prices by model
(%)

Impacts1) of a 25bp Base Rate hike on household
debt and housing prices

(%)

Housing prices
0.10
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<GDP>
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(quarter)
-0.20

-0.20
0

1

2

3

4

5

6

7

8

9

10

11

(%p)

Household debt

(%)

(%)

0.0

0.0

-0.1

-0.1

-0.2

-0.2

12
-0.3

-0.3

(%p)

<CPI>

-0.4

-0.4
0.00

0.00

-0.05

-0.05

(quarter) -0.5

-0.5
0

-0.10
1

2

3

BOKDSGE

4

5

6

7

8

9

10

11

8

12

Note: 1) Based on FAVAR model.
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-0.10
0

4

Source: Bank of Korea.

12

FAVAR

Source: Bank of Korea.

From the financial imbalance perspective, a
25bp hike in the Base Rate is estimated5) to slow
increases in household debt and housing prices
by 0.4%p and 0.25%p, respectively, in the first
year following the rate hike. On the other side,
in the case of housing prices, the price increase
varies by index, depending on housing type and
compilation method. An analysis using a VAR
model shows that apartments with high price
volatility and high-value houses6) tend to have a
relatively high interest rate sensitivity.

5) The results are the average estimates of two models including the (Factor-Augmented VAR) FAVAR model that contains household debt and housing price as variables. The FAVAR, proposed by Bernanke et al. (2005), uses a wide
range of variables, making up for the VAR’s limitations in possibly leaving out information. This section estimates the
response to an interest rate shock by building a VAR model made up of GDP, CPI, call rates, and two common factors extracted from 71 macro-financial and economic variables.
6) Response to a 25bp Base Rate hike, by housing price quintile:
Based on greatest response in quintile

1st quintile

2nd quintile

3rd quintile

4th quintile

5th quintile

-0.5

-0.7

-0.9

-1.4

-1.7

Note: 1) Estimated using a VAR model (from Jan. 2010 to June 2021, using GDP, core CPI, housing prices,
M2, call rate, and volume of new apartments).
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0.05

0.05
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household debt has worsened, a Base Rate

Housing price indices movements and impacts1)
of a 25bp Base Rate hike

hike could have smaller impacts on growth and
inflation and larger impacts on easing financial

Multifamily housing market price index 2)

imbalances compared to the past averages (es-

Apartment sales price index3)

timated results).

Row house sales price index3)
(YoY, %)
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(YoY, %)
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inflation can differ depending on changes in
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ic agents. However, in an economic recovery
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phase just as recently, economic agents tend to

0.0
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increase their consumption and investments on

-0.3
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expectations for improvements in the real econ-
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(month)

-1.5
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omy. Moreover, this can offset the impacts of

-1.2

tightening the real economy to a certain degree.

-1.5

Base Rate hikes had limited impacts on growth

36

in the past as well in the initial stage of an eco-

Notes: 1) Estimated using a VAR model made up of GDP, core CPI,
housing prices, M2, call rate, and volume of new apartments
(January 2010~June 2021).

nomic upswing. The government’s continuation of expansionary fiscal policy7) to support

2) B
 ased on apartments and row houses actually traded and

vulnerable sectors is judged to partially reduce

reported.
3) Based on the total samples of the type concerned.

the increased burden of principal and interest

Sources: Bank of Korea, Korea Real Estate Board.

repayments by vulnerable borrowers in line with
a rate hike. The panel analysis on major coun-

Assessing the impacts under current

tries shows that a policy rate hike is estimated

financial and economic conditions

to have smaller impacts on growth and inflation
under expansionary fiscal policy.

It should be noted that the estimated results of
these econometric models show the average
impacts during the analysis period; results could
differ depending on model composition, estimation methods, and periods used for analysis.
Under current economic conditions where the
real economy has improved and the buildup of

7)
(% relative to GDP)
Consolidated central government balance excluding social security funds

1)

2015

2016

2017

2018

2019

2020

2021e)

-2.3

-1.3

-1.0

-0.6

-2.8

-5.8

-6.2

Note: 1) 2021 figure is based on the forecast from the National Assembly Budget Office, in reflection of the second supplementary budget.
Sources: Ministry of Economy and Finance, National Assembly Budget Office.

Growth rate1) and Base Rate by business cycle2)
Base Rate (left)

household debt and the housing market. An
analysis of major countries shows that when the

GDP growth rate (right)

(%)

with concerns about overheated conditions in

household debt-to-GDP ratio gap is positive,

(YoY, %)
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the impacts of a policy rate hike on household
debt and housing prices are approximately
twice those seen in case of a negative household debt-to-GDP ratio gap. Furthermore, the
fact that the proportion of floating rate-based
loans has risen greatly since last year is judged
to increase the interest rate sensitivity of household debt. However, it should be noted that a
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policy rate hike can have less of slowing effect
on housing prices when there is an expectation

Notes: 1) Year-on-year basis.

for an additional increase in housing prices, and

2) T
 he shaded area represents the period of an economic

that the high share of floating rate-based loans

upswing (based on Statistics Korea’s business cycle).
Source: Bank of Korea.

can act to slow consumption of indebted households by increasing their interest repayment bur-

Impact1) of a 25bp Base Rate hike on growth and
prices by fiscal policy stance2)
Tight fiscal policy

Impacts1) of a 25bp Base Rate hike by household
debt ratio gap level2)

Expansionary fiscal policy

(%)

dens.

