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MNI POV (Point Of View): Set For A 25bp Hike 
 
A larger than expected uptick in inflation (and pipeline pressures) cemented broader expectations for a 25bp rate 
hike at this meeting, with almost all of the sell side looking for such a move. This moves focus to the vote split, with 
known dove, Joo Sangyong, providing the most obvious potential source of dissent (voted against the August hike). 
 
Fig. 1: South Korea CPI & Core CPI (Y/Y)               The October meeting saw rates left unchanged, 

with 2 board members dissenting, voting for a 
hike. The focus in the statement fell on the 
continued “sound recovery,” while the BoK pointed 
to upside risks for inflation. Language surrounding 
the normalisation process saw a hawkish tweak, 
switching to “appropriate” from “gradual” 
adjustment. Governor Lee’s press conference 
flagged a November hike, as long as domestic 
economic conditions evolved in a manner that was 
broadly in line with expectations (similar rhetoric 
was deployed in the meeting minutes and in a 
subsequent appearance from Lee). These 
conditions seem to have been met, even with the 
unemployment rate nudging higher as participants 
return to the labour market. At 3.2% the 
unemployment rate still sits below the BoK’s H221 
forecast (3.5%). 
 

The Bank also stressed that policy settings and broader financial conditions remain very accommodative, with the 
real policy rate comfortably in negative territory (a “significant margin” below its unidentified neutral rate estimate), 
while the August rate hike represented a small adjustment in accommodation. Lee noted that adjustments to the 
degree of accommodation will likely characterise his remaining tenure atop the Bank (which comes to an end in 
March ’22). Looking ahead, the inflationary dynamic, coupled with a continued rise in household credit (albeit with 
growth in that metric slowing in Q321) and surging house prices, should result in further measured tightening in the 
fairly immediate term, with monetary policy normalisation set to continue as the Bank looks to mitigate risks 
stemming from financial imbalances. However, the evolving domestic COVID situation and uncertainty surrounding 
both BoK & political leadership (which may be resolved in March ’22) cloud the outlook a little. Ultimately, the 
recent tweaks to BoK guidance, coupled with the government’s focus on living with COVID, should facilitate at least 
one further rate hike in H122. Further out, elevated levels of debt and tighter macroprudential policy may ultimately 
cap the terminal rate observed in the current cycle. Still, the U.S. Fed’s tapering move and speculation surrounding 
the potential for a faster rate of tapering/frontloading of Fed rate hike expectations, coupled with expectations for 
BoK hikes, means that the Bank cannot afford to fall behind the curve this early in the cycle, as any related 
currency weakness on the back of a delay in tightening, if sustained, would elevate inflation further.  

https://www.bok.or.kr/eng/bbs/E0000634/list.do?menuNo=400069&pageIndex=1
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BoK 12 October 2021 Meeting Statement 
 
The Monetary Policy Board of the Bank of Korea decided today to leave the Base Rate unchanged at 0.75% for the 
intermeeting period. 
 
Currently available information suggests that the global economy has continued to recover despite the spread of 
COVID-19 variants, supported by accelerated vaccinations and the relaxation of restrictions on economic activity in 
major countries. In global financial markets, government bond yields in major countries have increased steeply and 
the US dollar has strengthened while stock prices have fallen, amid growing concerns over the prospect of 
prolonged global inflation and the rising possibility of the US Federal Reserve’s tapering within the year. Looking 
ahead, the Board sees global economic growth and global financial markets as likely to be affected largely by the 
severity of the resurgence of COVID-19 and the status of vaccine distribution, as well as by global inflation 
movements and monetary policy changes in major countries. 
 
The Korean economy has continued its sound recovery. Exports have sustained their buoyancy and facilities 
investment has continued its robust trend. Private consumption has recently shown improvement again, after 
having slowed due to the coronavirus resurgence. Labor market conditions have continued to improve, with a 
sustained year-on-year increase in the number of persons employed. Going forward, the economy is likely to 
continue its recovery as private consumption is forecast to improve gradually, affected by vaccinations and the 
consequent expansion of economic activity as well as the execution of a supplementary budget, while exports and 
investment are expected to sustain their buoyancy. GDP growth this year is projected to be around 4%, consistent 
with the forecast in August. 
 
