
Philippine inflation may ease in the fourth quarter but won’t mean a breather 
in interest rates that will continue to be under pressure. To date, the bench-
mark yield curve has risen by 275bps on average, almost five times the average 
rise of 58bps in 2017. The 91-day T-bill is up by 272bps to 4.9%, the 5-yr (FXTN 
5-75) is up by 215bps to 7.65% (last done rate), while the 10 -yr is up by 235bps 
to 8.05%. In particular, the upsurge in the ten-year rate followed the BSP’s 
150-bp hike this year and for each basis point increase, the market has priced 
in 1.5 bps for the ten-year, which makes an approach to 9% a likely scenario 
very soon. This is as the market discounts future BSP rate hikes (a token 25 
bps in December) and some Php300bn worth of govenrment borrowing in the 
fourth quarter this year. 
 
A number of factors will keep interest rates elevated. 

Borrowing. More government borrowing to further pressure up interest rates. 
Latest government statistics as of last month (Sept. 30, 2018) showed a total 
of Php683bn worth of “done” borrowings by the government. Versus full year 
2018 target borrowing of Php970bn, a total of Php287bn worth of borrowing 
remain in the fourth quarter pipeline. The plan to borrow abroad at 35% of 
total versus 20% last year has not helped much in easing rate rise pressures. If 
and when government decides to pre-fund the greater borrowing requirement 
next year amounting to Php1.2 trillion, 23% above this year’s Php972bn, this 
will add to system tightness. Borrowing is robust and will finance the fiscal 
stimulus embodied in Pres. Duterte’s Build, Build, Build program. See Tables 
1, 2 and 3 in page 3. 

Fed. The US rate hiking cycle has turned more hawkish and thus the Fed will 
be more restrictive next year based on the latest US Fed statements; three to 
four more rate hikes in 2019 to 3.25% - 3.5%. US rates will likely peak next year 
and pressure the currencies of deficit emerging countries like the Philippines. 
Philippines’ balance of payments deficit stood at $5.1bn, three times larger 
than the BSP’s $1.5bn forecast due to the wide trade gap, up 65% to $26bn.   

Growth Momentum. Philippines’ slightly lower 6.3% GDP growth in the first 
half of this year from 6.7% in the whole of 2017 is still strong. It is just thirty 
basis points lower than the five-year average of 6.6%. After the economic slow-
down this year, there’s a predicted acceleration next year and election spend-
ing will support that based on the IMF, World Bank and ADB forecasts. In the 
past, economic growth moderation didn’t necessarily lead to lower interest 
rates. See Fig. 1 for the 2009 and 2014 cases. 
 
Also based on history, upcycles in PH interest rates usually lasted two to three 
years and persisted even with a more tempered GDP growth. And we are just 
on our first year of policy-driven hikes in interest rates which means that next 
year we will continue to see firm and elevated interest rates. 

But some mitigating factors are as follows: 

Planned $1.5bn foreign borrowing of the government in the fourth quarter 
to replenish the gross international reserves (GIR) at an eight-year low of 
US$75.16 billion from the end-August 2018 GIR of US$77.93 billion. 

Another is inflation, expected to ease in the fourth quarter due to (1) high 
base effect of last year’s inflation; (2) normalization of food supply; (3) food 
imports (rice); (4) global oil prices that have dropped to a 1.5 week low, lead-
ing to a first drop in local pump prices by Php0.90/liter and Php1.00/liter of 
diesel and gasoline. 
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Figure 1. PH GDP vs 91-day T-bill rate vs Inflation (all in %)

Source: Bloomberg

Figure 2. US Interest Rate Cycle (US 3-mo. T-bill)
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Figure 3. PH Interest Rate Cycle (PH 91-day T-bill)

Source: Bloomberg



Figure 4. PH and US GDP cycles
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Figure 5. 5-Year Philippine Government Peso Bond Rate
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Table 2.  National Government Financing Program

Source: DBM

Table 3.  National Government Financing Operations

Source: DBM

Table 1.  National Government Fiscal Position

Source:  Bureau of the Treasury

Figure 6.  Central Banks’ Policy Rate Hikes

2.0

2.5

3.0

3.5

4.0

4.5

5.0

5.5

6.0

6.5

7.0
Philippines Malaysia Indonesia India

India   +50 bps

Indonesia +150 bps

Philippines +150 bps

Malaysia +25 bps

Source: Bloomberg


