
 

1 | P a g e  
Business Address – MNI Market News, 5th Floor, 69 Leadenhall Street, London, EC3M 2DB 

 

MNI Bangko Sentral ng Pilipinas Preview – September 2022 
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MNI Point of View: Further Tightening Needed To Tame Inflation 
 
Bangko Sentral is poised to tighten monetary policy further this week as consumer price growth remains 
comfortably above the central bank’s tolerance band and the peso is trading at/near record lows. The question is 
how much will the Monetary Board raise its main policy rate. Back in August, Governor Medalla ruled out rate hikes 
larger than 25bp this year. But consistently strong inflation outturns revived debate on the matter, putting 50bp 
moves back on the table. An outsized rate hike is our base-case scenario for this week’s meeting, as policymakers 
clearly need to take bolder steps if they want to anchor inflation expectations. 
 
August saw headline inflation cool at the 
margin, to +6.3% Y/Y from +6.4% recorded in 
July. The headline figure was dragged lower by 
the volatile food and non-alcoholic drinks 
component, which carries the largest weighting 
in the aggregate index. With overall inflation still 
sitting well above the upper end of the BSP’s 
+2.0-4.0% Y/Y target range, a notable 
quickening in underlying price growth flashed a 
warning sign. The key measure of core prices, 
which strips out food and energy costs, 
quickened to +4.6% Y/Y from +3.9% registered 
in July, breaking out of the target range. 
 
The peso has depreciated to record low levels versus the greenback in the recent weeks, raising the risk of 
accentuating already heightened price pressures. The local currency is set to continue to face headwinds as the 
Philippines keeps grappling with a “twin deficit” problem, looking at both current account and budget shortfalls. 
Medalla recently told Reuters that he was “concerned” about the impact of weak exchange rate on inflation. “We’re 
hardly the most depreciated,” he said, adding that USD/PHP was driven higher by broader USD appreciation. Still, 
the recognition of follow-through to inflation outturns suggests hawkish appetites might be sharpening among 
Monetary Board members. 
 

It is worth noting that the Monetary Board make its 
decision the day after the FOMC’s policy review. “We 
cannot not react [to Fed tightening],” Governor 
Medalla told Bloomberg a couple of weeks back, “but 
we will not match it.” The official added that Bangko 
Sentral will probably deliver no more than three 25bp 
rate hikes during the remainder of the year, in a 
scenario where the Fed raises rates by 75bp this 
week and increases rates once more after that. Note 
that Medalla had previously forecast one or two more 
25bp rate increases by the end of the year. 
 
Taken together, the Governor’s rhetoric reflects an 
increasingly hawkish posture, which has been in line 
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with incoming data and market developments. Since his August comments cited in the opening lines of this 
preview, Medalla added one more 25bp rate hike to his own forecast and publicly acknowledged the impact of a 
weaker exchange rate on inflation. While he stopped short of revisiting the option of another half-percentage point 
increase in the policy rate, the two weeks that have passed since his most recent speech relevant to monetary 
policy matters brought nothing to undermine the case for pressing ahead with aggressive tightening. 
 
We think a 50bp rate rise is the most likely outcome of this week’s meeting. Historical evidence supports this call, 
with the Bangko Sentral ready to jump ahead of the curve when the Monetary Board deemed it necessary. 
Policymakers generally moved faster than expected since the outbreak of the COVID-19 pandemic (see chart 
above), while the current tightening cycle involved a surprise 75bp rate hike delivered after an unscheduled policy 
review in July. The BSP will likely maintain its proactive approach to setting monetary policy as price pressures 
remain acute and the exchange rate keeps refreshing record lows. 
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Bangko Sentral ng Pilipinas August Monetary Policy Statement: 
 
At its meeting on monetary policy today, the Monetary Board decided to raise the interest rate on the BSP’s 
overnight reverse repurchase facility by 50 basis points to 3.75 percent, effective tomorrow, 19 August 2022. 
Accordingly, the interest rates on the overnight deposit and lending facilities were raised to 3.25 percent and 4.25 
percent, respectively. 
 
The BSP’s latest baseline forecasts have shifted higher for 2022, with average inflation projected to breach the 
upper end of the 2-4 percent target range at 5.4 percent. While the forecasts for 2023 and 2024 have declined to 
4.0 percent and 3.2 percent, respectively, the inflation target remains at risk over the policy horizon owing to 
broadening price pressures. Elevated inflation expectations likewise highlight the risk of further second-round 
effects. 
 
Upside risks also continue to dominate the inflation outlook up to 2023 due to the potential impact of higher global 
non-oil prices, the continued shortage in domestic fish supply, the sharp increase in the price of sugar, as well as 
pending petitions for transport fare increases. Meanwhile, the impact of a weaker-than-expected global economic 
recovery as well as the resurgence of local COVID-19 infections continue to be the main downside risks to the 
outlook. 
 