Consumer price inflation has remained high at the mid-2% level due to the accelerating increase in the prices of 
petroleum products and of services. Core inflation (excluding changes in food and energy prices from the CPI) has 
risen to the mid-1% level. The inflation expectations of the general public have remained at the mid-2% level. 
Looking ahead, it is forecast that consumer price inflation will run at the mid-2% level for some time, exceeding the 
path projected in August, before declining somewhat. Core inflation is forecast to increase to around the upper-1% 
level. 
 
In domestic financial markets, long-term market interest rates and the Korean won to US dollar exchange rate have 
risen significantly while stock prices have fallen considerably, mainly driven by global financial market movements. 
The increase in household loans remains at a high level, and housing prices have continued to increase rapidly in 
all parts of the country. 
 
The Board will continue to conduct monetary policy in order to sustain the recovery of economic growth and 
stabilize consumer price inflation at the target level over a medium-term horizon, while paying attention to financial 
stability. The Board will appropriately 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 Board 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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BoK Economic Forecasts (August 2021) 
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MNI STATE OF PLAY: Bank Of Korea Likely To Hike Key 
Rate To 1% 
 
By Hiroshi Inoue 
 
TOKYO (MNI) - The Bank of Korea will likely raise its policy interest rate to 1.00% from 0.75% at Thursday's board 
meeting in the wake of persistent inflation concerns, observers said. 
 
South Korea's consumer price index rose 3.2% Y/Y in October, the highest level since January 2012, and further 
gains are expected. The BoK has a 2.5% to 3.5% core inflation target. 
 
"The Inflation rate is expected to move in a range of mid-2% to 3% for the next six months, although the index 
fluctuates sharply due to the base year effect," Kota Hirayama, senior economist in charge of emerging economies 
at SMBC Nikko Securities, said. 
 
"Judging from the high inflation rate, the policy rate is too low, and the BoK will likely raise the policy rate about 
once a quarter," he said. 
 
The BoK raised the policy rate to 0.75% from 0.50% in August for the first rate hike since November 2018, 
see: MNI: STATE OF PLAY: Bank Of Korea May Hike After October Pause. 
 
PRICE PRESSURES 
 
Prices in South Korea are driven by higher costs for imported crude oil and services, keeping pressure on the BoK 
to raise the policy interest rate next week, a person who is familiar with the South Korea economy and monetary 
policy said. 
 
In addition, the BoK is worried about weaker currency as the U.S. Federal Reserve is likely raise rates next year 
and wants to ensure its own rate stance is in tune, the person said. 
 
Hirayama said that market players have already factored in a rate hike following recent remarks by the BoK 
Governor Lee Juyeol, who has vowed to support the won and act on inflation pressures. 
 
"If the BoK didn't raise the rate this month, it will cause a weaker won, which in turn will increase import prices. The 
BoK apparently wants to ease the impact of high commodity prices through stability of the currency," Hirayama 
said. 
 
He added that the BoK appears to want to swiftly raise the policy interest rate to the pre-pandemic levels of 1.25% 
or 1.50% and could go as high as 2% depending on crude oil import costs. 
 
  

https://enews.marketnews.com/ct/uz9655208Biz50420298
https://enews.marketnews.com/ct/uz9655208Biz50420299
https://enews.marketnews.com/ct/uz9655208Biz50420300
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Sell-Side Analyst Views 

 
ANZ: Although the BoK kept the policy rate on hold at its October meeting, the majority of the board members were 

in favour of a rate hike in November if there are no significant deviations in the growth trajectory. We believe this 

condition has been met. While Q3 GDP data disappointed, more recent high frequency data have been 

encouraging. Activity has picked up, with mobility now 10% above baseline, as compared to 5% in Q3. Sentiment 

has also improved. 