(%)
0.00

0.00

Negative household debt ratio gap
Positive household debt ratio gap
-0.02

-0.10

(%)

(%)

0.0

0.0

-0.2

-0.2

-0.4

-0.4

-0.6

-0.6

-0.8

-0.8

-0.04
-0.20
-0.06
-0.30

-0.08

-0.10

-0.40
GDP
(left)

CPI
(right)

Notes: 1) Based on panel analysis results of ten major countries (Q1
2000~Q4 2020), responses one year after the rate hike.
2) Based on surplus/deficit of structural fiscal balance.
Source: Bank of Korea.

-1.0

-1.0
Household debt

Housing price

Notes: 1) Based on the greatest responses within three years, from
the results of the panel analysis of major ten countries (Q1
2000~4Q 2020).

On the other hand, with regard to household
debt and housing market, the impacts of the
rate adjustment can be large, as their sensitivity
to internal and external shocks has increased

2) D
 ivided into the positive and negative of household debt
ratio gap.
Source: Bank of Korea.
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Balance1) of floating rate-based loans and share2)
of new floating rate-based loans

with the lengthening of the business cycle. Furthermore, when debt accumulation continues as
the household debt-to-GDP ratio grows, there is

Balance of floating rate-based loans (left)

a higher likelihood of a financial crisis.10) Based

Share of new floating rate-based loans (right)
(trillion won)

on these findings, the easing of financial imbal-
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sustainable growth of the Korean economy in
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Distribution under the current financial imbalances1)

Notes: 1) Estimated by applying the share of floating rate-based loans

Distribution under the assumed financial imbalance of Q4 2019

(balance basis) to the total amount of household debt by

(value of probability density function)

deposit banks.
2) Based on household debt by deposit banks.
Source: Bank of Korea.

It is found that the financial imbalances accumulated so far have acted to increase the vulnera-
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bility of the Korean economy to shocks at home
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and abroad, by considerably increasing the tail

es since the COVID-19 crisis have pushed up
the possibility of the Korean economy recording
negative growth, and a 25bp Base Rate hike is
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<Financial Vulnerability Index>

risks of growth. The Growth at Risk (GaR) analysis shows that the increased financial imbalanc-
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estimated8) to reduce that possibility. A panel
analysis9) of major economies shows that when
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the economy shifts to a downturn in situations

Note: 1) Based on FVI’s asset price and credit accumulation index.

where an asset price bubble is combined with

Source: Bank of Korea.

debt accumulation, the downturn is prolonged

8) The analysis using the IMF GFSR (April 2021) methodology shows that in case of a 25bp Base Rate hike, the possibility of recording a negative growth rate one year later due to internal and external shocks (year-on-year growth rate
in the second quarter of 2022) is estimated to decline from 10.1% to 8.5%.
9) Jorda et al. (2015) analyzed 17 major countries including the United States from 1870 to 2013.
10) T he panel analysis of 40 major countries, using the methodology of Greenwood et al. (2020), shows that in the
case of a 1%p rise in the household debt-to-GDP ratio, the possibility of a financial crisis occurring is estimated to
increase by 1~3%p.

(Overall assessment)
A Base Rate hike weakens the growth and trend
of inflation while easing financial imbalances.
Under the current situation where macroeconomic conditions have improved and the buildup
of financial imbalances has worsened, the rate
hike may have less impacts on growth and inflation, and more impacts on household debt and
housing prices compared to the past averages.
tion is judged to contribute to macro-economic
stability in the medium to long-term. However,
the results of econometric model analysis can
differ depending on changes in macroeconomic
and financial conditions, and so it is necessary
to continue to closely examine trends in growth
and inflation, and household debt and housing
market conditions.
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1. Growth and Price
Forecasts92)

tions will act as a factor pushing up household

Domestic economy to continue favorable recovery

Facilities investment is expected to continue its

income, thereby supporting the recovery in
private consumption.

robust trend thanks to the global economic recovery. Investment in the IT sector is projected
to see a steady increase led by semiconductors

in 2021 and 3.0% in 2022.

