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BSP hikes 25bps, policy rate now at 5.0%
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BSP Monetary Stance

The Monetary Board delivered another 25bp hike today, bringing the policy rate

to 5.0%. This marks the third consecutive tightening move since April and the most

compressed hiking cycle the BSP has run since 2022. The decision was widely “

expected heading into today, though the pre-meeting debate was livelier than usual,

with a minority of analysts holding out for a pause. Notably, the Governor .

acknowledged that a pause was also considered at today's meeting, but that the 1€ BSP delivered

decision to hike ultimately “was not so hard,” a candid admission that the balance of ; ;

risks still tilted toward action despite the softening growth backdrop. a _haWkISh _aCtlon
with a dovish

The backdrop heading into today was indeed complicated. Headline inflation has .

cooled for three straight months, settling at 6.2% in July, and the year-to-date average Sig nal. The rate

of 5.0% is tracking below the BSP’s own full year estimate of 6.4%. Those are the  \yent up, but the

improvements prior to this meeting, but Governor Remolona opened the press

conference by making clear they are not the number the Board is watching most ~Mmessage that

closely. “True enough, inflation has eased,” he said, “but core inflation remains came with it

elevated.” Core inflation eased only marginally to 4.2% in July from 4.4% in June, yet

remains nearly double its level from a year ago, and that divergence between headline poi nted firm Iy

relief and core persistence is the tension the Monetary Board has been navigating since .
June. toward the exit.

The BSP characterized today’s decision as a preemptive response to inflation
risks that it believes are becoming more pronounced. First, while global oil prices
have retreated from the highs seen during the Middle East conflict, they remain
vulnerable to renewed geopolitical flare-ups that could quickly push energy costs
higher again. Second, a severe El Nifio threatens food inflation through both weaker
domestic rice production and higher import costs, as adverse weather conditions
simultaneously disrupt output across other food-producing economies and tighten
global supply. Third, the recent minimum wage increase is expected to gradually filter
through to prices. Using the 12% Metro Manila adjustment as a benchmark, the BSP
estimates that the pass-through to inflation will occur with a lag of roughly six months,
making this primarily a 2027 concern rather than a near-term 2026 risk. This point is
particularly important in understanding the BSP’s latest forecast revisions. See below:

BSP risk-adjusted inflation forecast 2026 2027 2028
Previous 6.4 4.5 3.1
Revised 6.1 5.4 3.3

The 2026 forecast was nudged lower on softer oil prices and inflation outcomes that
have come in below earlier projections. The 2027 forecast, however, was revised
significantly higher, driven by the lagged inflationary impact of the minimum wage
increase and the anticipated damage from El Nifio on food prices. The BSP’s own
models are telling us the near term is improving but the medium term is not yet
giving us the clear signal, with inflation now seen peaking in the fourth quarter of
2026 and returning within the 2-4% tolerance band only by the fourth quarter of 2027.

Today’s hike also widens the rate differential with the Fed back toward 125bps in
nominal terms, providing the peso with a sturdier floor. The USD-PHP had been
flirting with record territory at 61.98 this week, and while today’s move alone will not
reverse that trajectory, it removes one argument for further depreciation pressure in the
near term. The BSP addressed this directly: a rate hike delivers a tightening signal and
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supports the currency without forcing the central bank to continue drawing down reserves through direct FX
intervention, a consideration that has become increasingly relevant given that import cover has already fallen to 6.7
months, the lowest since 2018.

On growth, Governor Remolona expressed confidence that the economy will regain momentum in the second
half of 2026 and return to a stronger footing by next year, helped in part by the anticipated recovery in public
spending. He also offered an interesting perspective on whether today’s move risks undermining growth. By their
calculation, the real policy rate entering the meeting stood at just 1.75%, based on the 4.75% policy rate and the BSP's
3% inflation target. From that lens, monetary policy has not been really restrictive, despite the cumulative tightening
delivered this year. The argument effectively provides the Board with a rationale for raising rates three times while
maintaining that its objective is to safeguard price stability, not suppress economic activity.