 

• Meanwhile, firmer domestic demand will add to price pressures at a time when supply shortages remain a 

concern. While the inflation spike in October to 3.2% Y/Y reflected an unfavourable base of comparison 

due to one-off subsidies introduced in October 2020, inflation is expected to stay above the central bank’s 

2% target until at least early 2022. Financial imbalances will remain a key concern for the central bank, but 

with macroprudential policies in place, bank lending rates rising and household loan growth starting to 

slow, we think growth and inflation dynamics will play an increasing role in the BoK’s monetary policy 

settings going forward. 

• Further out, our current forecast pencils in a slower tightening path with just one more 25bp rate hike in 

2022 to 1.25% amid growth uncertainties, but we acknowledge that the current balance of risks is tilted to 

the upside, given the central bank’s recent hawkish rhetoric. Notably, BoK Governor Lee recently 

expressed less confidence that the price pressures faced by the economy are transitory, while a recent 

BoK report also played down the growth risks from a slowdown in mainland China. The vote split will be of 

interest; one dissenter as seen during the August hike will suggest that the appetite for front-loaded 

tightening remains robust. 

 

Bank of America: We expect the BoK to hike its key policy rate by 25bp to 1.0%. The market almost fully prices in 

a hike because of hawkish comments from Governor Lee back in October. The majority of the MPC members also 

stood hawkish according to the October meeting minutes. However, we see one dissenter voting against the rate 

hike, supporting our view of a less-immediate hike cycle after November. We are looking at terminal rate of 1.25%, 

with another hike in Q122 after uncertainty around the economic and fiscal policy is removed after the presidential 

election (9 Mar ‘22); 

 

Barclays: We expect the BoK to raise policy rate by 25bp, to 1.0%, amid elevated inflation and concerns about 

financial imbalances. The focus will be on the BoK’s new growth and inflation forecasts, especially for ‘22. We 

expect its ‘21 and ‘22 growth forecasts to be unchanged at 4% and 3%, respectively, but we believe it will raise 

both its ‘21 and ‘22 inflation forecasts by at least 20bp, from 2.1% and 1.5%, respectively. Markets will be listening 

to the governor’s comments to gauge the likelihood of a rate hike in Q122, before Governor Lee steps down by 

March ‘22. 

 

DBS: The Bank of Korea is expected to raise the benchmark repo rate by another 25bp to 1.00%. CPI inflation 

continues to surprise on the upside, surging 3.2% Y/Y in October. Housing price growth also accelerated further to 

16.3% in October from 15.9% in the previous month. On the other hand, mobility data and infection numbers have 

remained largely stable after the government shifted towards the “living with COVID-19” strategy at the beginning of 

this month. We believe that the current economic conditions are strong enough to allow the BoK to proceed with a 

further rate hike, in order to contain the rise in inflation/inflation expectations and stabilise the property market. 

 

Goldman Sachs: We continue to expect the BoK to raise the policy rate to 1.0% at its November MPC meeting, in 

line with BBG consensus expectations, following a liftoff in the August MPC meeting. That said, the BoK might not 

maintain as hawkish a stance as before and prefer to take a wait-and-see stance in coming months for multiple 

reasons, as we have recently highlighted. Since the last MPC meeting, macro uncertainties have increased, as the 

Governor has noted recently, on negative side-effects from reopening on pandemic situations as well as negative 

impacts from global supply bottlenecks, while the overheated housing markets show early signs of moderation. 

Overall macro policy uncertainty is also getting elevated in a run-up to the March presidential election. While our 

baseline scenario remains for two 25bp hikes next year, in April and in Q4, the risk is slightly skewed to the dovish 

side with a possible shift of the first hike next year to the second half, broadly in sync with our forecast for the pace 
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of monetary policy normalization in the U.S. The central bank will also publish its refreshed macro forecasts for 

2022, which will likely adjust upward its inflation forecast made in August (1.5% vs. our recent forecast of 2.4%). 

