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MNI Bangko Sentral ng Pilipinas – May 2021 
 
 

 
Announcement Date: Wednesday, 12 May 2021 
 
Announcement Time: 09:00 BST/17:00 PHST 
 
Link To Rate Decision: https://www.bsp.gov.ph/SitePages/PriceStability/MonetaryPolicyDecision.aspx  
 

 
 

 
MNI Point of View: BSP To Hold Fire Amid Stagflation Threat 
 
The Bangko Sentral ng Pilipinas’ policy announcement has been brought forward from Thursday, after the 
government declared that day a public holiday. Following this calendar tweak, policymakers remain poised to leave 
interest rates unchanged when they conclude their monetary policy meeting. Elevated consumer-price inflation and 
tepid bank lending limit potential marginal benefit from loosening policy, even as the Philippines is fighting another 
wave of coronavirus. 
 

While inflation was steady at +4.5% Y/Y in April, missing 
market expectations of a slight acceleration, it still sits 
above BSP target range of +2.0-4.0% Y/Y. Governor 
Diokno admitted that CPI is expected to remain elevated 
through the end of 2021, before moving towards the mid-
point of the target range in 2022 as supply-side pressures 
abate. He added that a cut to pork import tariffs is expected 
to help ease those pressures. The Presidential Palace and 
the Senate wrestled over the proposal, but eventually 
reached an agreement which aims at striking a balance 
between lowering food prices and protecting domestic hog 
industry. Nonetheless, loosening policy seems unlikely in 
the current inflationary environment. 
 

In his recent address, Governor Diokno signalled that alongside latest CPI data, policymakers will consider Q1 
GDP report, released earlier this week. Philippine economy shrank 4.2% Y/Y, falling deeper into contraction than 
expected by analysts, which cast doubt on the possibility of meeting the government’s current growth target for this 
year. The disappointing report came on the heels of a downbeat PMI report for the month of April, which showed 
that the manufacturing sector has returned into contraction after three straight months of expansion, illustrating the 
economic cost of tighter social restrictions implemented in response to the surge in new Covid-19 cases.  
 
Meanwhile, the epidemiological situation remains difficult, 
even as national vaccine rollout is already got underway. 
The number of new Covid-19 cases has been falling as the 
government tightened restrictions in the so called NCR+ 
bubble, but remains high by historical standards. While 
effective in slowing the spread of the virus, stricter curbs 
have shifted the Philippines’ economic engine into a lower 
gear. Furthermore, the belated ban on travellers from India 
failed to stop the most concerning coronavirus variant from 
entering the country. 
 
Despite below-forecast pace of recovery and continued spread of the virus, a further reduction of interest rates is 
unlikely to bring much benefit – and there is more to that than just elevated CPI. The decline in bank lending 
continued to accelerate in March, reaching a pace not seen in 17 years. Persistently subdued credit flow has 
prevented monetary stimulus delivered so far from providing expected support to broader economic activity. 

Shaded region represents BSP target range. 

https://www.bsp.gov.ph/SitePages/PriceStability/MonetaryPolicyDecision.aspx
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Bangko Sentral will likely continue to deliberate how to unlock credit flow using regulatory tweaks, before they 
embark on any further policy loosening. Admittedly, further RRR cuts have been mentioned as an option after 
Governor Diokno said they are still on the table, but given the worrying pace of consumer-price inflation, this should 
be read as mere sabre-rattling for now.  
 
In light of the current inflationary environment and subdued bank lending, Bangko Sentral ng Pilipinas are likely to 
leave interest rates unchanged, looking through downbeat Q1 GDP data and the ongoing fight against resurging 
coronavirus. While Economic Planning Secretary Chua refused to admit that the Philippines has entered 
stagflation, the BSP are stuck between a rock and a hard place. We expect them to reiterate that accommodative 
monetary conditions are appropriate to support economic recovery, continue to work on macroprudential measures 
to improve policy transmission, and let the government address supply-side inflationary pressures.  
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Bangko Sentral ng Pilipinas March Monetary Policy Decision:  
 
At its meeting on monetary policy today, the Monetary Board decided to maintain the interest rate on the BSP’s 
overnight reverse repurchase facility at 2.0 percent. The interest rates on the overnight deposit and lending facilities 
were likewise kept at 1.5 percent and 2.5 percent, respectively. 
 
