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Key Takeaways

The 1Q26 GDP print of 2.8% came in below both the market consensus of 3.3%,
and our own estimate of 2.9%, the weakest quarterly performance since the
pandemic recovery. We see full-year 2026 GDP to average around 3.2-3.5%, settling

below the government’s 5-6% target. ‘ ‘

April’'s 7.2% headline print, a three-year high, was not just a miss against

market forecasts. It overshot the BSP’s own projection. The oil shock has BSP p0|iCy
propagated fully into food, transport, and utilities; and core inflation at 3.9% confirms .

the broadening impact. We see full-year 2026 inflation averaging 6.7% to 7.3%, dilemma has been
above the BSP’s 6.3% forecast. A return to the 2-4% target band is a 2028 story at

the earliest. resolved as 1Q26

. . N , GDP print could be
The easing cycle that began in August 2024 is definitively over. An off-cycle hike .
before the June 18 Monetary Board meeting cannot be ruled out. We see the policy viewed as robust

I - 0, =
rate reaching 5.5-6.0% by year-end. enoug h to absorb

_The _Philippines _is navigating a stagflationary episod_e: slqw growth, high more tig htening to
inflation, a weakening currency, and a central bank forced to tighten into a slowdown. . . ;
Near-term pain is unavoidable but the structural story remains intact. flg ht inflation.

Growth: By all means, move at a glacial pace

We called 2.9%. The market called 3.3%. The economy delivered 2.8% in 1Q26 vs. 5.4% growth recorded in 1Q25. This has been
the weakest quarterly print since the pandemic recovery. It is now the third consecutive quarter of sub-5% growth, settling below
the government’s 5-6% full-year target. The economy, true to the spirit of this section’s title, is growing in a sluggish pace. For full-
year 2026, we see GDP to average around 3.2-3.5%.

Private consumption grew by 3.0% in 1Q26, easing further from the 3.8% recorded in 4Q25. Households entered the year already
navigating the confidence damage from the flood-control scandal, and then the Middle East conflict arrived in late February and
sent fuel prices surging. By March, inflation had already breached the BSP’s ceiling. By April it was running at 7.2%. Of course,
households did not stop spending, but they became far more deliberate about how and where, pulling back on discretionary
categories while holding the line on essentials.

Government consumption surprised to the upside at 4.8% from 0.7% in 4Q25, though slower than the 18.7% print last 1Q25. The
institutional caution that took hold following the flood-control corruption investigations has proven stickier than many expected as
government agencies are moving more carefully, contractors are more hesitant, procurement processes have lengthened. For this
reason, this is not simply an underspending problem but it is a matter of how the government as a whole is behaving.

Investment, however, remains deeply troubled. Gross capital formation contracted by 3.3%, moderating from the -9.4% in 4Q25 but
still firmly negative. Fixed capital formation fell 2.7%, construction dropped 4.5%, and durable equipment was essentially flat at -
0.1%. Public investment continues to be the primary drag, weighed down by the same governance-related hesitancy that has been
choking capital spending since mid-2025.

Trade numbers were modest. Exports grew 7.8%, with goods surging 13.3% and providing meaningful support to headline growth.
Imports rose by 6.1% vs. 3.2% average in 2H25, reflecting some recovery in domestic activity even as investment remained weak.

Inflation: Why is no one ready

Nobody was dressed for this. Not the market, not the BSP, and frankly not anyone who thought the inflation story in 2026 was not
a concern anymore. The 1Q26 average of 2.8% looked manageable, but the monthly trajectory tells us a different story. January
and February were quiet, March broke the ceiling at 4.1%, and then April arrived wearing something nobody had seen in three
years: a 7.2% headline print that left every forecast in the room looking deeply underdressed.
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The transmission from the oil shock was quick and merciless. Transport and fuel pressures continue to dominate as global crude
oil prices remain high amid the unresolved Middle East conflict. Although pump prices in April showed some marginal easing, these
partial pullbacks were overwhelmingly offset by the accumulated impact already built into the system. Thus, the transport index
surged to a 21.4% increase in April, up sharply from 9.9% in March; while utilities inflation rose to 8.2% from 4.7% the previous
month.

Core inflation, at 3.9%, confirmed that price pressures had moved well beyond the energy complex and were embedding themselves
across the broader consumer basket. The peso's slide to a historic low of PHP61.567 to the dollar added a second layer entirely,
raising the cost of everything priced in foreign currency. The bottom 30% of income households absorbed the full weight of all of
this at 8.5% inflation in April, the fastest pace in over three years.

