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The Philippines' decision to seek international arbitration in its maritime dispute with

China will raise tensions between the two countries, and could accelerate US efforts to

'pivot' towards Asia. The dispute also increases the risk of Beijing imposing economic

sanctions on the Philippines, which would pose downside risks for our 6.3% real GDP

growth forecast in 2014. We continue to hold a positive outlook for the economy, and

maintain our forecast for real GDP growth of 6.3% in 2014, as investment is likely to

pick up and the export sector should see a modest rebound this year.

Rising inflationary pressures have narrowed the scope for continued accommodative

monetary policy in the Philippines. As such, we maintain that the Bangko Sentral ng

Pilipinas (BSP) will raise its benchmark interest rate by a total of 50 basis points to

4.00% by end-2014.

Effective fiscal reforms by the Philippine government will lead to a continued

improvement in the country's debt metrics and allow for fiscally funded infrastructure

projects. We are forecasting the budget deficit to narrow to 0.8% of GDP in 2014, while

public debt as a share of GDP to decline to 46.9%.

Major Forecast Changes

We have upgraded our 2014 budget deficit forecast from 1.4% of GDP to 0.8% of GDP,

owing to improving tax revenue collection and prudent expenditure management.
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The Philippines holds significant economic growth potential and has begun to come into
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