Although the

and displays, while investment in the non-

recent resurgence of COVID-19 is expected to

IT sector is forecast to improve on the back of

have negative impacts on economic growth in

the global economic recovery and increased

the short run, the Korean economy is forecast

investment in new growth and eco-friendly

to continue its solid recovery trend thanks to

sectors. Investment in intellectual property

the expansion of vaccinations and steady ex-

products is projected to sustain its favorable

ports.

trend as well. R&D investment is projected to

93)94)

increase, driven by robust corporate perforBy sector, private consumption is likely to

mance in line with the economic recovery at

sustain its trend of recovery, led by expand-

home and abroad. Investment in other intel-

ed vaccinations and government assistance

lectual property products is also expected to

measures. Though the recent spread of the

continue its upward trend, led by software-re-

pandemic slowed consumption in the face-

lated investment, due to growing demand

to-face service industry and weakened the

for IT services in the wake of the pandemic.

trend of recovery in consumption of goods

Construction investment is projected to show

including semi-durable goods, consumption

gradual recovery centering around building

behavior seems to have become less sensitive

construction, as shown in the increase in

to the pandemic compared to the past. Private

residential building investment, given the

consumption is expected to strengthen as the

substantial amount of construction starts and

expansion of vaccinations leads to the stabili-

sound housing demand. Civil engineering

zation of consumer sentiment and mitigation

investment is forecast to slightly recover from

of containment measures. The execution of

the second half of this year.

the government’s supplementary budget and
the improved employment and income condi-

Exports of goods are expected to show sus-

92) Based on the Bank of Korea’s Economic Outlook Report released on August 26, 2021.
93) The GDP growth forecasts for 2021 and 2022 (4.0% and 3.0%, respectively) remained unchanged from the May
forecasts.
94) The current economic outlook is based on the following assumptions. Amid disparate developments of COVID-19
across countries affected by the pace of vaccinations with regard to the scenarios of COVID-19 developments, the
spread of the pandemic will subside slowly as restrictions on economic activities will be largely lifted in advanced
countries in the second half of this year when widespread vaccinations are achieved, while emerging market
countries will see the spread of COVID-19 slowing gradually next year when they start large-scale vaccinations. In
Korea, restrictions on economic activities will be gradually eased from the fourth quarter of this year thanks to the
sharp expansion of the vaccine rollout.
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The GDP growth rate is forecast to be 4.0%

tained strength, thanks to the recovery of
major economies and strong demand for

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

IT products. Exports of IT products such as

2020

semiconductors and wireless communication
devices are expected to sustain their high
growth, while exports of non-IT products such
as oil products, steel and machinery are likely
to remain buoyant. The current account surplus is forecast to widen further than last year.
The goods account surplus is expected to narrow while the services account deficit is likely
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e

GDP
Private
consumption
Facilities
investment

2022

2021

e

Year H12)

H2 Year H1

H2 Year

-0.9 4.0

4.0

4.0

3.1

3.0

3.0

-5.0 2.4

3.3

2.8

3.3

3.6

3.4

7.1 12.6 5.5

8.8

0.9

3.3

2.1

4.5

4.4

4.1

3.5

3.8

3.2

2.6

2.9

Intellectual
property products 4.0
investment

4.0

to narrow due to the rise in transportation

Construction
investment

-0.4 -1.5 3.2

0.9

income in line with the expansion of national

Goods exports

-0.5 14.4 4.1

8.9

2.5

3.0

2.7

shipping line vessels and the higher shipping

Goods imports

-0.1 12.5 6.7

9.5

2.3

3.7

3.0

rates. The primary income account surplus is

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

expected to widen on the back of the hike in

Source: Bank of Korea.

2) Based on preliminary figures for the second quarter.

dividend income from local subsidiaries overseas.

Consumer price inflation forecast to
accelerate

There are still potential uncertainties surrounding the growth outlook. The upside

Consumer price inflation is forecast to rise

risks to the growth path include the faster

to 2.1% in 2021, increasing significantly from

resumption of economic activities in major

0.5% in 2020, as agricultural and livestock

economies, rapid improvement of COVID-19

product prices and international oil prices

conditions in Korea, and domestic and for-

are expected to increase at faster rates than

eign policy support to stimulate the economy.

initially anticipated, far exceeding the May

Among the downside risks are intensified

forecast (1.8%). In 2022, consumer price in-

spread of COVID-19 at home and abroad,

flation is forecast to decline to 1.5% due to

slower growth of the Chinese economy, and

the decreasing effects of supply-side factors.

delayed recovery of global supply disruptions.

Meanwhile, core inflation excluding food and
energy prices is forecast to increase from 0.4%
last year to 1.2%, around the level of the previous forecast, and rise to 1.5% in 2022 as the
trend of economic recovery is sustained and
the downward pressure on inflation from the
government policy side is reduced.
In terms of overseas factors affecting prices,
international oil prices have risen significantly
from last year to move around the mid-60 dollar level, and grain prices have also remained

high since their price surge in the second
half of last year. The Korean won/US dollar

Table III-2. Inflation outlook1)
(YoY, %)

exchange rate has risen on possible tapering

2020

by the US Federal Reserve and on sell-offs
by foreign investors. As for domestic factors
affecting prices, the extent of the negative output gap is forecast to narrow. Inflation expec-

Year H1
CPI inflation

e

2021

H2 Year H1

2022

e

H2 Year

0.5 1.8 2.4 2.1 1.7 1.3 1.5

CPI excluding
0.4 0.8 1.5 1.2 1.7 1.3 1.5
food & energy

have risen to the mid-2% level, and nominal

Core
inflation CPI excluding
agricultural 0.7 1.2 1.8 1.5 1.8 1.4 1.6
products & oil

wages have exhibited faster growth due to

Note: 1) Figures are the forecast as of August 2021.

