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Philippines’ central bank hikes rates after
blowout CPI report

Bangko Sentral ng Pilipinas hiked rates by 50bp today after inflation
surged to 8.7% year-on-year in January
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As expected

BSP stays aggressive after inflation surprise

Bangko Sentral ng Pilipinas (BSP) hiked rates by 50bp today in a bid to combat searing price
pressures and to manage inflation expectations. January inflation blew past expectations which all
but ensured BSP would hike rates today. Governor Felipe Medalla opted to retain a hawkish bias
with a 50bp increase.

BSP also announced an upward adjustment to the 2023 inflation forecast, pushing its expectation
to 6.1% YoY, up sharply from the 4.5% estimate from December 2022. Price pressures appear to
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have spread across the CPI basket and could keep headline and core inflation elevated for some
time.

Medalla noted that inflation expectations have begun to increase, prompting an aggressive
response from the BSP today. BSP also reiterated the need for a “whole of government approach”
to deal with significant price pressures given the outsized impact of supply shortages on basic food
items. Today's rate hike takes the overnight reverse repurchase rate to 6.0%.
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What's next?

BSP's latest inflation forecast and admission that price pressure has broadened could open the
door for additional rate hikes in the coming months. Governor Medalla appears to be increasingly
concerned about inflation expectations, indicating that “it is unlikely we won't increase the rate

at the next meeting”. Medalla suggested that the probability of a pause in the first half of the year
was feasible but low indicating that inflation pressures remain high and that supply-side remedies
recently implemented may take time to take hold.

Given this new information and the obvious shift in tone from Governor Medalla, we now expect a
25bp rate hike by the BSP at the March meeting with our forecast for BSP’s terminal rate at 6.25%.
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