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MNI BoK Preview – April 2021 
 

 
Meeting Date: 28 May – announcement expected between 0130BST–0230KST/0930KST–1030KST 

 

April Monetary Policy Decision: 

https://www.bok.or.kr/eng/bbs/E0000627/view.do?nttId=10063991&menuNo=400022&pageIndex=1  
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MNI POV: Fuel In The Boosters, But No Lift Off Yet 

All 21 analysts surveyed by Bloomberg expect the Bank of Korea to keep the 7-day repo rate on hold as 0.50% 

with the South Korean economy recovering but still at an uncertain point in the pandemic. 

Exports have been the driver of South Korea’s recovery recently, strong external demand for electronics products 

in particular has seen GDP rise and led analysts and policymakers alike to upgrade growth forecasts. However, 

virus cases remain elevated and gradually tightening social distancing measures are weighing on the domestic 

recovery.  

Fig.1: South Korea Exports & GDP 

 

At the most recent print inflation rose above the BoK’s 2.0% target, coming in at 2.3%. The data saw limited 

reaction though, with most seeing the jump as transitory. Bank of America says: “If we fast forward to the latter 

half of the year when the favorable base effect dissipates on key data, we see sequential momentum which looks 

past the base effect guiding a rapid stabilization in export and inflation post-2Q21.” 

 

 

 

 

 

 

 



 

3 | P a g e  
Business Address – MNI Market News, 5th Floor, 69 Leadenhall Street, London, EC3M 2DB 

 

Fig.2: CPI & Consumer Confidence 

 

New coronavirus cases have struggled to drop below 500 despite stricter restrictions. This week cases have risen 

above 700 for the first time in two weeks. On the vaccination front around 3.9m people, or 7.7% of the 

population, have had their first jab with around 1.1 million more fully vaccinated. 

There is a risk that a sustained rapid recovery could prompt the BoK to start normalising policy sooner. This has 

led many analysts to bring forward rate hike expectations, though OIS markets are even more hawkish. Swap 

markets now price in just shy of two rate hikes over the next 12 months, while the median forecast from analysts 

is the first hike in Q3 2022, which was recently brought forward from Q1 2023 in March. 

The improving economic fundamentals have led the discussion away from potential use of unconventional 

measures or further easing from the BoK, to if the bank could be the first in the region to hike rates as it did, led 

by the Fed, in 2015. 
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Fig.3: South Korea 7-Day Repo Rate, 10-Year & 3-Year Bond Yield 

 

Household credit growth moderated in Q1 for the first time the onset of the pandemic, though the figure did hit 

another record high, increasing 2.2% compared to 2.7% in the previous two quarters. A rapid rise in house prices, 

cheap loans and high levels of liquidity has concerned policy makers, recent measures to cool credit growth are 

having a limited effect. While the amount of credit has hit a record high, the slow down in pace should give the 

BoK room to manoeuvre.  

The BoK will update its economic projections at its May meeting, with upward revisions likely for both its 2021 

GDP and inflation estimates on strong Q1 data and the expectation of robust exports. The forecasts will be 

scrutinsed for clues as to when the bank will consider hiking rates from record lows. In February the bank 

predicted 1.3% inflation and 3% growth. President Moon this floated the possibility that the economy could 

expand more than 4% this year in a speech earlier in May. 

Markets will also look to the speech from BoK Governor Lee to try and identify any switch in his stance. At the 

previous meeting Lee said policy would remain accommodative until the recovery is secured. 
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MNI STATE OF PLAY: Inflation Worry Key To BOK Policy Moves 

The Bank of Korea is upbeat about the recent improvement in exports but the recent pick-up in consumer prices 

is of greater concern to policymakers, MNI understands. South Korea's CPI rose to 2.3% y/y in April, above the 

bank's price target of 2% and is expected to rise further in May, with some analysts suggesting the BOK could 

consider a rate hike policy at a future date. 

