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The Bank of Korea Continues Its Wait-And-See 

Monetary Policy Stance 

 The Bank of Korea left the benchmark interest rate unchanged on the 

back of heightened external uncertainties that weigh on the domestic 

economic outlook.  

 The Bank of Korea implies that more emphasis will be placed on 

financial stability over the coming months, pointing to a possible 

interest rate hike in November.  

The Bank of Korea (BoK) left the Base Rate unchanged at 1.50% following the 

October 18 monetary policy meeting. We had anticipated a 25 basis point hike. 

The BoK’s policy statement reveals that there was no real sense of urgency to 

normalize South Korea’s accommodative monetary policy stance at this time as 

spreading trade protectionism weighs on the outlook. Indeed, the central bank 

lowered South Korea’s 2018 real GDP growth projection from 2.9% to 2.7% and 

the 2019 forecast from 2.8% to 2.7%. Nevertheless, the decision to keep the 

policy rate on hold was not unanimous, as two members in the seven-member 

Monetary Policy Board voted for a rate increase. In the previous meeting at end-

August, only one member had voted for a hike. The BoK’s most recent benchmark 

interest rate increase took place in November 2017.  

South Korea's inflation is strengthening (chart 1); at 1.9% y/y in September, CPI 

inflation is virtually at the BoK’s 2% y/y target. The recent pickup largely reflects 

year-ago base effects, higher food prices, and imported price gains due to recent 

currency depreciation vis-à-vis the US dollar. We expect headline inflation to 

hover near the 2% mark in the final months of 2018. In 2019–2020, inflation will 

likely remain manageable, averaging 2½ y/y. South Korea’s core inflation remains 

low—at 1.2% y/y in September—yet the BoK expects it to rise gradually over the 

coming months. 

With the recent pickup in inflation, the BoK’s policy rate in real terms has dipped 

into negative territory. This will likely prompt the central bank to redirect its current 

policy focus on financial stability in the face of elevated risk aversion globally, 

capital outflows, and tightening monetary conditions in the US and in several other 

economies. Indeed, BoK Governor Lee Ju-yeol noted during the press conference 

that the central bank will be able to pay more attention to financial imbalances 

when inflation is close to the target. He also pointed out that financial instability 

has become a bigger concern than before. Moreover, continued high credit growth 

by South Korean households adds to financial instability risks; accordingly, 

monetary authorities continue to monitor household debt levels closely.  

With financial stability considerations combined with an on-target inflation and a 

reasonably stable economic growth outlook—South Korea’s real GDP growth is 

expected to be in line with the economy’s potential over the coming quarters—we 

assess that the BoK’s policymakers will continue to shift their biases toward 

reduced monetary accommodation. Accordingly, we believe that the likelihood of 

the BoK raising the Base Rate by 25 basis points to 1.75% at the next monetary 

policy meeting on November 30 is reasonably high. 
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