
The peso yield curve is resurgent and sensitive to news of fresh debt 
supply, especially from government. The much anticipated Retail 
Treasury Bonds (RTB)  was one of such,  Php30bn on Feb. 26 (auction 
date) and  much less than the equivalent of last February 19’s debt 
maturities of Php80bn.  That has caused upticks both in the short and 
long-end of the curve;  the 91-day, up 18 bps; 182-day, up 4 bps  and 
364-day, up 2bps while the 10-year government bond rate rose back 
to 6.3% after a blip  downmove to 5.95%.  Apparently,  government  
is not  borrowing wholesale, unlike the Php245bn worth of RTBs in 
late 2017 that led to a sudden spike in credit costs in the first quarter 
of 2018.  

With all the nice expectations on inflation (lower BSP forecasts of 
3.1% this year and 3.0% in 2020) and talk of a triple RRR cut and 
cut on  policy rates, we expect the yield curve movements to be 
tempered, rangebound  and mild in the first quarter.  The short-
end would be where most of the upward  pressure would be, being 
the target maturities of government’s new debt supply: T-bills, tap 
facilities, 3, 5 and 7 years. The long end, on the other hand, will be 
more  sensitive to external factors, mainly  the US Fed and US Treas-
ury rates given  the way the 10-year Philippine government bond 
rate  dropped  by 50 bps in two weeks after  the Fed communicated 
its dovish pivot to a no rate hike scenario. Also the  macroeconomic 
fundamentals will have an influence, key of which is the question on 
just where is the Philippines in its growth and credit cycles as well 
as shifts in the inflation outlook. We believe the GDP growth momen-
tum is intact;  this year being an election year (whether Presidential 
or mid-term election) which historically had seen an average of 7% 
GDP growth compared to 5% of non-election years. 

We identify the following drivers of yield curve this year as follows: 

Government domestic borrowing to rise.  Government’s planned net 
domestic borrowing will rise this year by 32% to Php782bn ($14.9bn) 
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from Php591.5bn in 2018 for its Php3.7trn spending target this year.  
Some Php260bn ($5bn) will be borrowed from foreign sources.  

Overspending tendency.  Potential slippages in the fiscal program, 
say overpending. Last year’s  breach of  the  planned fiscal deficit of 
3% of GDP to 3.2% from 2.2% in 2017 should remind the market of this 
attendant risk and what it means for government borrowing.

Delay of CTRP passage.  Further delays in the passage of  the Com-
prehensive Tax Reform  Package 1-B comprising bank secrecy law, tax 
amnesty law and motor vehicle users’ charge which collectively will 
generate a tax take for government of  Php106bn. Secondly,  the TRA-
BAHO bill featuring graduated income tax cuts for corporates and fis-
cal incentives rationalization measures with a potential Php30bn-67bn 
revenue loss to government for a net tax take of Php39bn to Php76bn.  

Crowding out risk.  The possibility of government borrowing more 
is made riskier by the fund raising volume in the horizon, an esti-
mated growth of 152%  in combined corporates/banks borrowings to 
Php496bn from Php197bn last year. The  latter, together with govern-
ment funding requirements, will bring the  total  system borrowing  
up by 62% to Php1.3trn from Php788.5bn in 2018 or $20bn over the 
estimated Philippine economy worth $330bn (or equal to 6% of GDP).   

Monetary system indicators point to tightness toward yearend of 2018.  
See list below. Yet, domestic yields have continued to improve, de-
clining by 20-90 bps since the beginning of 2019.  Thus  the positive 
macro indicators is where the weight of market opinion is.   Further-
more, in terms of hard numbers, government borrowing requirements 
of Php782bn are easily matched by the incremental domestic savings 
of Php650bn as reported in the February 2019 issue of The Market Call.

Indicators Pointing to Tightness: (1) money supply (M3) has slowed 
to single-digit expansion since September 2018 to 9.2% year-on-year 
(y/y) in December following double-digit growth for the past three 
years, (2) M3 as a proportion of GDP likewise fell to 66.6% in 2018 from 
67.3% in the previous year, (3) banks’ loan-to-deposit (LDR) ratio has 
risen to 85%, (4) loan growth has continued to decelerate to 15.7% y/y 
in December from an average of19.2% in the first half of 2018, and (5) 
excess money has dwindled with total TDF and  ODF dropping to just 
Php128bn in December from Php246bn at the beginning of 2018.   

Indicators Pointing to Stable to Lower Rates:  (1) slowing domestic 
growth at 6.2% in 2018 from 6.7% in the previous year, (2) easing do-
mestic inflation which dropped to a 10-month low of 4.4% in January 
after hitting a peak of 6.7% in September and October, prompting the 
Bangko Sentral ng Pilipinas (BSP) to further lower its inflation forecast 
for 2019 to 3.1% from earlier estimate of 3.2%.  The favorable infla-
tion outlook means that the BSP will have more policy space to slash 
the reserve ratio by at least 200 bps in the first half of the year which 
will infuse Php180bn worth of liquidity into the system and to cut the 
policy rates in the second half once inflation drops to below 3%, and 
(3) Fed’s dovish signals after it aggressively hike rates 4x in 2018 from 
just 3 hikes in 2017 and one each in 2015 and 2016.   

Figure 1.  Philippine Yield Curve

Sources:  Bloomberg and PDEx
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Figure 6.  Dwindling excess money 

Source:  BSP
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Figure 7.  Philippines grew at its slowest pace in 3 years
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Figure 4.  Rising banks’ loan-to-deposit ratios
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Figure 5.  Decelerating loan growth 

Source:  Bloomberg

Figure 2.  Single-digit money supply expansion
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Figures 3:  Lower money supply as a % of GDP
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Table 1.  Yields have eased since peak as inflation slows down further

Sources:  Bloomberg and PDEx

Sources:  PSA and Bloomberg

Figure 8.  Easing domestic inflation
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Headline Inflation (%) Policy Rates (%)
Core Inflation (%)

Tenor 29-Dec-17 08-Nov-18 
(Peak)

28-Dec-18 21-Feb-19 2018 chg (bps) chg from peak YTD chg

3M 3.024 4.672 5.776 5.581 275 91 (19)

6M 2.529 5.992 6.514 5.918 398 (7) (60)

1Y 3.320 6.435 6.783 6.099 346 (34) (68)

2Y 4.020 6.496 6.885 6.043 287 (45) (84)

3Y 4.371 6.738 6.976 6.075 260 (66) (90)

4Y 4.596 6.824 7.016 6.102 242 (72) (91)

5Y 4.740 6.910 7.037 6.130 230 (78) (91)

7Y 4.914 7.180 7.061 6.206 215 (97) (86)

10Y 5.050 7.429 7.065 6.307 202 (112) (76)

20Y 5.359 8.136 7.491 6.666 213 (147) (82)

25Y 5.577 8.264 7.528 6.813 195 (145) (72)


