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We hold a positive outlook for the Philippine economy, and forecast real GDP growth to

come in at 6.3% in 2014. However, tighter monetary policy in 2015 is likely to cause real

GDP growth to ease to 6.0%.

We continue to see the Bangko Sentral ng Pilipinas raise its benchmark interest rate by

another 50 basis points to 4.50% in 2015, owing to continued price pressures

emanating from a potential electricity shortage in Luzon and likely interest rate

normalisation in the US in the coming year. Ongoing fiscal consolidation efforts by the

Philippine government will ensure a sustainable budgetary trajectory over the coming

years.

We forecast for the country's budget deficit to narrow to 0.8% of GDP in 2014 and 0.6%

in 2015, from 1.4% in 2013. However, the lacklustre fiscal spending will be a drag on

growth. The Philippine peso should stay largely resilient despite USD strength. We

forecast the unit to average PHP44.50/USD in 2014 and PHP43.71/USD in 2015. A

combination of still-positive economic growth outlook, strong foreign inflows and an

improving external position should provide structural support to the peso.

Major Forecast Changes

We have revised our 2015 benchmark interest rate forecast to 4.50%, from our previous

estimate of 4.00%. We have revised our forecast for the Philippine peso to average

PHP44.50/USD in 2014, from our earlier estimate of PHP44.00/USD.
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Ongoing fiscal consolidation efforts by the government will ensure a sustainable
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