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BOK holding rates amid uncertainties

Friday, July 13, 2018

Highlights

The Bank of Korea kept its benchmark rate unchanged at 1.50% as widely
expected. The unanimous vote amongst policy-makers to keep rates pat signals
the pressing need to keep the policy rate accommodative especially given the
heightened trade war concerns amid a moderating domestic economy. This is
starkly different from BOK’s April meeting where two dissenters signaled that
interest rates should be increased to minimise the risk of financial instability. Note
that BOK governor Lee Ju-yeol commented that uncertainties remained “high”,
while considering that inflation pressures “aren’t big on the demand side”.

We note that the official rhetoric is relatively bearish in fashion, owing to official
highlights that Korea’s labour market remains weak amid slowing investment
activities. Meanwhile, we note that incoming economic data since 2Q18 showed
that exports and manufacturing PMI prints were disappointing, and could further
exacerbate should trade issues worsen in the foreseeable future. To give more
colour on the extent of economic woes Korea could face should trade issues
worsen, 79% of all Korea’s exports to China are intermediate goods in nature,
while China is Korea'’s biggest export market accounting for 24% of total exports.

While the Bank of Korea has refrained in moving rates, policy-makers
downgraded its 2018 growth outlook to 2.9% (down from 3.0%) while citing GDP
to potentially slow to 2.8% into 2019. 1Q18 GDP growth pace was a tad lower at
2.8%, while incoming export prints at -0.1% y/y in June underscored potential
external environment woes given the high base year seen in 2017. Inflation was
also been disappointing at an average of 1.4% in 1H18, below BOK’s target of
2.0%. In a nutshell, we note that the downside risks to headline growth and
inflation have intensified in recent months, while BOK’s growth downgrade
reinforces the downside risks already present to-date.
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This publication is solely for information purposes only and may not be published, circulated, reproduced or distributed in
whole or in part to any other person without our prior written consent. This publication should not be construed as an
offer or solicitation for the subscription, purchase or sale of the securities/instruments mentioned herein. Any forecast on
the economy, stock market, bond market and economic trends of the markets provided is not necessarily indicative of the
future or likely performance of the securities/instruments. Whilst the information contained herein has been compiled
from sources believed to be reliable and we have taken all reasonable care to ensure that the information contained in
this publication is not untrue or misleading at the time of publication, we cannot guarantee and we make no
representation as to its accuracy or completeness, and you should not act on it without first independently verifying its
contents. The securities/instruments mentioned in this publication may not be suitable for investment by all investors. Any
opinion or estimate contained in this report is subject to change without notice. We have not given any consideration to
and we have not made any investigation of the investment objectives, financial situation or particular needs of the
recipient or any class of persons, and accordingly, no warranty whatsoever is given and no liability whatsoever is
accepted for any loss arising whether directly or indirectly as a result of the recipient or any class of persons acting on
such information or opinion or estimate. This publication may cover a wide range of topics and is not intended to be a
comprehensive study or to provide any recommendation or advice on personal investing or financial planning.
Accordingly, they should not be relied on or treated as a substitute for specific advice concerning individual situations.
Please seek advice from a financial adviser regarding the suitability of any investment product taking into account your
specific investment objectives, financial situation or particular needs before you make a commitment to purchase the
investment product. OCBC Bank, its related companies, their respective directors and/or employees (collectively
“Related Persons”) may or might have in the future interests in the investment products or the issuers mentioned herein.
Such interests include effecting transactions in such investment products, and providing broking, investment banking and
other financial services to such issuers. OCBC Bank and its Related Persons may also be related to, and receive fees
from, providers of such investment products.

This report is intended for your sole use and information. By accepting this report, you agree that you shall not share,
communicate, distribute, deliver a copy of or otherwise disclose in any way all or any part of this report or any information
contained herein (such report, part thereof and information, “Relevant Materials”) to any person or entity (including,
without limitation, any overseas office, affiliate, parent entity, subsidiary entity or related entity) (any such person or
entity, a “Relevant Entity”) in breach of any law, rule, regulation, guidance or similar. In particular, you agree not to share,
communicate, distribute, deliver or otherwise disclose any Relevant Materials to any Relevant Entity that is subject to the
Markets in Financial Instruments Directive (2014/65/EU) (“MiFID”) and the EU’s Markets in Financial Instruments
Regulation (600/2014) (“MiFIR”) (together referred to as “MiFID II”), or any part thereof, as implemented in any
jurisdiction. No member of the OCBC Group shall be liable or responsible for the compliance by you or any Relevant
Entity with any law, rule, regulation, guidance or similar (including, without limitation, MiFID II, as implemented in any
jurisdiction).
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