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BSP leaves rates unchanged for a “prudent pause”

Thursday, June 20, 2019
Highlights

e BSP leaves rates unchanged at 4.50%, defying market expectations.

o A “prudent pause” was cited to allow the central bank time to assess
impacts from May’s policies.

¢ May’s uptick in inflation may have been a key consideration for BSP to
delay its rate cut until August at least.

e The BSP downgrades its inflation outlook from 2.9% to 2.7%.

e BSP forecasts peso strength of 52.01 and 51.50 in 2019 and 2020
respectively, but says they are not “targets”.

e We continue to expect three more rates cuts by BSP for the remaining
of this year.
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Treasury Research
Tel: 6530-8384 The BSP has surprisingly left rates unchanged at 4.50%, against our
expectations of a 25bp rate cut. This came against expectations of a 25bp rate
cut, with 16 of 24 polled economists on Bloomberg forecasting a rate reduction prior

to the meeting.

A “prudent pause”

Governor Benjamin Diokno cited the case for a “prudent pause” that will allow the
central bank to observe the impacts of May’s rate cut and RRR reductions on the
real economy. As much as the decision to keep rates on hold surprised the markets,
we note that the use of the word “pause” leaves the door wide open for further
monetary easing. It suggests that the BSP has likely just began its rate cut cycle,
having only conducted one rate cut of 25bp in May since the 175bp rate hike last
year.

Inflation continues to be a bugbear for BSP

The uptick in Philippines’ inflation in May, in our opinion, was probably the key
reason for the BSP to keep rates on hold this month. Despite higher oil prices in
May, a closer look at the data shows that food prices were the main attribute in
May’s stronger than expected CPI, increasing from 3.0% to 3.4%. Conversely, price
gains in the transport sector actually eased from 3.8% to 3.5%. The increase in
food prices — a basket that has a seemingly lower correlation to energy prices —
may have weighed on the considerations of BSP and eventually resulting in a

Howie Lee prudent pause”.

Tel: 6530-1778

Howi BSP downgrades inflation forecast to 2.7% from 2.9%
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The BSP continues to maintain an optimistic outlook on inflation, downgrading
its 2019 forecast from 2.9% to 2.7%. It cited expectations of a stronger peso on
keeping import-led inflation subdued. We have previously noted that the uptick in
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May’s inflation was likely to be transient as the base becomes structurally higher
beginning June. The central bank, however, notes that a prolonged El Nino is likely
to impact crop prices and add upward pressure on inflation.

Peso forecast an unexpected addition

The BSP mentioned its assumption of the peso at 52.01 and 51.50 against the
USD in 2019 and 2020 respectively — an unexpected addition. To that extent,
Deputy Governor Guingundo clarifies that these assumptions are not targets. Given
that they are building a hypothesis of lower import-led inflation from a stronger peso,
however, it may appear to suggest that the probability of a rate cut may increase
should the peso strengthen past the assumptions. Spot peso has averaged 52.25
YTD at time of writing and will have to trade at about current levels of 51.65 (at time
of writing) to match BSP’s peso 2019 assumption.

Final thoughts: global dovishness amid data dependency

With the US Federal Reserve sending an unambiguously dovish message
overnight, we now see lesser challenges for regional central banks to ease
their respective monetary conditions. A repeat of the EM outflows observed in
2018 is unlikely as UST yields have collapsed, increasing room for global central
bankers to slash rates in a slowing growth environment. Amid this backdrop, what
has been undoubtedly clear from the press conference is BSP’s emphasis on data
dependency despite ripening global conditions for looser monetary policy.
The uptick in May’s inflation was likely to have led to its “prudent pause”, with both
Diokno and Guinigundo repeatedly mentioning the need for data firmness.
Nonetheless, the choice of the word “pause” as well as its downgrade of inflation
outlook suggests that the BSP remains one of the most dovish regionally. We
continue to expect three more rate cuts of 25bp from the BSP this year,
assuming inflationary pressures continue to abate from current levels.

Philippine CPI: Food Prices YoY%
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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 and/or its related and affiliated corporations may at any time make markets in the
securities/instruments mentioned in this publication and together with their respective directors and officers, may have or take
positions in the securities/instruments mentioned in this publication and may be engaged in purchasing or selling the same for
themselves or their clients, and may also perform or seek to perform broking and other investment or securities-related services
for the corporations whose securities are mentioned in this publication as well as other parties generally.
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