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Philippine rate hike still on track despite
softer inflation print

Headline inflation in the Philippines eased as lower transport
costs—driven by recent fuel price rollbacks—pulled the headline number
down. Food inflation continues to drive overall price gains and is
becoming increasingly broad based beyond rice. In this environment, we
view a 25bp rate hike in June as highly likely in our base case
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Bangko Sentral ng Pilipinas (the central bank of the Philippines)

Inflation undershoots expectations

In May, headline CPl inflation in the Philippines eased to 6.8% year-on-year from 7.2% in April,
nearly a full percentage point below consensus expectations. The slowdown was primarily
driven by a partial reversal in transport inflation, while food and services inflation remained
elevated. Second-round effects from the continued pass-through of higher global oil prices,
particularly to electricity, gas, and restaurant prices, also showed little sign of easing.
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Transport drives decline; food and services hold steady

Food inflation, which accounts for roughly 38% of the CPI basket, remained the largest
contributor, with its overall contribution broadly unchanged from the previous month. Rice
prices accelerated further, rising 15.6% YoY (vs. 13.7% previously) and contributing 1.1pp to
headline inflation. Meanwhile, non-rice food items contributed a similar 1.1pp, indicating that
price pressures are increasingly broad-based rather than driven solely by rice-specific factors.

Transport inflation moderated significantly, driven by domestic fuel price rollbacks of around
15% from their April peak. As a result, transport inflation eased to 16% YoY from 21%
previously. This contributed around 1.5ppt to headline inflation and remained the second-
largest driver. Housing, electricity, and gas added a further 1.6 ppt, slightly lower than the
previous month.

Services inflation remained relatively stable overall, contributing just over 1ppt to headline
inflation. However, within this category, restaurants and hotels saw some acceleration, with
inflation rising to 6.7% YoY from 6.0% previously, making it the third-largest contributor after
food and transport.

Rising risks; we maintain our call for June rate hike

While today’s softer print may offer some near-term relief to Bangko Sentral ng Pilipinas (BSP),
risks to the inflation outlook remain firmly skewed to the upside. The World Bank projects
fertiliser prices to rise by around 31% on average in 2026. This would push affordability to its
weakest level since 2022, and keep upward pressure on non-rice food prices. In addition, the
61-87% probability of an El Nifio event emerging by mid-2026 and potentially persisting into
2027 poses further downside risks to agricultural output in Asia, with rice production
potentially declining by 20-50%.

Core inflation, at 4.1% YoY, has breached the BSP's 4% target for the first time since 2023.
Second-round effects from higher fuel costs on services inflation, meanwhile, continue to build.
Taken together, these dynamics reinforce an upside bias to inflation.

Against this backdrop, we maintain our forecast for CPI inflation to average 5.8% YoY in 2026,
well above the BSP's 4% target. As such, we continue to expect a front-loaded but measured
tightening cycle from the BSP.

With tensions surrounding the US-Iran conflict showing little sign of near-term de-escalation,
our base case is tilted toward a higher global oil price environment, with supply disruptions
likely to ease only by the third quarter. In this context, we view a 25bp rate hike in June as
highly likely, with rising odds of a larger 50bp move should there be no clear progress toward
de-escalation ahead of the BSP's 18 June meeting.
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Rollback in fuel prices drove CPI inflation lower

Philippines - contribution to yoy inflation
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information purposes without regard to any particular user's investment objectives, financial situation, or means. /ING forms
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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
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(Registration number BRO00341) 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
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