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“Maybe before we talked about 
25 bps, and even a likelihood of a 
hold or steady. We will hold it for 
a while knowing there are many 
uncertainties. That will depend on 
the MB board,” Mr. Diokno said. 

The Monetary Board raised its 
benchmark interest rate by 50 
bps for a second straight meeting 
in February, bringing the key rate 
to a near 16-year high of 6%. Since 
May, the central bank hiked rates 
by a total of 400 bps. 

A BusinessWorld poll last week 
showed 12 out of 14 analysts expect 
the Monetary Board to hike rates by 
25 bps at its March 23 meeting. 

In its Market Call report on Mon-
day, First Metro Investment Corp. 
(FMIC) and the University of Asia 
and the Pacific (UA&P) said they 
expect the BSP to raise its rates by 
25 bps at its next two meetings amid 
expectations of easing inflation.

“There is an upside risk if the 
Fed hikes its policy rates by 50 
bps in the March 21-22 meeting. 
BSP will likely not want to extin-
guish the economic recovery mo-
mentum,” FMIC and UA&P said.

At the same time, Mr. Diokno 
said he is “optimistic” that infla-
tion could ease to 4% by the end 
of the third quarter.

“The price of oil has been de-
clining, the peso has been appre-
ciating and we have put in place 
mechanisms to control the price 
of food items, which is a major 
trigger of inflation,” he added.

Inflation eased to 8.6% in Feb-
ruary from a 14-year high of 8.7% 
in January. 

BSP Governor Felipe M. 
Medalla earlier said inflation will 
ease to within the 2-4% target by 
November or December this year. 

The BSP sees inflation averag-
ing 6.1% this  year, and easing to 
3.1% in 2024. 

Mr. Diokno also said there is 
a high probability the banks’ re-
serve requirement ratio (RRR) 
will be cut to a single-digit level by 
the end of the year.

The RRR for big banks is cur-
rently at 12%, one of the highest 
in the region. Reserve require-
ments for thrift and rural lenders 
are at 3% and 2%, respectively.  

A cut in RRR is a move intended 
to be an operational adjustment to 
facilitate the BSP’s shift to market-
based instruments for managing 
liquidity in the financial system, 
particularly the term deposit facil-
ity and the BSP securities.  

BUDGET 
Meanwhile, Mr. Diokno said the 
National Government is unlikely 
to have a balanced budget in the 
next decade. 

“G i ve n  t h e  st a t e  o f  o u r 
economy, I don’t see us having a 
balanced budget in the next 10 
years. As long as revenues exceed 
current operating expenses, then 
we still have enough money for 
capital outlays and that’s fine,” 
he said.

The Philippines’ budget bal-
ance swung to a surplus of P45.75 
billion in January, a turnaround 
from the P23.38-billion deficit a 
year earlier. 

The last time the government 
recorded a budget surplus was in 
April 2022, with P4.94 billion.

“It’s not appropriate to shoot 
for a surplus this time. We are 
investing 6% for infrastructure, 
we will continue to invest for in-
frastructure, because the Philip-
pines has been left behind,” Mr. 
Diokno said.

This year, the government set a 
budget deficit ceiling of P1.47 tril-
lion, equivalent to 6.1% of GDP. — 
Luisa Maria Jacinta C. Jocson

ASIAN economies are in a better 
position than their developed-
world counterparts to absorb 
shocks from a banking crisis that 
has roiled global financial mar-
kets, according to analysts at 
Morgan Stanley. 

“We saw a number of factors 
which would keep Asia’s domestic 
demand robust, hence helping in its 
growth outperformance,” analysts 
led by Chetan Ahya wrote in a re-
search note. They highlighted strong 
liquidity coverage ratios at Asian 

banks and “relatively stable” debt—
to-GDP (gross domestic product) 
ratios. On top of that, monetary 
policy is not as restrictive yet as 
it is in the US, they said. As a re-
sult, “the downside risk to Asia’s 
growth will be more muted.”

Morgan Stanley does expect 
some tightening in lending stan-
dards to occur in Asia in response 
to US bank stress, though “the 
magnitude and persistence are 
likely to be less intense than what 
is likely to transpire in the US.”

Whether Asia’s growth can 
outperform the developed world 
will depend on how the US econ-
omy evolves, they said, laying out 
two potential scenarios:

A deep slowdown or mild re-
cession in the US: Growth impact 
to Asia will likely be manageable

US hard landing: Asia’s growth 
will be weighed down but the net 
impact will be less than in devel-
oped markets and the region will 
recover faster than the US and 
Europe.