Looking ahead, inflation is likely to stay high for a while. Structural drivers (elevated global energy prices, a weaker currency, and
disrupted food supply chains) are not resolving quickly, and add to that the low base in 2H25. This means the 7.2% print we saw is
not yet the peak. We see the full-year average at 6.7-7.3%, above the BSP's own 6.3% forecast and well above the 4% ceiling. The
risks remain skewed to the upside. A return to the 2-4% BSP's target band is not a 2026 story, nor a 2027 story. It is a 2028 story
at the earliest. Note: We mapped out the inflation path for 2026 in Figure 2 on page 3.

BSP Policy Dilemma Resolved: A million girls would Kill for this (Monetary Board) job

Said with full irony, obviously. The Monetary Board's seat has never been less enviable...and yet, like all thankless jobs, someone
has to do it, and do it really well.

The 25bps hike at the April 23 meeting brought the policy rate back to 4.50% (where we started at the beginning of the year) and
ended the easing cycle that began in August 2024. It was the right call but it was not an easy call, at least at that time. Now, we are
on to the harder question, that is, with the 7.2% inflation reading last April and the next scheduled policy not until June 18, could the
BSP afford the luxury of waiting before tightening further?

We do not think they can, and an off-cycle hike is definitely on the table. The April inflation surprise was not marginal. It exceeded
both market and the BSP’s own forecast. Governor Remolona has been explicit as well: the Monetary Board will do whatever is
necessary. A BSP that says that and then waits six weeks while inflation runs at ~7% risks falling behind the curve in a way that
becomes its own problem.

The dilemma comes in when growth is brought into the picture. Growth is running below 5% for the third consecutive quarter,
unemployment is rising, and investment remains deeply negative. Hiking rates in this macroeconomic landscape is not painless.
But allowing inflation to seep through the economy while the peso weakens is worse, and the BSP knows it. In fact, our view is that
this BSP policy dilemma has been resolved as 1Q26 GDP print could be viewed as robust enough (it was not sub-2% anyway) to
absorb more tightening to fight inflation.

We see the terminal policy rate reaching 5.5-6.0% by year-end 2026, implying 100-150bps of additional tightening from current
levels. The floor assumes oil prices moderate meaningfully in 3Q26 and the peso stabilizes. The ceiling reflects a scenario where
above-7% inflation persists into 2H26 and the BSP is compelled into consecutive moves, with at least one likely off-cycle.

On the bond market, the repricing has already begun. We saw yields began to surge on the April inflation release. With the terminal
rate seen at 5.5-6.0%, and inflation averaging 6.7-7.3% for the full year, we see the 10-year benchmark yield hovering between
7.6% and 8.7% over the forecast horizon.

2Q26 Outlook: Gird your loins

The Devil Wears Prada Miranda Priestly’'s most devastating line was never shouted. It left no room for rebuttal. The Philippine
macroeconomic outlook for the remainder of 2026 deserves the same delivery. That's all. The data has spoken, and it is not asking
for further discussion. All questions about whether the Philippines is entering a stagflationary era had been answered.

Growth is running at its weakest sustained pace since the pandemic recovery, inflation is at a three-year high and still climbing, the
currency is at historic lows, and the BSP is being forced to tighten into a slowdown. That is not a tail risk or a stress scenatrio. It is
the base case.

What makes this episode particularly difficult is that the shocks are simultaneous and self-reinforcing. The flood-control scandal
froze public investment and broke domestic confidence in a way that is taking longer to repair than anyone initially expected. The
Middle East conflict then injected a supply-side energy shock of a severity the Philippines has not absorbed since the 2022 Ukraine
war, but this time landing on an economy already running well below its growth potential. The peso's weakness then amplifies the
imported inflation dimension, which forces a monetary tightening response, which further constrains the growth recovery. Each
channel feeds the others. The devil, dressed in oil, works swiftly.
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But here is what that narrative misses if we stop there.

The worst may already be priced in. The 1Q26 GDP print, weak as it is, largely reflects shocks that markets have had weeks to
digest: the scandal fallout, the early oil pass-through, the investment freeze. Economic growth is expected to stay below its long
term trend in the coming quarters as persistently high oil prices continue to weigh on the real economy. The saving grace could be
a true truce between the U.S. and the Middle East as this could put off pressures in the oil prices. And the peso, for all its weakness,
has historically found a floor once the BSP signals genuine resolve, which it is now doing loudly and credibly. Although tighter
monetary conditions could dampen economic activity, the long term consequences of sustained high inflation could be even more
damaging. Thus, a stronger policy tightening may be justified, including the possibility of an off cycle rate hike should oil prices
remain elevated. On the inflation path, we see headline inflation peaking in 3Q26 before base effects pull the trajectory lower. The
return to within the BSP’s 2-4% target band remains a 2028 story at the earliest.

