
 

February 27, 2020 

GLOBAL ECONOMICS 

|  FLASH REPORT 

CONTACTS     

Tuuli McCully, Head of Asia-Pacific Economics  

65.6305.8313 (Singapore) 

Scotiabank Economics 

tuuli.mccully@scotiabank.com 
 

 

1 Visit our website at scotiabank.com/economics | Follow us on Twitter at @ScotiaEconomics | Contact us by email at scotia.economics@scotiabank.com 

Bank of Korea Refrains From Injecting Further 

Monetary Stimulus 

 The Bank of Korea unexpectedly left its benchmark interest rate 

unchanged at 1.25% despite Covid-19 related headwinds. 

 The central bank will take its time to assess the potential economic 

damage caused by the virus outbreak, but notes that there is room left 

for further easing if needed.  

The Bank of Korea (BoK) left the Base Rate unchanged at 1.25% following the 

February 27 monetary policy meeting (chart 1). We—along with the majority of 

analysts surveyed by Bloomberg—had anticipated a cut due to rising economic 

headwinds caused by the Covid-19 outbreak. The BoK’s decision was not 

unanimous, as two members in the seven-member Monetary Policy Board voted 

for the rate to be cut. Even though monetary authorities will take their time to 

assess the impact of the virus on the economy, they decided to expand the BoK’s 

lending support facility for small and medium-sized companies.  

The BoK’s policymakers assess that the outlook for the domestic and global 

economies is weakening, reflecting sluggishness in global trade, the impact of the 

virus outbreak and higher financial market volatility. They pledged to thoroughly 

study the economic impact of the outbreak; as more data will become available, 

they will consider the need to adjust monetary policy accommodation accordingly. 

Meanwhile, rising house prices and household debt growth remain issues of 

concern that warrant close monitoring. Given the increasing downward pressure 

on the South Korean economy, we believe that the BoK will lower the benchmark 

interest rate to 1.0% at its next monetary policy meeting in April. In the meantime, 

we expect fiscal policy to take a leading role in addressing the economy’s 

weakness.  

The BoK lowered South Korea’s 2020 real GDP growth forecast to 2.1% from 

2.3%. We are somewhat more cautious, estimating that the average output gain is 

likely to drop below 2% this year. South Korean exporters were facing difficulties 

already before the virus outbreak, reflecting weak global demand dynamics and 

trade-related uncertainties. Now the challenges are further amplified by virus-

induced supply-chain disruptions and faltering economic momentum in China. 

Meanwhile, South Korea’s domestic demand is set to weaken as the country is 

fighting the virus at home. Indeed, substantial drops in consumer and 

manufacturing sector confidence indicators imply that some spending decisions are 

likely to get delayed, which will lead to softer economic activity in the near term.  

Against the backdrop of economic weakness, South Korea’s inflationary pressures 

remain contained despite a pickup in the headline inflation rate to 1.5% y/y in 

January from 0.7% at end-2019. The acceleration mostly reflected higher 

transportation and food prices. Price gains at the core level remained muted with 

the core CPI rising by 0.9% y/y in January. We forecast that headline inflation will 

remain below the BoK’s 2% target in 2020, and reach the target in the second half 

of 2021. Modest inflation dynamics will allow the BoK to inject further monetary 

stimulus to the economy in the near future. 
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