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  Peso Yield Curve Inches Up 
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Table 1:   NG Fiscal Program, in Php Bn

2019 
Actual

Pre-Covid Covid

2020 2021 2020 2021

Revenues 3,137.5 3,536.2 3,953.8 2,519.8 2,717.4

Disbursement 3,797.7 4,213.8 4,701.4 4,335.2 4,467.0

Deficit (660.2) (677.6) (747.7) (1,815.4) (1,749.6)

    % to GDP 3.4 3.2 3.2 9.6 8.5

Financing

   Gross Borrowing 1,015.8 1,400.1 1,289.4 3,003.8 3,025.2 

   Less:  Amort 139.5 158.1 266.9 216.2 762.3 

   Net Financing 876.3 1,242.0 1,022.5 2,787.7 2,262.9 

Financing Mix, %

   External 32.0 25.0 25.0 26.0 15.0 

   Domestic 68.0 75.0 75.0 74.0 85.0 

Fig. 1. Philippine Peso Yield Curve  Inches Up 

Higher Budget Deficit. The country’s fiscal program has evolved 
faster than expected. The National Government (gov’t) budget 
deficit was revised higher to Php1.8T as the GDP growth fore-
cast deteriorated to -6%  based on last July’s revision by eco-
nomic planners from -2% last March.    The deficit came from a 
lower full year forecast  of  Php678bn this year. Consequently, 
the pre-pandemic Php1.4T gross borrowing of NG for this year 
more than  doubled  to Php3T and will stay at Php3T next year 

at the level of 8%-9% of GDP.   

So far rating agencies are not rattled. Moody’s has kept its stable 
rating outlook for the country’s  Baa2, reflecting the view that 
recovery will be “rapid” vs peers from this year’s -7% GDP growth 
forecast to next year’s 6.8%. See Table 1 for the government’s 
budget-related economic parameters.  

Reality Check.  The peso yield curve has inched up,  digesting a con-
fluence of news below: See Fig. 1. 1) BSP’s pause at 2.25% after an 
aggressive cut of 175 bps; 2) BSP’s above-market bid for the RTBs; 
3) BSP’s  higher inflation forecast for this year  to 2.6% from    2.3% 
and 3% next year from 2.6%. 4) Offshore, knee-jerk upticks in the 
10-yr UST post-Fed announcement of higher risk tolerance for infla-
tion. 

Php3 Trillion  Borrowing in 2020 and to Stay Elevated at Php3 Tril-
lion in 2021.   Government’s  higher borrowing reflected the  larger 
role of fiscal spending  (upwardly revised Php4.3T budget for this 
year from Php4.1T and Php3.7T last year). Next year’s disbursement 
program is planned at Php4.5 Trillion, an all-time high to sustain  
spending for growth thru infrastructure - physical and health-relat-
ed --social safety nets and  financial support for SMEs.   

Risk of  Revenue Weakness. The expanded budget is in the face of  
a recession and a likely slump in tax revenues which government 
predicts will fall by Php600B to Php2.5T this year and to rise by a 
measly Php200B next year to Php2.7T. Moody’s warned of a huge tax 
shortfall next year despite its robust growth outlook. As of  last July,  
the   budget deficit stood at Php700B,  494% higher than in the same 
period last year.  Already, NG has borrowed  to finance such to the 
tune of  Php1.68T, more than half of the total year’s target. On the 
other hand, total revenue collections stood at P1.68T, down by 6.8% 
from last year’s P1.8T. That’s against a 24% growth in gov’t spending 
to Php2.3T, same period. 

Moody’s Warning.  It  seems a given; the  tax revenue shortfall 
would be a key risk next year as 6%-7% GDP growth merely puts 
the country’s output back to the pre-covid level. That means no 
growth from 2019  while the pressure of spending is huge;  2021 
disbursement program is a stunner at Php4.5 trillion.   And the lo-
cal debt market has become  uneasy with all these facts, with the 
debt yields slowly inching up.  The quantum of funding needs next 
year (and not so much inflation) is what the market ponders much 
about. Abroad, the US economy is another factor.  Its  reopening has 
ushered progress   - upturn in retail sales, auto, housing and 8.4% 
unemployment, regaining already half of  lost jobs this year. All 
these were   mirrored by the recent  upticks in the 10-year UST to 
0.718% last week. 

No Solace from Inflation Beat. Local inflation  made a U-turn in 
August, beating expectations at  2.4% and -0.2% month-on month 
from +0.5% last July, bolstering  hopes for a fourth  quarter  triple R 
cut should local economic data continue to disappoint and inflation 
numbers cooperate.   But it looks like for now  local debt markets 
are bent on protecting gains rather than betting  much more on  
further policy easing by yearend. 


