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Bank of Korea Eases Monetary Policy 

 The Bank of Korea joined the broadening global trend of monetary 

easing and lowered its benchmark interest rate to 1.50% in order to 

support South Korea’s economic recovery.  

 The central bank will likely refrain from further monetary easing in the 

near term, as it assesses the impact of today’s cut while prioritizing 

financial stability.  

The Bank of Korea (BoK) lowered the Base Rate by 25 basis points to 1.50% 

following the July 18 monetary policy meeting, thereby reversing the November 

2018 hike (chart 1). The decision to cut the policy rate was not unanimous, as one 

member in the seven-member Monetary Policy Board voted for the rate to be kept 

on hold. We—along with the majority of analysts surveyed by Bloomberg—had 

anticipated the BoK to keep the policy rate on hold this month in order to promote 

financial stability, and to ease policy in August following the US Federal Reserve’s 

expected interest rate cut at the end of July. 

In line with a regional—and increasingly global—trend, the BoK has become 

increasingly concerned about the economic outlook, which is weighed down by 

persistent trade uncertainties. Simultaneously, inflationary pressures remain 

muted, allowing for looser monetary conditions. With demand-driven price 

pressures likely to stay low in the foreseeable future, the BoK expects headline 

inflation to average only 0.7% y/y in 2019, significantly below the central bank’s 

2% y/y inflation target and lower that its April forecast of 1.1% y/y.  

BoK Governor Lee Ju-yeol noted that monetary authorities decided today to prioritize 

economic growth over financial stability. The central bank expects the South Korean 

economy to expand by 2.2% y/y in 2019, compared with its April forecast of 2.5%; the 

lower growth forecast—which is below the economy’s potential growth of around 

2½% y/y—mainly reflects weakness in exports and fixed investment. The country’s 

exports are contracting due to weaker global demand and the ongoing downturn in 

the global semiconductor sector, which reflects lower Chinese demand and 

smartphones’ longer replacement cycle. Given that South Korea is deeply integrated 

into regional supply chains, the economy is also feeling the impact of the US–China 

trade dispute. Moreover, Japan’s export curbs are weighing on the South Korean 

outlook. On the back of both domestic and global headwinds, confidence indicators 

have declined with adverse consequences on fixed investment prospects.  

Given the challenging backdrop, the BoK will likely maintain an accommodative 

monetary policy stance in the foreseeable future. Nevertheless, with the Base 

Rate near the record low of 1.25%, Governor Lee recognized that the BoK has 

limited monetary policy room left to stimulate the economy further and that a rate 

cut may have only a small impact on growth. Accordingly, we expect that fiscal 

policy will become more growth-supportive in the near term, complementing the 

central bank’s monetary stimulus efforts. Reflecting such considerations, we do 

not expect the BoK to adopt an aggressive monetary easing stance at this point. 

Instead, we expect the central bank to embrace a wait-and-see approach, 

assessing the impact of today’s cut while closely monitoring how domestic and 

global risks will evolve over the coming months.  
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