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Vulnerable Emerging Markets

A Bloomberg report a week ago cited the Philippines as among the vulnerable emerging markets (EMs) to capital outflows due to wider gaps in external accounts. 

We’ve culled some stats that tend to lump us with problematic EMs such as Turkey, Argentina and  South Africa where inflation has surged and budget deficits bal-
looned on government spending sprees, huge borrowings and tepid GDP growth. 

We’re far from that as our government borrowing is 40% of GDP, which when combined with private sector credit results in a  ratio that’s just up 60% (of GDP). 
Our banking system FCDU loans were only a tenth of total banking sector loans of  Php8 trillion.  Government foreign external obligations were only 15% of GDP 
and 35% of total indebtedness. Government interest payments on debt has actually gone down to just 2% from 3% of GDP in 2012. Our tax effort ratio is at a multi-
year  high at 14.5% as of March 2017.  And our economy is growing, now on its 77th straight quarter of growth, while GDP’s 7-year moving average of 6.2% was the 
highest since 1978.

Our budget deficit, even with the government spending spree on infrastructure and overall in the first four months is only Php105bn, lower than the programmed 
Php300bn for the period. 

What lumps us with the other weak EMs are the following stats that have deteriorated. 

• The Philippines’  trade deficit  ballooned 59% to $12.2 billion in the first four months versus yearago.  Exports declined 8.5% in April, while imports rose 22.2%. 
Notable was the rise in consumer goods imports,  higher by 30%. Still, these imports were constructive in nature, related to the expansion of productive 
capacity in telecom, power and electronics inputs and other intermediate good for manufacturing. 

• Our balance of payments deficit shot up to $1.5 billion as of end-April vs. BSP’s revised forecast of $1.5 billion (0.4% of GDP) for the whole year. A large part of 
that is the trade deficit, the weakness of our exports. BSP has revised upward its current account deficit forecast from $700mn to $3.1bn, equivalent to 0.9% 
of GDP.  But our FDI has gone up 43.5% to $2.2bn in the first four months of this year, already a  fifth of last year’s $10bn. What’s being headlined in the newspa-
pers as lower investments are BOI-investment pledges that have held back, on a wait-and-see ahead of the fiscal incentives rationalization (not withdrawal). 

• Central Bank reserves have thinned out to $78.9 billion, still 7.7x worth of import cover, but lower by $650m from a month ago on BSP’s forex operations to 
smooth out the volatile peso gyrations.  

• Peso is now 6.1% lower year-to-date, the worst among  Asia Pacific currencies. 

The retreat of foreign funds in small EMs with deficits (that counts us) has led to net foreign selling in the stockmarket, now on its 19th week, worth Php55 billion 
year-to-date, bringing the PSEi lower by 15.6% from the year’s start on about Php5-7 billion of trade volume in recent days.  

Too early to think of the peso weakness as resembling an Asian Crisis like meltdown as Philippine fundamentals remain strong.  

In the pipeline is a $2 billion global bond borrowing by government that should shore up the GIR and improve sentiment.

BSP is yet to take a second shot at inflation in its June meeting, which will impact sentiment in the currency market and after last week’s widely expected  Fed 
hike. 

Inflation reading may yet improve in the months ahead and help sentiment as well;  rice imports of 250,000 tons (850,000 tons on upcoming import bidding)  and 
volatile oil that had seen two rollbacks in local pump prices on fresh Saudi Arabia and Venezuela supply reported by Financial Times to be  about 2 million barrels 
per day in the second half. 
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