However, the BOK is expected to stand pat on monetary policy when it meets on May 27 as it is premature to flag 

a possible rate hike with the economy still recovering from the Covid-19 pandemic. 

NO TIGHTENING HINTS 

"Now isn't time (for the BOK) to be worried about inflation and it is premature to predict rate hikes," Kim 

Myoungjung, Social Improvement and Life Design Research Department Research fellow at NLI Research Institute 

told MNI. Kim did accept that future BOK policy could, as is often the case, be influenced by Federal Reserve 

policy decisions. 

Hidehiko Mukoyama, senior analyst in charge of Korean economy and industry at Japan Research, said Korean 

policymakers are on increased guard against higher inflation. 

"Manufacturers depend on imported goods and they are sensitive to import costs. A weaker won will increase 

upward pressure on those costs," strengthening BOK worry over the inflation rate, Mukoyama said. 

The central bank is also paying attention to continued high household debt levels and corporate financial 

imbalances caused by a prolonged easy policy. 

IMPROVING DATA 

Exports rose 41.1% y/y in April for the sixth straight gain, following a 16.5% rise in March on the back of a 

recovering demand for IT-related goods and semi-conductors and exports will continue to be supported by global 

demand. Preliminary May data also suggests a continuation of strong data. 

South Korea's GDP rose 1.6% q/q in the first quarter, returning to the pre-pandemic level during this period. 

South Korea President Moon Jae-in said on May 10 that the country was targetting 4% growth this year, saying 

the government will boost fiscal policy if necessary to increase employment, which is currently below the hoped 

for recovery level. 
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BoK Governor Lee Post April Rate Announcement Speech 

In his post rate announcement speech BoK Governor Lee said that the nation’s economy is likely to expand in the 

mid-3% mark this year, rosier than its previous forecast in February.  

“The current situation surrounding both the global and the Korean economy show that the mid-3% growth for 

this year is a possible outcome,” Bank of Korea Gov. Lee said. 

In its previous forecast in February, the BOK posted the nation’s 2021 growth outlook at 3%. 

“The global economy is seeing fast recovery with the US carrying out its massive stimulus package and the local 

economy is likely to gain further momentum backed by a rebound in exports and facility investments,” he added. 

The mid-3% projection would hit its mark on conditions that the situation surrounding the economy and the 

pandemic won’t worsen and the nation’s vaccination would be carried out smoothly, Lee explained. 

On its monetary policy stance, Lee said that “it is too early” to shift from the current dovish stance, hinting at the 

central bank’s willingness to maintain it for some time to help the economy see a “solid recovery.” 

In a separate report released the same day, the BOK raised the possibility of inflation exceeding the February 

projection of 1.3 %, backed by projections of soaring agricultural prices and international oil prices. But it 

continued to downplay it overall, adding that it will hover around the 2 % mark before declining again. 
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Sell Side Views 

SocGen: 

We expect more a hawkish stance at the Bank of Korea (BoK) policy meeting on 27 May. The policy rate will likely 

be kept unchanged at 0.50% by a unanimous decision, while the GDP and inflation forecasts will be revised up as 

had already been suggested at the April meeting. We also expect the conclusion of the policy statement in which 

it maintains its accommodative stance to be the same as before. Governor Lee's comments at the press 

conference will probably be more hawkish, along with an upbeat growth outlook and more serious concerns 

about inflation. We now expect that the first BoK rate hike will take place in February 2022, after 2021 GDP 

growth is confirmed. 

We do not expect much discussion about the KRW at the upcoming MPC. In addition, the likely unanimous 

decision to make no change to the policy rate would have limited implications for the KRW. Foreign equity flows 

have been negative for the KRW, with YTD outflows at -USD16.7bn, which is partly attributable to the USD/KRW 

rising by +4% YTD. There is a risk of a sustained foreign equity selloff despite a positive outlook for the 

semiconductor sector. Nonetheless, the USD/KRW could benefit from a broad USD weakness, if the DXY continues 

to decline in 3Q. However, more fundamental challenge to the USD/KRW could come from: 1) a possible 

slowdown in China (link), 2) weak portfolio inflows and 3) an increase in domestic ownership of foreign equities in 

the medium term. 