tations of the general public (one-year ahead)

improved corporate profitability and a base

Source: Bank of Korea.

effect. As for other factors, the upward trend
in agricultural and livestock product prices
has persisted longer than initially expected.
flationary pressure from the expansion of free
high school education has gradually decreased
and the base effect from the telecom subsidy
in the fourth quarter last year has been working as an upward pressure. The rises in leasehold (jeonse ) deposit prices and monthly rents
(new contracts basis) are forecast to push up
the pace of growth in housing rental fees.
It is assessed that there is a mix of both upside
and downside risks to the inflation forecast
path. Upside risks to the price forecast include
a sustained strong uptrend in agricultural and
livestock product prices, a faster rise in prices
of processed foods, and a stronger recovery
in consumer demand in line with accelerated
vaccinations. Among the downside risks are
a slower recovery in demand for consumption
resulting from the spread of the Delta variant,
a delay in electricity and gas charge hikes, and
declines in commodity prices.
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On the government policy side, downward in-
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ports, rather than strengthening lockdown
measures, on the grounds for the decline in
the share of critically ill patients due to vacci-

Looking ahead, the Bank of Korea will oper-

nations. It is assessed that the impacts of the

ate its monetary policy while closely watching

recent resurgence of the pandemic on the real

the impacts of domestic and external uncer-

economy will be rather limited.

tainties on the economic growth and inflation
forecast paths and paying attention to financial stability as well. In this process, the Bank

Figure III-1. Effective Lockdown Index1)

will also carefully monitor the developments
of COVID-19 at home and abroad, monetary
policies of major economies and global infla80

Global

North America
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Asia Pacific2)
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Korea
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tion, and consequent financial market trends,
as well as the possibility of an accumulation of
financial imbalance risks.

COVID-19 developments at home and
abroad
As the vaccination rate has increased, especially in major advanced economies 95), the

0

0
20.1

7

21.1

7

20.1

7

number of confirmed COVID-19 cases has

Notes: 1) 7-day moving averages; as of August 31, 2021.

been on a decline, showing some signs of eas-

Source: Goldman Sachs.

21.1

7

2) Excluding China.

ing. However, with the highly contagious Delta variant96) recently becoming a predominant
strain, the pandemic has resurged. However,

On the other hand, the spread of the pandem-

major advanced economies have responded

ic in some emerging market economies with

to the pandemic situation with the expan-

ongoing vaccine shortages97) does not show

sion of vaccine eligibility, booster shots, and

any signs of easing. Amid the rapid resur-

mandatory submission of vaccination pass-

gence98) of COVID-19, especially in emerging

95) For major advanced economies, well more than half of their populations are vaccinated (based on two doses) as
of August 31, 2021 (51.8% for the United States, 62.9% for the United Kingdom, 66.8% for Canada, and 60.1% for
Germany).
96) As of August 26, 2021, there are four dominant variants of COVID-19 including ① Alpha (UK, first confirmed in September 2020), ② Beta (South Africa, first confirmed in May 2020), ③ Gamma (Brazil, first confirmed in November
2020), ④ Delta (India, first confirmed in October 2020). Notably, the Delta variant is 1.6 times more transmissible
than the Alpha variant, and vaccine efficacy is known to wane under the Delta variant.
97) The rates of vaccines secured by major advanced economies relative to their populations (two doses converted
to one dose) are about 260% for the US, 409% for the UK, and 376% for the euro zone, in each case near or far
above 300%. Meanwhile, the procurement rates for emerging market economies are about 54% for Vietnam, 56%
for Malaysia, and 47% for Cambodia. The difference in numbers shows a wide gap in vaccine rollouts between
advanced and emerging market economies (as of August 20, 2021, sources: national governments, Duke Global
Health Innovation Center).
98) As of August 31, 2021, the number of newly confirmed COVID-19 cases in major Southeast Asian countries since
June amounted to more than half of the total accumulated number of confirmed cases in each country since 2020
(2.27 million for Indonesia, 1.18 million for Malaysia, and 1.04 million for Thailand).

market economies in Southeast Asia, materi-

In Korea, the number of confirmed cases has

alization of the expected vaccine distribution

increased99) to around 2,000 as virus variants

gap between advanced and emerging econ-

have spread since July100), thereby leading to

omies will likely result in a delay in reaching

strengthened social distancing.101) Meanwhile,

global herd immunity. The spread of virus

the vaccination rate stands at 59.9% as of Sep-

variants and the gap in vaccination rates

tember 7 (Midnight Korean Standard Time)

among countries are expected to heighten un-

as vaccination has progressed since this Feb-

certainties over the global economic recovery

ruary. The Korean government had set targets

going forward.

of reaching 70% of the population vaccinated
with the first dose by the Chuseok holidays
and the second dose by end-October 2021.102)

Figure III-2. New confirmed COVID-19 cases
(foreign2) and domestic3))
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impact of COVID-19 developments at home
and abroad on the domestic economy in the
future.

