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Macro Setting Ripe for 
More Policy Easing

What Lies Ahead? With GDP on a contraction mode and inflation easing to 
2.2% from 2.5% a month ago, the macro setting is ripe for further monetary 
easing by the BSP.  Another 25 bps cut in the policy rate before the month is 
out is likely,  lowering  the benchmark to 2.5% and another 100 bps cut in the 
triple R early next month  to a still high 11%. The BSP governor has said  he is 
authorized to do a total of 400 bps cut in the triple R up to 8% should the need 
arise. The BSP has done a total of 125 bps cut until last month, the last being 
a 50 bps cut to 2.75% that has more than fully unwound the 175 bps hike to 
4.75% that started  in 2018 when inflation hit a high of 6.7% in September and 
October.  Now that the economy is contracting, the inflation threat  reced-
ing and  the peso stable due to collapsing oil prices and imports in general, 
monetary conditions may be loosened up further to support borrowings by the 
government, lots of which are needed according to NEDA head K. Chua.

BSP Press Release:
Year-on-year headline inflation slowed down to 2.2 percent in April from 2.5 
percent in the previous month and was within the BSP’s expected range of 
1.9-2.7 percent for the month. The resulting year-to-date average inflation 
rate of 2.6 percent was within the Government’s target range of 3.0 percent ± 
1.0 percentage point for the year. Likewise, core inflation—which excludes se-
lected volatile food and energy items to measure underlying price pressures—
eased to 2.8 percent year-on-year in April from 3.0 percent in the previous 
month. Meanwhile, month-on-month seasonally-adjusted inflation dropped to 
-0.1 percent in April from 0.1 percent in March.

Headline inflation continued to decelerate as most major non-food commod-
ity groups registered either lower or negative inflation rates in April. Among 
non-food items, transport inflation declined further as the significant drop in 
global oil prices led to downward price adjustments of domestic petroleum 
products. On the other hand, food inflation increased further as year-on-year 
inflation for selected agricultural products such as, fruits and vegetables rose 
to double-digit rates due to bottlenecks in the transport of food items amid 
the Luzon-wide quarantine. In response to this, the government has imple-
mented various measures such as, the ‘Food Pass’ system to address problems 
in the distribution of food products to ease supply-side pressures.

The inflation outturn is consistent with the BSP’s prevailing assessment that 
inflation is expected to be benign over the policy horizon as domestic and 
global economic activity slowed in response to the COVID-19 outbreak. At the 
same time, the latest baseline forecasts indicate that inflation could settle 
at the low end of the government’s 2-4 percent target range in 2020. Going 
forward, the BSP will continue to closely monitor evolving price and output 
developments here and abroad to ensure that the monetary policy stance 
remains consistent with the price stability objective conducive to a balanced 
and sustainable economic growth.
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Figure 3. Inflation by Major Commodity Group (April 2020 YoY)
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Figure 2. Inflation Rate MoM %

Source: PSA

-6.1 

0.3 0.3 
1.6 2.4 2.6 2.8 3.4 4.2 4.7 

17.9 

Transport

Communication Housing,
Water, 
Electricity, Gas 
& Other Fuels

Recreation 
& Culture

Restaurant & 
Miscellaneous 
goods and 
services

Clothing & 
footwear

Health Food & 
non-alcoholic

Furnishing, 
Household 
Equipment 
and Routing 
Maintenance 
of the House

Alcoholic 
beverages 
and 
tobacco

Education

0.170.17

0.00

0.25
0.17

0.08

0.25
0.17

0.17 0.17

0.25

0.66
0.57

-0.16
-0.08-0.08

Figure 4. Inflation by Area (April 2020 YoY)
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