 

ANZ:  

We expect the Bank of Korea (BoK) to keep its policy rate on hold at 0.50%. The inflation pick-up is unlikely to 

convince the BoK to relinquish accommodative policy, given still elevated growth uncertainties and labour market 

slack. We still think the BoK is likely to be among the region's first to normalise monetary policy, but this is 

unlikely until 2022. 

Inflation is starting to get more attention. The headline figure breached the BoK’s 2% target in April for the first 

time since August 2018, with the increase reflecting both low baseeffects and improving activity. Core inflation 

also picked up. 

However, the BoK is unlikely to be swayed into imminent policy action. Ithas acknowledged that inflation 

expectations may pick up as the economy is on a recovery track, but also highlighted that the recovery is still at an 

early stage and that it is too soon to normalise monetary policy. It previously flagged that inflation is expected to 

run above 2% in Q2 before tapering later in the year. 

Meanwhile, uncertainties around the path of COVID-19 remain. South Korea’s daily virus case numbers have 

stayed elevated, while the vaccine coverage is still low, with just slightly more than 7% of the population receiving 

at least one dose of a COVID-19 vaccine. 

Given rising global concerns about the spread of virus variants, social distancing measures are likely to remain 

tight for a prolonged period, which in turn caps the pace of the recovery. Notably, while labour market conditions 

are improving, they remain some way below pre-pandemic levels. 
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Overall, we still think the BoK’s priority will continue to be growth, this year, with a broader recovery going into 

2022 -helped by widespread vaccine coverage –paving the way for the central bank to shift its focus onto financial 

stability. Our base case is for the BoK to raise its policy rate gradually, starting with a 25bp hike in Q22022. 

 

Barclays: 

We expect the BoK to keep policy unchanged unanimously. The key focus will be on the bank’s growth and 

inflation forecasts. We think the BoK may upgrade its 2021 growth forecast from 3.0% to 3.6-3.7%, and inflation 

to 1.5% from 1.3% earlier. Despite the expected forecast upgrades, we think the recent flare-up in COVID cases in 

the region suggests the BoK may not turn hawkish, as still elevated uncertainties suggest the bank will prefer to 

stay accommodative. 

 

JP Morgan: 

We expect the Bank of Korea to raise its annual GDP and inflation forecast at next week’s MPC meeting, by a 

larger margin than usual forecast revisions. Yet it is still early for a clear hawkish signal such as a dissent vote, 

given lingering uncertainty associated with the COVID-19 situation. We continue to expect a hawkish signal in 2H 

to hint at a rate hike in 1Q22. 

 

HSBC: 

The Bank of Korea (BoK) is likely to leave the base rate unchanged at its historical low of 0.50% by unanimous 

decision at the May meeting. Domestically, labour market conditions have started to recover, albeit slowly, with 

relaxed social distancing measures from February. Meanwhile, external demand is likely to be supportive of 

growth throughout this year, with semiconductors leading the way. Still, COVID-19 uncertainty persists with slow 

vaccine roll-outs and new COVID-19 cases remaining elevated. As such, Governor Lee is likely to remain neutral at 

the accompanying press conference. Looking ahead, the BoK is likely to remain on hold throughout 2021, 

anchored by the uncertainty surrounding the viral outbreak weighing on domestic demand and rising financial 

stability risks given sharp increases in property prices. Meanwhile, the BoK will update its economic outlook, 

where the central bank's 2021 growth forecast is likely to be revised higher from 3.0% made in February (HSBC: 

3.4%) on stronger actual data in Q1 2021 and resilient export prints. Indeed, at the last meeting, Governor Lee 

commented that at least mid-3% growth should be achievable given stronger external demand conditions. 