7

Notes: 1) As of August 31, 2021.
2) D
 aily new confirmed cases per million persons by region
(based on 7-day moving averages).

Monetary policies of major economies
and global inflation

3) D
 aily new confirmed cases nationwide (based on 7-day
moving averages).
4) Brazil, India, Mexico, Russia, and Turkey.
Sources: O
 ur World In Data, Korea Disease Control and Prevention

The global economy has sustained a sound
recovery, led by advanced countries, but exter-

Agency.

99) Daily average confirmed cases (persons): 554 in June 2021 → 1,335 in July → 1,712 in August (source: Korea Disease Control and Prevention Agency).
100) The detection rate of major virus variants in Korea increased by 60.4%p as of the third week of August (90.4%)
from the first week of June (30.0%). The detection rate of the Delta variant surged within a short span of time from
2.9% (first week of June) to 23.3% (first week of July), 61.5% (fourth week of July), 73.1% (first week of August) and
89.6% (third week of August).
101) On June 20, 2021, the Korean government announced a revised social distancing plan. The new scheme was reorganized from the previous 5 levels to 4 levels (Level 1: contained and stable, Level 2: local transmission/cap on
gathering size, Level 3: regional transmission/ban on gatherings, and Level 4: full-blown nationwide transmission/
ban on going out). Level 4 has been in effect in the Seoul Metropolitan area since July 12, 2021. Other areas were
upgraded to Level 3 on July 27, 2021.
102) The Korean government plans to complete the second dose of vaccinations to reach a rate sufficient to achieve
herd immunity (70% of the entire population) by the end of October this year, but also announced the need to
consider raising the target rate of vaccination in reflection of the recent reproduction number (COVID-19 Central
Disaster and Safety Countermeasures Headquarters regular briefing on August 16, 2021).
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nal uncertainties still remain high, such as the

ization could be faster than projected, thereby

resurgence of COVID-19 due to virus variants

temporarily expanding106) financial market

and possible contraction of the real economy,

volatility. Meanwhile, the Bank of England

shifts in monetary policies of major countries,

also suggested at its monetary policy meeting

and concerns over global inflation.

in August that it would reduce its accommodative monetary policy stance slightly if the
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Central banks in some advanced countries,

economy evolves as initially projected. The

where the negative impact of COVID-19 on

central banks of Australia, New Zealand, and

the real economy is gradually decreasing fol-

Norway also hinted107) at reducing the pace of

lowing vaccinations, suggest that they will

their asset purchases or raising interest rates

gradually adjust financial conditions, which

in consideration of economic and financial

have been eased significantly since the out-

stability conditions.

break of the pandemic. First, the US Federal
Reserve decided to keep its policy rate and

Meanwhile, global prices have accelerated in

asset purchase program unchanged at the

most countries affected chiefly by surging en-

July FOMC meeting, but strongly hinted

103)

ergy prices, raising inflation concerns. Some

at the possibil-

have suggested the possibility that inflation-

ity of reducing its asset purchases (tapering)

ary pressures could continue into next year as

within the year. This has led to growing ex-

well if inflation expectations increase along

pectations

in the financial markets that the

with rising commodity prices, wage growth108),

Federal Reserve’s monetary policy normal-

further expansions of fiscal spending in major

later in its FOMC minutes

104)

105)

103) At the Jackson Hole Symposium on August 27, Federal Reserve Chairman Jerome Powell also said the central
bank could begin reducing its asset purchases this year, and the market assessed Powell’s remarks as having
met expectations.
104) According to the July FOMC minutes, most participants judged that it could be appropriate to start reducing the
pace of asset purchases this year, provided that the economy remained on track as anticipated.
105) In reflection of the Federal Reserve's stance, the financial market is adjusting its outlook for tapering and expects
it to start within the year. Concerning the timing of the Federal Reserve’s policy rate hike, some institutions have
adjusted their outlook on the expected rate hike to start late next year, although the prevailing view is that the Federal Reserve is likely to start raising the policy rate in 2023.
106) In domestic and overseas financial markets, the US dollar strengthened and stock prices in emerging markets
weakened due to a widespread perception in the markets that tapering was imminent, based on favorable US
employment indicators for July (released on Aug. 6) and the minutes from the July FOMC meeting that hinted at
the possibility of tapering within the year (released on Aug. 18). In the Korean stock market, the KOSPI fell sharply
(-172.6p, -5.3%) from 3,270.4 on August 6 to 3,097.8 on August 19, 2021.
107) The Reserve Bank of Australia suggested that, if the economic recovery strengthens in the future, the Bank could
further reduce its asset purchases as it did in July. The Reserve Bank of New Zealand announced the possibility
of further reducing its monetary stimulus in consideration of the recovery of the real economy and the housing
price surge. Norges Bank also implied that it would raise the policy rate in September, considering the risks of a
buildup of financial imbalances resulting from the economic recovery and the continued low interest rates.
108) Labor supply improved relatively slowly due to a number of factors such as the risk of COVID-19 infections, the
burden of childcare and the expansion in unemployment benefits. This slow improvement in labor supply served
as a factor driving wage increases in sectors where economic activities resumed, while also restricting the production recovery.