The Monetary Board noted that latest inflation forecasts have shifted higher over the policy horizon. Inflation may 
breach the upper end of the target range of 2-4 percent in 2021, reflecting the impact of supply-side constraints on 
domestic prices of key food commodities such as meat as well as the continuing uptick in international oil prices. 
Nevertheless, inflation is still seen to return within the target band in 2022 as supply-side influences subside. 
 
Meanwhile, the balance of risks to the inflation outlook remains broadly balanced around the baseline path in 2021 
while leaning toward the downside in 2022. Tighter domestic supply of meat products and improved global 
economic activity could lend further upside pressures on inflation. However, the ongoing pandemic also continues 
to pose downside risks to the inflation outlook, as the recent surge in virus infections and challenges over mass 
vaccination programs continue to temper prospects for domestic demand. 
 
Given these considerations, the Monetary Board is of the view that prevailing monetary policy settings remain 
appropriate to support the Government’s broader efforts to facilitate the recovery of the economy. At the same time, 
however, the Monetary Board emphasizes that the timely implementation of non-monetary interventions is crucial in 
mitigating the impact of supply-side pressures on inflation and thereby preventing them from spilling over as 
second-round effects. 
 
Looking ahead, the BSP will remain watchful for any signs of inflation becoming broader based. The BSP is 
prepared to take immediate measures as appropriate to ensure that the monetary policy stance continues to 
support the BSP's price and financial stability objectives.  
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Sell-side comments: 
 
Goldman Sachs: We expect Bangko Sentral ng Pilipinas (BSP) to keep policy rates unchanged at its meeting on 
Wednesday. Governor Diokno recently highlighted that the re-imposition of some movement restrictions due to the 
recent surge in COVID-19 cases may shave ~50bp from annual growth in 2021. During our Philippines virtual 
investor trip last week policymakers also downplayed risks to headline inflation, noting that the recent inflation 
surge above the upper end of the target band was entirely driven by transient supply factors, and that there was 
little evidence of spillovers into core inflation and inflation expectations. While inflation could stay elevated this year, 
we expect that still significant economy-wide slack should keep demand side inflationary pressures subdued. We 
expect BSP to be patient in normalizing policy rates, keeping the policy rate on hold until late 2022. 
 
ING: Attention now shifts to the Bangko Sentral ng Pilipinas (BSP) policy meeting on Wednesday, with the central 
bank widely expected to hold policy rates unchanged. BSP Governor, Diokno, has signalled his preference to keep 
monetary support for as long as the economy is in recovery mode and we continue to price in a steady policy rate 
for the balance of 2021. Inflation has remained above the 2-4% target for 4 months now, although price pressures 
appear to be stabilizing as the authorities move to implement supply-side remedies to help lower the cost of food 
items. Meanwhile, the dimming outlook for growth has translated to muted corporate demand for foreign currency 
as firms put off large scale expansion plans. Softer corporate demand for the dollar leads to weaker imports and an 
improved external position, a development that will be supportive for the PHP in the near term. 
 
J.P. Morgan: We expect the BSP to remain on hold next week, with the central bank likely noting the 
appropriateness of current monetary policy settings as the country battles the ongoing wave of infections, as 
current containment measures in place continue to weigh on the economic recovery. 
 
Morgan Stanley: We expect BSP to keep policy rate on hold at 2.0% at the upcoming monetary board meeting. 
We do not anticipate further rate cuts in our base case, as we believe the cyclical recovery will continue, driven by 
the vaccine rollout, low base effects and sequential momentum. At the same time, we think BSP will continue to 
keep the policy rate accommodative at current record-low levels through 2021,given the abundant liquidity provided 
by the Fed’s average inflation targeting framework and still-manageable domestic inflation. On the latter, even 
though headline CPI has picked up in recent months, it has been driven largely by transitory supply-side factors, 
e.g. food and oil prices, which we think BSP will look past. In our view, further RRR cuts are likely as policymakers 
have previously commented that Philippines’ RRR is still high relative to peers and there is still room to lower the 
RRR. 
 
Scotiabank: The BSP is not expected to alter monetary policy, holding the benchmark overnight borrowing rate at 
2.0%. We expect the central bank to remain in wait-and-see mode over the coming months. Headline inflation 
remained steady at 4.5% y/y in April, within the BSP’s forecast range but above its inflation target range of 3±1%. 
Inflation is likely to be elevated in the near term, driven mainly by transitory domestic supply-side constraints on 
food, rising global commodity prices, and base effects. However, inflationary pressures are expected to ease going 
into 2022, settling into the BSP’s target range. The speed of domestic vaccination rollout and the strength of global 
economic recovery are the primary risks to the Philippines’ inflation outlook. 
 


