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April 30, 2019

FX Flash

PHP - A Boost From S&P Credit
Rating Upgrade

USDPHP Plunges

PHP regained the top spot among Asian FX in Apr. This follows S&P
upgrade of the long-term sovereign credit rating of the
Philippines to BBB+ with a stable outlook from BBB. The surprise
move saw the USDPHP plunge nearly 0.7% to 51.766 in response,
though it had since come off from those levels. The S&P cited
strong economic growth trajectory, solid government fiscal
accounts and sound external settings for its upgrade to the
Philippines ratings. This should lift investor sentiments and spur
inflows into Philippine assets, supportive of the PHP higher.

At the same time, the new BSP governor’s affirmation of the
central bank’s policy stance in early Apr together with easing
inflation lifted sentiments and spurred demand for Philippine
assets, particularly equities. This has led to larger gains in
equities than in the previous two months. Foreign investors have
purchased +USD185.93mn in equities in Apr so far, sharply higher
than the +USD88.28mn bought in Mar and a tad higher than Feb’s
+USD178.48mn. This inflow into Philippine equities in Apr has
kept the PHP buoyant so far.

We do not entirely share S&P’s optimism regarding the
Philippines’ economy. We believe that the risks to domestic
economic growth in 2019 have risen though, especially from the
delay in the passage of the FY2019 budget that are likely to see
some key infrastructure spending delayed. This delay in fiscal
support for the economy could see growth of 1-2 percentage
points slashed from overall growth in 2019. These domestic
growth concerns could weigh on sentiments, weighing on demand
for equities, and put downward pressure on the PHP in May.

Chart 1. USDPHP Plunges On S&P Credit Rating Upgrade
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Similarly, we expect constraints from its current account deficit could
put upward pressure on the USDPHP. So far, the government’s ambitious
infrastructure building programme makes it unlikely that the current
account deficit will dissipate anytime soon. In addition, trade disruption
caused by the Sino-US trade war should weigh on external demand,
worsening the trade deficits, while elevated oil prices on global supply
constraints could add to the deficit woes. Further deterioration in the
current account deficit should weigh on the PHP, and keep the pair
supported ahead.

We continue to caution that the USDPHP could remain elevated in 2Q as
some political uncertainties could manifest in the lead up to the general
elections on 13 May 2019. This election will see 12 seats in the Senate
and all seats in the House of Representatives as well as all regional,
provincial, city and municipal positions up for grabs. Should the
opposition win a majority of the seats in both Houses of Congress, they
could effectively block the parliamentary agenda of President Duterte
who would be mid-way through his one-term in office. The uncertainty in
the lead-up to the elections could force investors to sit on the side-lines
until clarity in the political environment emerges.

Anecdotal evidence suggests that approval ratings of the President will
typically affect the ruling party. Former President Benigno Aquino’s
strong approval rating resulted in his ruling coalition coming out
victorious with 9 out of 12 seats up for grabs in 2013, while former
President Arroyo’s weak ratings dragged her party down, resulting in the
opposition gaining the most seats (8 out of 12 up for elections) in the
Senate during the mid-term elections in 2007. Latest ratings show
Duterte’s approval, trust and satisfaction rating still high at 76%, 81% and
74% respectively in 4Q 2018 and could translate into his ruling coalition
retaining its majority in the Senate. On average over the two mid-term
elections (in 2007 and 2013), the PHP outlook has been mixed. A win by
pro-Duterte parties in the mid-term elections might not necessarily
translate into a stronger PHP, possibly on concerns over a lack of new
policy initiatives to drive the economy further, given the President’s term
limits. Thus, the outlook for the PHP should remain cautious.

On the bright side, fading USD strength as a consequence of the Fed’s
pivot to a prolonged pause in rate hike should slow the USDPHP grind
higher. Market expectations of no further rate hikes in 2019 and just one
for 2020 could suggest that the Fed’s tightening cycle is nearing its end.
We could thus see the unwinding of stale long USD positions against its
G10 peers and selected AXJs, providing the PHP with some support and
keep the USDPHP from climbing higher too aggressively.

Taking into account the S&P credit rating upgrade, we have adjusted our
USDPHP outlook but retained its trajectory over the forecast horizon. We
now expect the USDPHP to end-2Q at 52.30 as political concerns are
supportive. Pair should then retrace towards the 52-levels in 3Q.
However, global growth concerns could re-emerge towards the end of the
year could see USD re-emerge and push the pair higher to 52.50 and
52.80 in 4Q and 1Q 2020 respectively.

Maybank USDPHP Forecast

Forecast 2Q 2019 3Q 2019 4Q 2019 1Q 2020
USDPHP 52.30 52.00 52.50 52.80
(53.30) (53.00) (53.50) (53.80)

Previous Forecast in Parenthesis
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DISCLAIMER

This report is for information purposes only and under no circumstances is it to be considered or intended as an offer to sell or
a solicitation of an offer to buy the securities or financial instruments referred to herein, or an offer or solicitation to any
person to enter into any transaction or adopt any investment strategy. Investors should note that income from such securities or
financial instruments, if any, may fluctuate and that each security’s or financial instrument’s price or value may rise or fall.
Accordingly, investors may receive back less than originally invested. Past performance is not necessarily a guide to future
performance. This report is not intended to provide personal investment advice and does not take into account the specific
investment objectives, the financial situation and the particular needs of persons who may receive or read this report.
Investors should therefore seek financial, legal and other advice regarding the appropriateness of investing in any securities
and/or financial instruments or the investment strategies discussed or recommended in this report.

The information contained herein has been obtained from sources believed to be reliable but such sources have not been
independently verified by Malayan Banking Berhad and/or its affiliates and related corporations (collectively, “Maybank”) and
consequently no representation is made as to the accuracy or completeness of this report by Maybank and it should not be
relied upon as such. Accordingly, no liability can be accepted for any direct, indirect or consequential losses or damages that
may arise from the use or reliance of this report. Maybank and its officers, directors, associates, connected parties and/or
employees may from time to time have positions or be materially interested in the securities and/or financial instruments
referred to herein and may further act as market maker or have assumed an underwriting commitment or deal with such
securities and/or financial instruments and may also perform or seek to perform investment banking, advisory and other
services for or relating to those companies whose securities are mentioned in this report. Any information or opinions or
recommendations contained herein are subject to change at any time, without prior notice.

This report may contain forward looking statements which are often but not always identified by the use of words such as
“anticipate”, “believe”, “estimate”, “intend”, “plan”, “expect”, “forecast”, “predict” and “project” and statements that an
event or result “may”, “will”, “can”, “should”, “could” or “might” occur or be achieved and other similar expressions. Such
forward looking statements are based on assumptions made and information currently available to us and are subject to certain
risks and uncertainties that could cause the actual results to differ materially from those expressed in any forward looking
statements. Readers are cautioned not to place undue relevance on these forward looking statements. Maybank expressly
disclaims any obligation to update or revise any such forward looking statements to reflect new information, events or
circumstances after the date of this publication or to reflect the occurrence of unanticipated events.

This report is prepared for the use of Maybank’s clients and may not be reproduced, altered in any way, transmitted to, copied
or distributed to any other party in whole or in part in any form or manner without the prior express written consent of
Maybank. Maybank accepts no liability whatsoever for the actions of third parties in this respect.

This report is not directed to or intended for distribution to or use by any person or entity who is a citizen or resident of or
located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be
contrary to law or regulation.
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