advanced countries109), and prolonged disruptions in global supply chains.110) Regarding

Figure III-3. Developments of CPI inflation rate in
major economies

the recent price conditions, however, the US
Federal Reserve and other major country
central banks, as well as a number of market
participants, judge111) that inflation has risen
due mostly to transitory factors and upward
pressures will ease in the future.
It seems rather less likely that changes in
monetary policies of the US Federal Reserve
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and other major central banks and global
inflation developments will cause instability in financial and FX markets at home and
such changes will work to increase volatility
in these markets, and thus it is necessary to
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Note: 1) Simple average of India, Brazil, Russia, Mexico, and Turkey.
Sources: S
 tatistics Korea, U.S. Bureau of Labor Statistics, FRED,
Bloomberg.

carefully monitor consequent market reactions
at home and abroad as well as their spillover
effects.

Financial market conditions at home
and abroad
The domestic and international financial
markets remained generally stable despite the
resurgence of the COVID-19 pandemic.
In the international financial market, risk
appetite has weakened112) somewhat due to

109) On August 10, the US Senate passed a $1 trillion bill on investment in transportation and telecommunications
infrastructure, and on August 24 the House of Representatives approved a $3.5 trillion budget plan to respond to
climate change and expand the social safety net.
110) The participants of the July FOMC meeting evaluated inflationary pressures as temporary, but some noted that
the pressures may last into 2022 due to increased input costs and supply chain disruptions that were more severe
than initially anticipated. In addition, IHS Markit, a market research institution, predicted that the supply of automotive semiconductors would stabilize at a somewhat later time than originally forecast, considering the recent
pandemic situation in Asia.
111) In its minutes of the July FOMC meeting, the US Federal Reserve attributed the recent price rise mostly to transitory factors such as supply bottlenecks for some items and labor shortages. At its monetary policy meeting in July,
the ECB also assessed that inflation was recently on the rise due to temporary factors such as the energy price
surge and the base effect from the German value-added-tax (VAT) cut in the second half of 2020. It also forecast
that these factors would disappear in early 2022. In addition, according to a Bloomberg survey (conducted in August 2021), the US consumer price inflation is projected at 4.2% in 2021 and is forecast to decline to 2.9% in 2022.
112) The Citi Macro Risk Index, which is calculated by indexing the preference for safe haven assets in the markets
overall by comparing the past and current levels of financial market indicators sensitive to investor sentiment, rose
to a monthly average of 0.11 in June, 0.23 in July, and 0.27 in August (August 1~23, 2021). (The closer the index to
zero, the riskier the preferred assets, and the closer the index to 1.0, the safer the preferred assets.)
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abroad. There is, however, a possibility that

-2
19.1

the rapid spread of the Delta variant, but the
resurgence of COVID-19 had only limited im-

Figure III-4. Global stock prices and fund inflows
to EMEs

pacts on the major price variables, with stock

KOSPI

prices rising in advanced countries, for instance. This was due mainly to the decreased
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 ank of Korea, Bloomberg, Emerging Portfolio Fund Research.

The domestic financial markets have experienced limited impacts from the spread of the
Delta variant. Since mid-August this year,
however, net selling by foreign investors in the
domestic market has increased due to a possible slowdown in the semiconductor industry
and to concerns about an earlier tapering by
the US Federal Reserve, and the Korean won/
US dollar exchange rate has also risen rapidly
owing to factors associated with domestic and
overseas risks and supply-demand. Investor
risk appetite remains high even in the recent
adjustment phase of the stock market, with a
continuous rise in net purchases of domestic
stocks and an expansion in leveraged investment by individual investors.114)

113) In its World Economic Outlook (July 2021), the IMF raised the economic growth forecast for developed countries
(5.1% → 5.6%) while lowering the forecast for emerging market countries (6.7% → 6.5%), in consideration of the
gaps in vaccine distribution and fiscal stimulus measures.
114) Net purchases of individual investors in the domestic stock market amounted to 5.3 trillion won in June, 9.0 trillion
won in July, and 8.7 trillion won in August (August 1~20, 2021), while their outstanding balance of loan trading rose
from 19.2 trillion won at end-December 2020 to 23.2 trillion won at end-May this year and to 25.2 trillion won on
August 20, 2021.

