
The BOP gap is huge and ahead  of the BSP’s hunch of $1.0bn def-
icit for the year. The cumulative number as of April is already a 
bigger negative, $1.5bn. No wonder the currency is Asia’s worst 
on the USD, down 5.4% and at a 12-year low;  yesterday’s close 
of Php52.55. And the currency worry is keeping a lid on equities’ 
trading at the 7,500 -7,600 range so far and likely extending the 
consolidation period. 

In the meantime, equities can be bouncy in a more liquid system 
given  the  second (2nd)  cut of the BSP of the reserve require-
ment, down to 18%, still the highest among the ASEAN5. It signals 
interest rates don’t have to rise in lockstep with the Fed’s 2nd 
hike next month and it is good for equity valuation. But didn’t  
the BSP notice a danger sign with the triple RRR cut that releases 
Php90bn into the system. Won’t it fuel more inflation? 

Maybe yes, there’s danger, but only a little. The  BSP and the 
Department of Finance (DOF) can easily fix the excess money. 
There could be a Retail Treasury bond (RTB) float again. Recall 
the Php245bn RTB float last December. It was so huge that it 
caused a temporary market tightness. Some banks saw in it an 
excuse  for their  higher cost of funds in the first quarter. Second, 
the bloated Term Deposit Facility (TDF) auction of Php120bn next 
week already gives away the answer. More mopping up opera-
tions are definitely underway. 

But will the foreign exchange (FX) market respond to fundamen-
tals more -- (the widening gap in the BOP account) -- than rising 
interest rates? It looks so because the peso  lost 5.4% of its value 
despite rising secondary rates, say the 10-year bond rate shooting 
up by 100bps (year-to-date)  at one point in the first five months 
of  this year. As of yesterday, the  10-year government  bond rate 
was  up  60bps to  6.28%, (series 1063).  Also, the BSP had to shell 
out nearly a billion dollars in the foreign exchange (FX) market 
to shore up the currency against negative market reaction to in-
flation and belated BSP policy rate hike that  drained the gross 
international reserves (GIR) to the current $79bn. 
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Table 1: BoP breakdown (US$ bn)

Trade deficit  (8.66)

Receipts  11.80 

OFW remittances  7.00 

Foreign Portfolio investment  1.00 

FDI  1.50 

Services surplus  2.30 

Surplus  3.14 

Net change GIR/FX operation  (0.89)

Debt payment  (1.02)

BoP  (1.23)
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What’s driving the BOP gap? The biggest leakage in the BOP is 
trade. Philippine exports hadn’t sustained last year’s double-digit 
growth. It instead dropped 6% in the first quarter of this year. 
Just because one has a weak currency does not mean exports will 
sustain its growth. The opposite is happening to imports. It was 
faster by 6%, same period. Both created a growth of 42% in the 
merchandise trade gap to $8.7bn in the first quarter. There’s no 
current account figures yet, but the latest was the  Philippines’ 
full year 2017 deficit level of  $2.5bn or -0.8% of GDP, lower than 
Indonesia’s deficit of  -1.7%  against GDP and India’s 1.5%. The  
the latter two economies are growing close to the  pace of   the 
Philippines 6.6%  in 2017.  Indonesia and India’s  GDP growth rates 
last year were 5.1% and 6.4%, respectively.  
 
The bad news is the flattening OFW remittances. It is not a sea-
sonal slowdown and it  looks like forming a flattish trend as the 
trailing 12-month figure shows a deceleration to 2.6% as of March 
from 4.0% in February. On the bright side, it can be argued that 
higher oil prices could bolster the Middle Eastern economies, our 
biggest OFW employers, and boost employment anew after a pe-
riod of repatriation and freeze hiring in Kuwait. 

Other dollar inflow sources -- BPO income, consultancy services, 
tourism industry receipts, Foreign Direct Investments and port-
folio investments combined – earned $11.8bn in the first quarter. 
But again two other leakages offset these. Government paid a 
total of $1bn in interest and principal payments.  Lastly, the BSP’s 
intervention in the dollar market worth $890bn. All these led to a 
$1.2bn deficit in the BOP as of the first quarter.  

But the secret weapon (that is no longer a secret) of DOF Sec-
retary Dominguez, that will somehow improve the fx market 
psychology is government’s dollar borrowing. There’s a 2nd up-
coming global bond borrowing whose amount has not been re-
vealed yet. Our hunch is it will be $2bn. And it’s going to the 
BOP’s financial account and end up happily in the Gross Inter-
national Reserves. Buy equities; take profits on your dollar.p