 

ING: At the last meeting, Governor Lee, noted that the BoK would probably hike at the November meeting, all 

things being equal. With Korean inflation currently 3.2%, and a further rise likely from the November data, coupled 

with a reasonable ongoing economic recovery, this looks as clear a case for a rate hike this month as we are ever 

likely to get. We anticipate a further 50bp of tightening in 2022. Though with household debt substantial, it probably 

won’t take too much tightening to slow the economy and bring the housing market back under control. 

 

J.P.Morgan: As hinted by the October MPC meeting details, including the governor’s communication and two 

hawkish dissenting votes, we expect the BoK to hike the base policy rate by a further 25bp to 1.0%. To be sure, the 

MPC meeting minutes were also hawkish, suggesting that the BoK will stick to its guidance for gradual 

normalisation of policy unless the macroeconomic situation deteriorates materially from its projected path. With the 

recent data suggesting a rebound in domestic activity and firming pipeline price pressures, the bar for a November 

hike seems low. Along with the expected hike, the MPC communication should be hawkish as well, pointing to 

another hike next quarter, likely including an upward revision to the inflation outlook. The BoK previously projected 

1.5% Y/Y headline inflation and 1.6% for core in 2022, and likely will nudge up these forecasts by a couple of 

tenths. 

 

Morgan Stanley: In line with the consensus, we expect the BoK to hike by 25bp at the upcoming meeting. 

Governor Lee had commented last month that the BoK would consider another hike in November, should 

macro/financial conditions stay on course as expected. Since then, exports have remained healthy, while the new 

reopening scheme has been implemented as planned domestically. Continued economic recovery would likely 

allow the BoK to keep its policy focus on financial stability.  

 

• In terms of our 2022 outlook, we expect the BoK to hike by a cumulative 100bp from here, taking the policy 

rate up gradually to 1.75% by Q322. This is more aggressive than what the market is pricing in by the 

August 2022 meeting. Our BoK policy rate projection is predicated on our view of moderating but still 

above-trend growth in 2022 (3.4%Y in 2022 versus consensus at 3.1%Y), the BoK’s continued focus on 

financial stability risks and inflation (1.9%Y in 2022). We would characterise this policy rate trajectory as 

policy normalisation rather than aggressive tightening. This is because we estimate Korea’s neutral real 

policy rate at around 0-0.5%. The economy would be able to absorb this rate adjustment because, with the 

policy rate at 1.75%, the real policy rate would still be slightly negative. 

 

Societe Generale: The BoK is likely to raise policy rate from 0.75% to 1.00%. The easing of restrictions and 

transition to ‘living with COVID' is expected to result in a strong consumption recovery. October CPI inflation 

justifies the BoK's inflation worries. The housing market rally shows no signs of abating, though we're seeing 

tentative signs of household debt reducing. At their October meeting, policymakers clearly hinted of an impending 

rate hike, and this has been further supported by the minutes of that meeting and Governor Lee's recent 

comments. We expect one dissenting vote for no rate changes from Sangyong Joo, as in August. After November's 

likely hike, we think that a subsequent hike is most probable in February. We stick to our base-case scenario of a 

total of 100bp of rate hikes in 2022, with a terminal policy rate of 2.0%, which implies that the hiking cycle will end 

next year. 

 

TD Securities: The BoK is likely to hike the policy rate again to reduce financial imbalances while the step-up in 

inflation could be another key factor in its decision. Inflation rose 3.2% Y/Y in Oct, above its 2% target for the 7th 

straight month. The recovery in the economy is panning out to BoK's expectations which should give the Bank 

confidence to further normalise monetary policy settings. 

 

UOB: We are in line with consensus for BoK to hike rates due to higher inflation and the sustained economic 

recovery. We expect a further 25bp increase in Q122 which would undo the total 75bp rate cut due to the COVID-

19 pandemic. 