Figure III-5. K
 RW/USD exchange rate, stock prices and foreign portfolio investment
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growth since last year, continued to rise rapidly, particularly in the Seoul Metropolitan
area116), despite the recent steady slowdown of
the housing transaction volume.115) The pace
of growth in leasehold (jeonse) deposits also
accelerated in all parts of the country, due to

7

an increasing number of households switch-

Sources: Bank of Korea, Koscom, Financial Supervisory Service.

ing from jeonse contracts to monthly rents

7

21.1

7

7

21.1

and to concerns about a mismatch between
Going forward, given developments of the

supply and demand117) in line with relocation

COVID-19 pandemic and changes in expecta-

demand arising from reconstruction projects.

tions for the monetary policy stances of major

As housing prices have risen for an extend-

central banks, the possibility cannot be ruled

ed period of time, current housing prices are

out of increased volatility in financial markets

considerably at odds118) with basic purchasing

at home and abroad, and thus close attention

power including income particularly in the

must be paid to related risk factors.

Seoul Metropolitan area, and the current
Housing Affordability Index also stands far
below119) the long-term average.120)

115) Nationwide housing sales volume (monthly average, units) stood at 93,000 in the second quarter of this year, a
slight decrease from the same period last year (99,000) (source: Korea Real Estate Board).
116) The recent relatively strong growth in housing prices in the Seoul Metropolitan area seems to have been attributable partly to expectations of reconstruction in some areas of Seoul and the GTX (Great Train eXpress, a high
speed railway system connecting the Seoul Metropolitan area) project starting to take shape.
117) The Supply and Demand Trends Index for Leasehold (jeonse ) Market for all housing types nationwide stood at
113.3 in July, the highest since April 2015 (114) (source: Korea Real Estate Board).
118) The price-to-income ratio (PIR) reached a record high according to both sources, KB Kookmin Bank (7.1 nationwide and 18.5 in Seoul, as of June 2021) and the Korea Real Estate Board (4.1 nationwide and 9.3 in Seoul as of
Q1 2021).
119) The Housing Purchasing Power Index (HAI) in Seoul is far below its long-term average (64.4 as per KB Kookmin
Bank and 92.3 as per the Korea Real Estate Board since 2012) according to both sources, KB Kookmin Bank (46.8
as of June 2021) and the Korea Real Estate Board (79.2 as of Q1 2021).
120) T he Housing Affordability Index refers to the capacity of households with moderate income for repayment of
principal and interest with their current income, assuming that they take out loans from financial institutions and
buy medium-priced houses (HAI=median household income/income available for loan repayment x 100). In other
words, a decrease in the HAI refers to a decrease in housing purchasing power of households.
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950
20.1

accumulation of financial imbalance risks.

The pace of growth in household lending has
continued to accelerate121), as housing prices

Figure III-7. Price-to-Income Ratio

sustain their uptrend, along with continued
demand for funds related to living expenses
as well as funds for investing in risk assets.
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Mortgage loans by banks expanded, boosted
by demand for funds for housing purchases
and leasehold (jeonse ) deposits. Other loans
by banks also increased substantially, mainly
led by unsecured lending. Growth in household loans by non-bank depository institutions accelerated significantly, driven by loans
86

from mutual credit cooperatives and mutual
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savings banks.
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Note: 1) As of July 2021, new samples are collected and survey dates
are changed.

Figure III-6. Housing price growth

Sources: Koreal Real Estate Board, KB Kookmin Bank.
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at around 105.0% as of the first quarter of
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compared with major countries.
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Accordingly, there have been growing con-

2021, the sixth highest among the 43 countries surveyed by the Bank for International
Settlements (BIS), and the ratio has increased
by about 13.2%p since 2019, a sharp rise122)

cerns about the risk of a buildup of financial
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7
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Note: 1) New samples applied and the survey date changed starting
from July 2021.
Sources: Korea Real Estate Board, KB Kookmin Bank.

imbalance risks centering around household
debt and housing market conditions. In the
housing market, concerns about supply and
demand123) remain, particularly in the Seoul
Metropolitan area, and expectations for fur-

121) Changes in household lending (based on depository institutions, changes in balances during the periods, trillion
won): 26.3 in Q1 2021 → 29.9 in Q2 2021.
122) T he household debt-to-GDP ratio of the BIS survey targets (42 countries excluding Korea; simple average) increased by 4.5%p from 2019 to end-2020, while that of Korea grew by 12.0%p over the same period (13.2%p by
end-Q1 2021), the third largest increase after Hong Kong (18.5%p) and Norway (15.3%p) among the surveyed
countries.
123) The Supply and Demand Trends Index for apartment transactions in the Seoul Metropolitan area (Korea Real Estate Board): 117.6 in May 2021 → 124.7 in June → 128.7 in July. Number of new apartments in the Seoul Metropolitan area (Real Estate 114, as of Aug. 27, 10,000 units): 19.0 in 2020 → 16.4 in 2021e) → 15.8 in 2022e).

ther price hikes124) are still high. However,
such concerns are expected to ease gradually

Figure III-9. Housing price-related sentiment
indices

in the long term if the government’s supply
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measures are implemented without delay.
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Figure III-8. H
 ousehold debt-to-GDP ratio1) and
scale of increase2)

If financial imbalances, such as a rapid increase in asset prices accompanied by a large
rise in debt, continue to build up to exceed