For investors navigating this environment, the strategy is not to retreat entirely but to pivot carefully. Short to belly fixed income
offers reasonable carry while the terminal rate picture clarifies. Export-oriented equities, remittance-linked consumer names, and
commodity-adjacent sectors are natural beneficiaries of the peso’s weakness and the energy price environment. Avoid highly
leveraged property and consumer discretionary names until there is credible evidence of an inflation peak and a stabilizing currency.
The PSEi’s structure makes it more vulnerable than most regional peers in this specific macro configuration, but stock-specific
opportunities exist.

The path back to 6% growth runs through a resolution of the energy shock, peso stabilization, a normalization of fiscal execution,
and a slow rebuilding of confidence. None of those are imminent now but none of them are permanently foreclosed either. The
Philippines has absorbed oil shocks before, and emerged with its structural story intact each time. A young labor force, a deeply
resilient remittance ecosystem, a growing services sector, and a domestic consumption base do not disappear because of a difficult
quarter or a difficult year.

Our long-term thesis is that the Philippines will always bounce back. That’s all.

Table 1: PH GDP Components, Percentage Growth

2010-2019 FY24 1Q25 2025 3025 4025 1026
54 4.0 3.0 2.8

GDP 6.4 5.7 54 .
Household Consumption 5.9 4.8 5.3 5.2 4.0 3.8 3.0
Government Consumption 7.6 7.1 18.7 8.7 5.8 0.7 4.8
Gross Capital Formation 12.0 7.7 4.5 0.9 -2.0 -9.4 -3.3
Fixed Capital Formation 11.0 6.2 6.5 3.1 0.7 -6.4 -2.7
Construction 11.1 10.0 7.1 0.9 -0.2 -9.2 -4.5
Public Construction 8.9 10.7 8.2 -8.2 -25.9 -38.6 -31.5
Private Construction 12.7 9.0 8.0 12.7 141 8.6 4.5
Durable Equipment 14.0 -0.2 8.3 11.8 2.1 -1.7 -0.1
Exports 8.9 3.5 7.1 4.9 7.8 13.3 7.8
Imports 10.9 4.2 10.3 3.6 3.2 3.2 6.1

Source: BDO Trust and Investments Group as of May 2026

Figure 1: PH Headline Inflation Path, 2024-2026F Table 2: BSP and Fed Policy Meeting Schedule in 2026

9.0 ©2024 02025 ©2026F ‘ FED BSP
Jan 27-28 (unchanged:
8.0 3.50-3.75%)
Feb [N 19 (cut 4.25%)
7.0 Mar 17-18* 26 (offcycle;
2 unchanged: 4.25%)
= 6.0 Apr 28-29 23 (hike: 4.50%)
2 May  [E——
250 Jun 16-17* 18
< Jul 28-29 .
£40 Aug  [IE— 27
Ba0 Sep 15-16* I
£ Oct 27-28 22
20 Nov  [E—
Dec 8-9* 17
1.0 *Meeting associated with a Summary of Economic Projections
0.0

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

Source: BDO Trust and Investments Group as of May 2026
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2023

Actual

Ave. Dubai Crude Oil 82.0

GDP 5.6
Inflation 6.0
BSP Policy Rate 6.50

10yr Peso GS Yield 6.00

USD-PHP Rate 55.36

PSE Index 6,450

2024

Actual

5.7

3.2

6.20

57.84

6,528

2025
Actual

4.4

4.50

6.07

58.79

6,053

2026

Base Case Worst Case

2026

Assumptions

~90.0

3.5

6.7

7.60

61.50

6,000

~120.0

32

7.3

6.00

8.70

62.30

5,600

Base case assumes gradual normalization as ceasefire allowed some easing;
worst case sustains supply crunch through year-end. Note pre-conflict consensus
was at US$62/bbl vs. current consensus at US$69/bbl.

Growth is weighed down by the oil shock and continued public investment
weakness. Recovery expected only in 4Q26; worst case assumes the energy drag
compounds fiscal headwinds.

Over 36% of the consumer basket is vulnerable to rising oil prices, with energy
items most exposed and secondary pass-through to food and logistics.

More rate hikes expected, with at least one likely off-cycle, as second-round effects
on wages, transport, and services persist.

Yields could go up with more policy rate hike now on the table, and term premium
widening on inflation and fiscal uncertainty.

Elevated oil prices could widen current account deficit and drain forex reserves.

Both targets anchored on 7-8% EPS growth; 6,000 at 9x P/E ratio (base) and 5,600
at 8.5x P/E ratio (worst), reflecting compressed multiples amid foreign outflows,
stagflation risks, and weak consumer sentiment.

Source: BDO Trust and Investments Group as of May 2026
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