 

Morgan Stanley: 

We expect BoK to keep its policy rate on hold at 0.50% in the upcoming meeting. Despite the strong rebound in 

1Q21 GDP and continued recovery in external and domestic demand high-frequency indicators of late, it appears 

BoK would likely wait for clearer signs of growth recovery firming out first before embarking on a policy rate 

normalization path. Looking forward, we are now expecting BoK to begin policy rate normalisation in Jan-22, 

taking policy rates up cumulatively by 75bps during the course of 2022. In the aftermath of the GFC, BoK began 

policy rate normalisation in 3Q10, about 4 quarters after GDP returned to pre-GFC levels. Meanwhile, in terms of 

communication, the BoK governor in Feb-2010 talked about how a rate hike was likely not far off before the rate 

hike actually happened 5 months later. As a comparison, our expectations of the beginning of policy rate 
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normalisation in 1Q22is also about 4 quarters after the economy has returned to pre-Covid GDP levels, and it also 

allows time for BoK policy communication to evolve over the next few months as macro data continues to firm 

out. In the meantime, further rolling back of existing emergency liquidity measures would give us more evidence 

that we are closer to the start of policy rate normalisation. 

 

ING: 

Central banks of South Korea […] meet next week. We share the market consensus of […] leaving their current 

policy settings unchanged. 

Although inflation has started to accelerate, the threat from Covid-19 is far from over. Central bank policies 

around the region remain focused on supporting growth rather than curbing inflation given that the latter is 

pretty much a transitory phenomenon, which likely warrants policy status quo throughout the year. 

Yes, the increasing noise about the timing of tapering from the Federal Reserve may get Asian central bankers 

thinking about eventual dialling down of policy support, though that’s not something we foresee happening in 

Asia at least until 2022. 

 

Goldman Sachs: 

We expect the BOK to keep its policy rate on hold at 0.50% in its May MPC meeting, in line with Bloomberg 

consensus expectations. The central bank will be releasing its updated 2021 macro forecasts, for which we expect 

meaningful upward revisions for real GDP growth and inflation from previous figures published in February: 3.0% 

for GDP (vs. GS forecast: 4.4% and consensus: 4.0%) and 1.3% for headline inflation (vs. GS forecast and 

consensus: 1.7%). It will also be important to watch for updates to the central bank’s macro forecasts for 2022 

(GDP: 2.8%, inflation: 1.4%) in light of the government’s multi-year plan to support the semiconductor industry. 

At the press conference, markets will focus on the governor’s assessment on macro conditions and financial 

stability risks, against the backdrop of strengthening growth outlook and ongoing progress in vaccination (7.3% of 

population, as of May 21 2021), as well as a noticeable uptick in household debt growth. 

 

Scotiabank: 

Bank of Korea is expected to stay on hold with a policy 7-day repo rate set at 0.5% on Thursday. Growth has 

improved (1.6% q/q non-annualized in Q1) and the BoK expects growth of around 3 ½% over 2021, but a still-

sizable output gap (chart 8) puts it in no rush to alter policy as inflation is monitored to see how transitory it 

proves to be over the course of the year. 

 

Bank of America:  

The BoK is likely to revise its growth forecast upward by a large margin closer to ours and market's on 27 May. But 

we would not get too excited as inflation outlook likely remains muted, data spike in 2Q likely dismissed as 

transitory. Expect both export & inflation print to stabilize after 2Q21; we continue to see BoK keeping policy 

stance accommodative. 
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We would not get too excited over the upward forecast revision at the upcoming BoK meeting on 27 May. At its 

quarterly economic assessment, we expect the BoK to upgrade its growth forecast by relatively a large margin 

around 50-60bps from 3.0% for this year. The revised figure is likely to climb closer to the market consensus 

(3.8%) and ours at 3.9%. However, while the BoK takes a more upbeat tone on the economic recovery, their 

stance on policy likely remains accommodative as they are likely to (1) dismiss the spike in data in 2Q21 as 

transitory, (2) make minimal change to their muted inflation outlook, and (3) continue to show concern over 

weakness in the labor recovery. 

 

 

 