At the same time, despite some moderation in economic activity in recent months, overall domestic demand 
conditions have generally held firm, supported by improved employment outturns and by ample liquidity and credit. 
 
For these reasons, the Monetary Board deemed further monetary action to be necessary to anchor inflation 
expectations and avoid a further breach in the inflation target over the policy horizon. The favorable growth 
outcome in the first half of the year also gives the BSP the flexibility to act against inflation pressures while allowing 
domestic demand to sustain its recovery momentum amid prevailing headwinds. 
 
The Monetary Board also continues to urge timely non-monetary government interventions to mitigate the impact of 
persistent supply-side pressures on commodity prices. 
 
The BSP reassures the public of its commitment and readiness to take all necessary actions to steer inflation 
towards a target-consistent path over the medium term in keeping with its price and financial stability mandates.  
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Sell-side comments: 
 
ANZ (+50bp): The domestic inflation backdrop remains challenging although August’s headline print eased to 6.3% 
y/y. The surge in the core component to 4.6% from 3.9% in July attests to the ongoing strength in domestic 
demand, despite the cumulative 175bps of rate hike since May 2022. External conditions aren’t very favourable, 
either. Notwithstanding the easing in oil prices, July’s trade deficit widened to USD5.9bn. The US Fed’s aggressive 
moves at a time when the Philippines’ BoP is under pressure continues to exert pressure on the PHP. It is therefore 
conceivable that rate hikes will need to be more aggressive to minimise FX volatility and the passthrough to 
domestic prices. Therefore, we now expect the Bangko Sentral ng Pilipinas (BSP) to deliver another 50bp hike, 
bringing the policy rate to 4.25%. Simultaneously, we raise our end-2022policy rate forecast to 4.75% (vs 4.50% 
previously). 
 
Barclays (+50bp): We expect the BSP to hike the policy rate by another 50bp, given high and broadening inflation 
pressures, with core inflation rising sharply in August. A larger rate hike priced for the Federal Reserve’s 
September meeting following the CPI release, is also likely to bolster the case for a 50bp hike, as the BSP wants to 
use rate hikes to temper PHP depreciation. 
 
DBS (+50bp): The BSP will continue its rate hiking cycle during this week’s meeting. The key question will be by 
how much? We think the balance is tilted towards 50bps hike to 4.25%. The US Fed’s interest rate decision will be 
a ‘big factor’ influencing the BSP’s decision, as signalled by BSP Governor Medalla on Sep 2. Interest rate market 
expectations on the US Fed’s terminal interest rate trajectory have shifted higher since Medalla’s additional 
guidance on Sep 7. He mentioned the possibility of three 25bps hikes (if the Fed raises by 75bps and delivers one 
more hike thereafter). However, a frontloading of BSP hikes is possibly required now to prevent a significant 
narrowing of positive interest rate differentials, further currency weakness, and upside imported inflationary 
pressures (see preview behind for more details). 
 
Goldman Sachs (+50bp): We are revising our expectation for the BSP policy rate decision and now expect the 
central bank to hike policy rates by 50bp (from 25bp earlier), bringing the policy rate to 4.25% from 3.75% currently. 
Headline inflation remains elevated at 6.3% yoy, with core inflation rising above the upper end of BSP’s 2%-4% 
inflation target range in August. The BSP governor has emphasized that the BSP “cannot not react to what the Fed 
is doing” amid ongoing FX market pressures. With a potential 75bp hike from the Fed next week, a higher US 
terminal rate forecast (our US team has increased their terminal rate forecast by 50bp to 4.0%-4.25%), and rising 
concerns of FX pass-through to already elevated inflation, we now expect the BSP to continue to hike policy rates 
in 50bp increments at the next two meetings, before slowing to a 25bp pace in December, and then stopping. This 
brings our policy rate forecast to a new terminal level of 5.00% by end-2022 (from 4.50%, previously). 
 
ING (+50bp): Bangko Sentral ng Pilipinas (BSP) meets on Thursday to determine policy. We expect BSP to hike 
by 50bp in a bid to slow inflation which has moved past the target. The central bank will likely retain its hawkish 
tone and signal additional rate hikes for the rest of the year with inflation still expected to breach the BSP’s inflation 
target for the year. 
 
