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Philippines: October inflation boosts odds
for November hike

Philippines inflation hit 6.7% year-on-year in October as base effects
were unable to compensate for still elevated food price pressures.
Prices accelerated by 0.3% versus September, indicating that the
“hump-shaped” inflation path could be more drawn out
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Higher than expected

Inflation shows decelerating m-o-m trend but headline remains
elevated

Price pressures abated somewhat in October but inflation remained elevated at 6.7%, unchanged
from September. Despite the decelerating trend, inflation remains well above the central bank's
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(BSP) inflation target as a variety of cost push and demand pull pressures have built up over the
past few months. Stubborn food inflation may have been the likely culprit as follow-on effects from
typhoon Ompong continued to hound the basket-heavy food component (38% of total).

BSP’s “hump-shaped curve” to be more drawn out

The 6.7% print validates earlier expectations that inflation was close to or had peaked for the year
and is now expected to taper off slowly going into the year-end. Measures undertaken by the
government to address supply chain bottlenecks appear to have found their way to price tags,
alleviating some pressure on food prices. But inflation remains sticky given supply constraints. Rice
imports helped whittle down the price for the all-important staple and up to 500,000 MT are
expected to arrive to augment supply further. We hope non-monetary policy measures will
continue to be deployed to help limit price gains ahead of the Christmas season. On risks to the
upside, oil prices remain elevated despite trending lower in recent weeks while second-round
effects are scheduled for November with minimum wages adjusted in the metropolis and
transport fares increased.

Food prices had actually come down from September, slowing from 9.7% to 9.4% although

rice and fish prices accelerated to offset slower price gains in meat, fruits and vegetables. In terms
of the contribution to the overall 6.7% print, food prices alone rendered 3.61 percentage points to
the total (54%) making it the major culprit for the still-elevated reading. Despite imports and better
weather, food prices remain sticky with supply bottlenecks still not completely resolved though
price gains on a month-on-month basis dropped from 0.98 to 0.25. Other major sources of
inflation were utilities (1.05 percentage points or 16% of the total) and transport, given the bump
in oil prices seen in late September and early October. What's clear is that food price pressures
appear to be abating, and will likely be the single most important subsector that the government
can target to alleviate the bane of inflation. If food prices continue to trend lower, the rice
tariffication bill passes as expected and oil prices decelerate, we could very well see inflation trend
quickly back to within target in 2019.

“Moderate” rate hike in the offing

That being said, the central bank (BSP) remains vigilant against any signs of second-round effects
and will look to anchor inflation expectations going forward. Governor Nestor Espenilla made note
of a “moderate” policy adjustment to do just this, with the BSP expected to hike rates by 25 basis
points before year-end. Given that inflation has not been able to show a substantial deceleration,
the likelihood of that “moderate” rate hike at the 15 November meeting has increased. The peso
should continue to benefit from structural and capital flows in the coming week as well as the
BSP's hawkish bias of late.
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR0O00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.
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