Household dept-to GDP ratio (left)
Increase since 2019 (right)
(%)

the appropriate level, they could act as a factor
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causing instability in the financial market and
dampening the real economy such as con-
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sumption. Given the recent ongoing rise in
housing prices and the continuing acceleration
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of household loan growth, the Bank of Korea
will need to pay more attention to the risk of a
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buildup of financial imbalances amid accommodative financial conditions.
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Notes: 1) As of Q4 2020 (Q1 2021 for Korea).
2) Scale of increase from Q4 2018.
3) A
 verage of 42 countries, excluding Korea, among the BIS
survey targets (simple average).
4) Calculated by dividing the outstanding amount of loans and
government loans from flow of funds data for Q1 2021 by
the total nominal GDP for Q1 2021 and the preceding three
quarters.
Sources: B
 ank for International Settlements, Bank of Korea staff
calculation.

124) The sales price forecast index has been rising gradually since the second quarter of this year to stand at 124.9 in
August, and the housing price forecast CSI has increased for the fourth consecutive month to stand at 129 in August.
125) The financial supervisory authorities implemented the first stage of Debt Service Ratio (DSR) regulations (40%) on
individual borrowers (July 1, 2021) and decided to strengthen monitoring of household loans, by identifying nonbank mortgage loans and their compliance with the regulatory ratios (July 2021).
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terest rates.
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3. Future Monetary Policy
Operational Directions

by smoothly communicating its assessment of
financial and economic conditions, and other
factors which are important considerations in
determining the direction of monetary policy.

Base Rate operations

In addition, the Bank will continuously seek
ways to effectively operate monetary policy

88

The Bank of Korea will continue to conduct

instruments, including the Bank Intermediat-

monetary policy in order to sustain the recov-

ed Lending Support Facility and open market

ery of economic growth and stabilize consum-

operations. Furthermore, given that consumer

er price inflation at the target level (2%) over a

price inflation has recently increased to ex-

medium-term horizon, while paying attention

ceed its target level (2%), the Bank will closely

to financial stability.

examine the inflation target operations and
faithfully communicate the results with eco-

The Bank of Korea will gradually adjust the

nomic agents. Meanwhile, the Bank will also

degree of monetary policy accommodation as

continue its efforts to examine and improve

the Korean economy is expected to continue

the monetary policy framework over a me-

its sound growth and inflation to run above

dium- to long-term horizon considering the

2% for some time, despite ongoing uncertain-

changes in monetary policy operation con-

ties over the virus. In this process the Bank

ditions in line with rapid shifts in economic

will judge when to further adjust the degree

conditions, and expectations for an expanded

of accommodation while thoroughly assessing

role of the central bank. The Bank of Korea

developments related to COVID-19, changes

will also analyze the economic, industrial,

in the pace of growth and inflation, the risk of

and labor structures in the post-pandemic era,

a buildup of financial imbalances, and mone-

as well as technological and environmental

tary policy changes in major countries.

changes, and strengthen its research on their
implications for monetary policy.

Enhancement of monetary policy
effectiveness

Promotion of financial and foreign
exchange market stability

The Bank of Korea will continue its efforts
to enhance monetary policy effectiveness.

The Bank of Korea will continue its efforts to

First, the Bank will work to reinforce its policy

maintain the stability of financial and foreign

communication to increase the transparency

exchange markets. Given the possibility that

and predictability of monetary policy. In the

domestic and international financial markets

course of gradually normalizing the monetary

could respond sensitively to pandemic-related

policy stance, which has been exceptionally

developments and shifts in monetary policy of

accommodative in response to the COVID-19

major economies, the Bank will closely mon-

pandemic, in reflection of the degree of eco-

itor major price variables in the financial and

nomic improvement, the Bank will devote

foreign exchange markets, and the flows of

efforts to bring market expectations of eco-

funds. The Bank will also pay attention to the

nomic agents in line with its policy intention

possibility of a rapid shift in global investment

fund flows following sudden adjustments in
market expectations concerning the US Federal Reserve’s monetary policy and in risk sentiment. The Bank will implement market stabilization measures in a timely manner, should
concerns over market turbulence heighten
due to the changes in financial and economic
conditions at home and abroad. Furthermore,
when the current temporary measures to
support the financial markets, adopted in an
effort to cope with COVID-19, are set to expire, the Bank will decide whether to extend
them after comprehensively evaluating their
continued necessity and what effects their ter-

Maintenance of financial system stability
The Bank of Korea will examine the effects of
changes in financial and economic conditions
at home and abroad on the stability of financial system, and continue its early warning
activities concerning potential financial sector
risks. The Bank will comprehensively examine the impacts of normalization of financial
support measures on the financial soundness
of the household and corporate sectors, and
on the capital adequacy of the financial sector,
while paying attention to the possibility that
the expansion in macro-leverage following the
prolonged COVID-19 pandemic and the continued accommodative financial conditions
could negatively affect the financial and real
economic sectors. The Bank of Korea will also
closely monitor the possible emergence of new
forms of risks created amid rapidly changing
financial and economic conditions, such as
climate change and progress in digital financial innovation.
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