Policymakers are racing to 
ease growth strains and a loss of 
confidence in the global finan-
cial system after the collapse of 
Silicon Valley Bank and as UBS 
Group AG agreed to buy Credit 
Suisse Group AG in a govern-
ment-brokered deal.

Over the weekend, the Federal 
Reserve and five other central 
banks announced coordinated 
action to boost liquidity in US 
dollar swap arrangements. — 
Bloomberg 

Asia better placed than developed
economies, Morgan Stanley saysSEOUL — North Korean leader Kim 

Jong Un has overseen drills simulat-
ing a nuclear counterattack against 
the US and South Korea in a warning 
to the allies who are scaling up their 
joint military exercises, state media 
KCNA said on Monday. 

The North’s drills involved a 
short-range missile launch but - 
unusually — the missile fl ew from a 
buried silo, which analysts say would 
help improve speed and stability in 
future tests of intercontinental bal-
listic missiles (ICBM). 

KCNA said the exercises on Satur-
day and Sunday were 
designed to boost the 
country’s “war deterrence 
and nuclear counterat-
tack capability,” accusing 
Washington and Seoul 
of making an “explicit 
attempt to unleash a war” 
against it. 

“The drill also aimed 
to demonstrate our 

tougher will to make an actual 
war response and send a stronger 
warning to the enemy who expand 
their war drills for aggression,” 
KCNA said. 

In the exercises, a ballistic missile 
equipped with a mock nuclear war-
head fl ew 800 km (497 miles) before 
hitting a target under the scenario of 
a tactical nuclear attack, KCNA said. 

KCNA photos showed Mr. Kim 
attended the test, again with his 
young daughter, as fl ames roared 
from the soaring missile before it hit 
the target. 

Analysts said the 
photos suggested the 
launch involved a KN-23 
short-range ballistic mis-
sile (SRBM), but unlike 
past tests, the engine 
exhaust appeared to be 
vented either side at the 
moment of lifto� , which 
could mean that a silo 
was used.  — Reuters 

N. Korea’s Kim oversees simulated
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The US Federal Reserve has raised its 
target federal funds rate by 450 basis points 
(bps) since March last year to 4.5-4.75% 
from just 0-0.25%, while the BSP overnight 
reverse repurchase rate was hiked by 400 
bps since May 2022 to 6% from just 2%.   

Moreover, the Philippine yield curve 
did not invert like the US yield curve, the 
BSP said.   

The BSP also noted that US banks’ 
bond holdings have longer tenors, some 
as long as 30 years, compared with 
Philippine banks, which mostly hold 
government securities with residual 
maturity of up to 15 years.   

“(Philippine banks) maintain a diver-
sifi ed lending base across counterparties 
and industry types and their loan quality 
is manageable,” the BSP said.   

Based on preliminary data from the 
central bank, bad loans reached P405.138 
billion in January, up by 1.6% from 
P398.79 billion in December 2022. Still, 
this is 12.2% lower than P461.66 billion a 
year earlier. This brought the industry’s 
nonperforming loan ratio to 3.28%, inch-
ing up from the 3.16% in December but 
lower than the 4.14% in January 2022.  

According to the central bank, Philip-
pine lenders have strong risk gover-
nance and risk management systems. 
The industry could also maintain enough 
capital to absorb unexpected losses 
from local policy rate increases.   

Philippine banks are also highly liq-
uid and tend to rely on a wide depositor 
base compared with US banks, the BSP 
said. It also reiterated that lenders do 
not have material exposure to develop-
ments outside the country.  

Universal and commercial banks’ 
liquidity coverage ratio stood at 185.7% 
on solo basis as of end-December last 
year. This is higher than the 100% mini-
mum requirement of the BSP.   

The minimum liquidity ratios of 
standalone thrift banks, rural banks, and 
cooperative banks were at 29.9%, 63.7%, 
and 44.4%, respectively. All were above 
the 20% requirement of the central bank.  

The BSP said it has implemented 
structural reforms, such as the adoption 
of risk management standards and 
prudential limits and requirements, to 
ensure the safety of banks.

Additionally, the BSP said it has 
strengthened its surveillance mechanisms 
and coordination e� orts in order to closely 
monitor any developments that may 
negatively a� ect the fi nancial system.   

“The BSP also has in place Emergen-
cy Loan Facilities which can be tapped 
by solvent banks experiencing serious 
liquidity problems (and) was given 
enhanced resolution authority through 
the amendments to the Charter of the 
Philippine Deposit Insurance Corpora-
tion,” it said. — Keisha B. Ta-asan 


