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Philippine central bank surprises as policy rate
is slashed

The central bank of The Philippines unexpectedly surprised with a hefty
policy rate cut to provide another round of stimulus as the economy
braces itself for a recession
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Impending recession and benign inflation gave BSP impetus for rate cut

The Philippines has emerged from a two and half month lockdown in June with economic activity
all but grounded from 16 March to 31 May as the government implemented strict quarantine
measures to combat Covid-19. The quarantine measures may have helped slow the spread of the
virus but it battered GDP output with roughly 72% of the economy shut during the lockdown
period. With the economy struggling, the government was forced to relax several mobility
restrictions to get the economy back on its feet, hoping to salvage some economic growth before

the end of the year.

The Philippines is likely to enter a recession in 2Q with ING
expecting growth to contract by 5.8% after 1Q GDP fell by 0.2%
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As a result, the central bank opted to provide additional monetary stimulus as the Philippines
braces itself for a recession while inflation remains benign. The central bank’s own inflation
forecast points to limited price pressures with 2020 headline inflation expected to average 2.3%

for the year.

The policy rate was cut by 50 basis points to 2.25% today, bringing year-to-date easing to 175bp.
The central bank has been quite active in terms of stimulus measures in 2020, unveiling a
PHP300bn repurchase agreement with the national government and reducing reserve

requirements by 200bp, on top of the rate cuts.

Official projections for growth point to a worst-case scenario of -3.4% for 2020 while several
multilateral agencies recently downgraded forecasts too with the International Monetary Fund

and Asian Development Bank expecting growth to contract by 3.6% and 3.8%, respectively.

The Philippines is likely to enter a recession in 2Q with ING expecting growth to contract by 5.8%
after 1Q GDP fell by 0.2%.

Diokno likely to hang up the shears for now

After the flurry of rate cuts and infusion of liquidity, today's move may be the last from the
central bank in 2020 with Governor Diokno likely to favour approximating positive real policy
rates. Meanwhile, the Governor is also likely to hold back on reducing reserve requirements in
the near term given that the financial system is flooded with liquidity with excess funds parked

at central bank's deposit facilities hitting roughly PHP1.3 trillion in June.

The surprise rate cut by the central bank is likely to sap some appreciation pressure for the peso
in the near term, which has enjoyed relative strength in recent weeks buoyed by financial
account inflows tied to the government'’s foreign borrowings. Meanwhile, the local bond market
may benefit from the easing, offsetting some concerns about additional bond supply in the near

term after the government posted another substantial budget deficit for the month of May.
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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 NV and its subsidiary and dffiliated 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. The producing legal
entity 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 subject to limited requlation by the
Financial Conduct Authority (FCA). ING Bank N.V., London branch is registered in England
(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 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.
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