More telling was the shift in the BSP’s guidance. Unlike the firm tightening bias that accompanied earlier hikes, today’s
message was considerably more measured. The Governor said he hopes additional rate increases will not be
needed and indicated that a pause would be justified once inflation is convincingly moving back toward target.
All of this points to a central bank that is no longer focused on preparing markets for the next hike, but rather on
assessing whether the tightening already delivered will be enough to bring inflation back to target.

Our View

Today’s hike was in line with our call, but the more honest characterization of what the BSP delivered was a hawkish
action wrapped in a dovish signal. The policy rate went up, but the message that accompanied it pointed firmly toward
the exit.

We continue to view 5.00% as the most likely terminal rate for this cycle, with today’s guidance doing little to
challenge that view. The BSP’s own framing suggested that policy is not operating in a restrictive territory, while the
downward revision to the 2026 inflation forecast implies the BSP sees enough improvement in the near-term inflation
trajectory to justify stepping back after today’s move.

That said, we also acknowledge that another hike is not completely off the table. We maintain a modest upside
bias into the October meeting, as the balance of risks remains tilted toward inflation rather than growth. Whether the
BSP ultimately pauses or delivers one final 25bps hike in October will likely hinge on three developments: (1) the extent
to which higher wages begin feeding through to prices, (2) whether third-quarter growth validates the recovery the BSP
expects to take hold in the second half of the year, and (3) whether oil prices and the peso remain stable enough to
afford the breathing room they appear eager to preserve.

Even so, the end of the hiking cycle is not the same as the beginning of an easing cycle. The BSP's own forecasts
show inflation remaining above the 4.0% ceiling through much of 2026 and staying elevated well into 2027, with a
return to the 3.0% target only projected much later. In other words, this remains a higher-for-longer story
regardless of whether another rate hike materializes. Borrowing costs are unlikely to come down anytime soon,
refinancing windows remain narrow, and any fiscal-led growth recovery will have to contend with an interest
rate environment that remains among the most restrictive seen in recent years.
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For guidance, below is the policy meeting schedule for both the BSP and the Fed in 2026:

FED

27-28
Jan (unchanged: 3.50-3.75%)

19
Feb (cut: 4.25%)
Mar 17-18* 26 (offcycle;
(unchanged: 3.50-3.75%) unchanged: 4.25%)

28-29 .
Apr unchanged: 3.50-3.75% 23 (hike: 4.50%)
May

16-17* .
Jun (unchanged: 3.50-3.75%) 18 (hike: 4.75%)
Jul 28-29

unchanged: 3.50-3.75%
Aug 27 (hike: 5.0%)
Sep
Oct
Nov
Dec
*Meeting associated with a Summary of Economic Projections

2026 Summary of Forecasts

2026F |
2025A 2026F 2027F Notes

1Q26A 2Q26A 3Q26F 4Q26F

Growth weighed down by lingering effects of oil
GDP 4.4 3.5 2.8 2.3 4.2 4.5 4.0 price shock, limited private investments, and fiscal
headwinds

Energy spillovers keep inflation elevated, with
Inflation 1.7 5.6 2.8 6.8 6.4 6.5 4,3 upside risks from renewed oil price pressures and
extreme weather disruptions

- Measured policy moves as second-round inflation
BSP Policy Rate 4.5 5.0 4.25 4.75 5.0 5.0 4.25 pressures persist and growth remains subdued

Yields to remain elevated supported by cautious
10Y Peso GS Yield 6.07 6.9 6.9 6.9 7.0 6.9 6.5 policy moves and higher term premium; downward
pressure tempered by expectations on global yields

Stronger dollar and sustained fiscal and current
USD-PHP Rate 58.79 60.60 60.75 61.36 61.10 60.60 140 efci to weaken looal cUrrancy

2026 target anchored on 4-5% EPS growth at 9.0x
PSE Index 6,053 6,400 5,949 6,037 - 6,400 7,200 P/E ratio; 2027 target anchered on 9-10% EPS
growth at 9.5x P/E ratio

Source: BDO Trust and Investments Group as of August 2026
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