Morgan Stanley (+25bp): Our economists expect BSP to raise the policy rate by 25bp to 4.00% at this meeting. 
The Philippines’ latest August inflation print at 6.3%Y remains meaningfully above the central bank’s target band. 
Indeed, we expect the monetary board’s balance of risk assessment to remain tilted towards upside inflation risk, 
which would keep the central bank on a policy rate normalisation path. Policy-makers have recently commented 
that BSP is prepared to take further steps to bring inflation towards a target-consistent path over the medium term, 
but the upcoming policy rate hikes would likely be of relatively smaller magnitude (i.e., 25bp). Consensus is 
expecting BSP to continue lifting rates by 50bp at this meeting, so if our economists’ expectation of a 25bp hike is 
realised, it would be more dovish than market expectations. This should be negative for PHP as it pushes real 
yields down. We stay long USD/PHP, which also faces upward pressure from the Philippines’ rising current account 
needs. In rates, a smaller-than-expected hike should allow RPGBs to rally initially. However, the trend of rising 
rates globally and FX weakness suggests that RPGB yields should resume their rise subsequently. 
 
Pantheon (unch,): We’re holding firm to our view that a pivot by the Bangko Sentral ng Pilipinas is imminent, and 
that the door is wide open for the Monetary Board to make this shift—and pause—at its meeting on Thursday. 
Admittedly, the renewed anxieties sparked by the peso’s depreciation to new lows against the dollar, coupled by 
Governor Felipe Medalla’s hawkish inclinations, easily could force a fifth straight rate increase in as many months. 
But only by 25 basis points—at most—less than the near-unanimous take for another sharp 50bp move. Timing a 
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turning-point naturally is a tricky business, though the fundamental case for it has continued to grow in the 
Philippines. The peso’s fortunes—or lack of them—really shouldn’t be of much concern to the BSP. Not only is the 
relationship weak between the year-over-year change in the exchange rate, but the peso also is simply behaving 
like most other emerging market currencies amid sustained U.S. dollar strength. The peso has weakened by 11.1% 
since the start of the year, notably less than the 14.8% increase in the rise of the dollar index, with the Bank’s 
efforts to lean against excessive downward volatility likely accounting for the small difference. Incidentally, the 
country’s underperforming exports could do with a lift from a cheaper peso. Above all else, the run-up in CPI 
inflation is pretty much over. It came as no surprise to us that the headline rate came in below expectations in 
August, slipping for the first time since January, after a five-month surge. It’s important to remember that the BSP 
implicitly has already acknowledged that the tide is turning, in view of the downgrades it made last month to its 
inflation forecasts from 2023. As we wrote earlier this month—see here—the food and energy- linked inflation 
spikes that have been wreaking havoc have turned a corner and are now staring over a cliff. 
 
Scotiabank (+50bp): Expectations for next week's BSP rate hike shifted from 25 bps to 50 after inflation figures, 
more notably the core gauge, accelerated to 4.6 % y/y in August, up from 3.9% last month, which now brings it well 
above the bank's 2–4% target. The policy rate is supposed to reach the ~4.50% level by Q4-2022/Q1-2023 before 
it is held there into 2024. 
 
Société Générale (+25bp): The BSP raised the O/N reverse repo rate in four steps by a cumulative 175bp to 
3.75% since May. Shortly after the meeting on 18 August, Governor Medalla said that the meeting was the “last 
time” the MPC would opt for a 50bp increment, as it had already “done enough” to anchor inflation expectations, 
and in future meetings, the MPC would consider only two options: staying on hold or a 25bp hike. Later, on 7 
September, the governor stated that the MPC “cannot not react” to the Federal Reserve’s tightening measures, but 
added that they “will not match” the increment. In the governor’s own view, a 25bp increment is the most likely 
outcome of the meeting to be held on 22 September. According to the minutes of the MPC meeting, 1) although 
risks in terms of the inflation outlook are tilted to the upside for this year, they are broadly balanced for 2023, and 2) 
the output gap remains “broadly neutral” over the policy horizon. In our opinion, these arguments imply that the 
MPC will likely continue to hike the policy rate in 2022, but room for additional tightening is becoming limited. 
Consequently, we maintain our expectation of a 25bp rate hike to 4% at the next monetary policy meeting. We see 
the terminal policy rate at 4.50% by end-2022. However, if the peso’s depreciating momentum renews before the 
meeting, the BSP will need to take a 50bp increment into consideration to dampen the impact of a weaker currency 
on domestic price trends, in our opinion. 
 
TD (+50bp): The BSP is likely to conduct another outsized 50bps hike to limit the weakness in the PHP while 
inflation still remains far too elevated at 6.3% y/y in August. 
 
UOB (+25bp): Ongoing uncertainties particularly global recession risks into 2023 and a tentative retreat in global 
oil prices could also lead BSP to pause its rate hikes soon. Thus, we stick to our call for a hike in the policy rate by 
another 25bps in Sep and thereafter keep the RRP rate at 4.00% through 4Q22 and 2023, unless both global and 
domestic environments move in unexpected directions. 


