Moving from Crisis to Recovery, and
Further to the Post Covid 19 Economy

BSP Governor Benjamin E. Diokno, Ph.D. 7
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Presenter
Presentation Notes
Officers and staff of the Official Monetary and Financial Institutions Forum (OMFIF), fellow central bankers and regulators, other public and private-sector guests, ladies and gentlemen, a pleasant day to all of you. 
 
I thank OMFIF for inviting me again to speak before your stakeholders. 
 
My task here is to update everyone on economic developments in the Philippines—a year-and-a-half into the global COVID-19 crisis. 

My presentation will be divided into three parts: (i) where the Philippine economy is; (ii) where we envision the Philippine economy will be; and (iii) how we intend to reach our desired destination. 



B
The Philippine economy returns to positive growth in Q2 2021

Economic recovery is gaining more traction
Real GDP growth (%), Q1 2020 - Q2 2021

1.8
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Source: Philippine Statistics Authority


Presenter
Presentation Notes
The Philippine economy has started to recover, growing by 11.8 percent in the second quarter of 2021, thus  ending the pandemic-induced recession.


B
The Philippine economy returns to positive growth in Q2 2021

Q2 2021 y-o0-y

Top contributors to GDP Growth growth rate (%)

By production

« Manufacturing 22.3

« Construction

« Wholesale and retail trade

By expenditure

« Household final consumption expenditure

« Public Construction

« Durable equipment

Source: Philippine Statistics Authority


Presenter
Presentation Notes
The second quarter growth was not solely due to base effects. 

Growth was broad-based,  driven by manufacturing, construction and wholesale and retail trade on the production side and by household consumption, public construction and investment in durable equipment on the expenditure side. 
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Jobs are being restored as the economy reopens

Unemployment Rate (%)
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Note: The Updated Philippine Development Plan (2017-2022) targets a decrease in unemployment rate to 7-9% in 2021 and 2022
Source: National Economic and Development Authority; Philippine Statistics Authority


Presenter
Presentation Notes
Unemployment rate improved to 6.9 percent in July this year, the lowest since the pandemic’s historic high of 17.6 percent in April 2020. 




S
Two consecutive months of expansion mode pre-lockdown

IHS Markit Philippines’ Manufacturing Purchasing Manager’s Index (PMI)
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Presenter
Presentation Notes
Manufacturing activity was on expansion mode, with the purchasing manager’s index (PMI) at 50.8 in June and 50.4 in July this year.

But it suffered a temporary setback in August owing to the imposition of stricter lockdown to curb the spread of the Delta variant.

By the way, the decline in PMI  is Asia wide. 
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Manageable inflation

Inflation Contribution by Major Component
Headline CPI (yoy, %), 2012=100
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Presenter
Presentation Notes
Meanwhile, inflation rose to 4.9 percent year-on-year in August.

The year-to-date average inflation rate of 4.4 percent in the first eight months is above the upper bound of the Government’s annual inflation target of 3.0 percent ± 1.0 percentage point. 

The increase in headline inflation was driven mainly by higher price increases of key food items, particularly vegetables and fish due to supply disruptions from damages caused by monsoon rains in parts of the country. 

Meanwhile, increased electricity rates due to higher generation and transmission charges along with increased prices of liquefied petroleum gas (LPG) contributed to the rise in year-on-year non-food inflation.





Inflation is projected to settle slightly above target in

2021 but will moderate in 2022-2023

BSP Baseline Inflation ForecastsY

10 Year-on-Year Inflation
9 | As of 12 Aug 2021 MB meeting
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Inflation Expectations for 2021-2023 (in %) ¥

Inflation Forecasts

2021

2022 2023

BSP Survey (Jul-21)

IMF World
Economic
Outlook (Jun-20)

ADB (Jul-21)

World Bank (Jun-
21)
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Presenter
Presentation Notes
The latest CPI outturn is consistent with the BSP’s assessment that inflation could settle close to the high end of the target range in the near term before decelerating back to within the target by year end. 

In 2022-2023, inflation is expected to decline towards the midpoint of the target, supported by the continued and timely implementation of non-monetary measures and reforms to address directly supply-side pressures on key food items. 

Our inflation projections are in line with expectations of relevant observers. 

Given manageable inflation, and in support of economic recovery, BSP kept policy rates steady during the policy meeting last August 12. 


B
Investment inflows reflect confidence on economic recovery

Net FDI inflows continue to be resilient despite uncertainties from the pandemic
Net FDI (US$ bn)
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Presenter
Presentation Notes
Latest figures on actual and pledged investments are encouraging. 

Foreign direct investments (FDIs) jumped 40.7 percent from January to June. 




Investment pledges reflect confidence on economic recovery

Total Approved Foreign Investments in Q2 2021 Top 5 Foreign Investors in Q2 2021

in PHP bn e PHPI25bn
45.5% y-o0-y
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Source: Department of Trade and Industry


Presenter
Presentation Notes
Foreign investment applications approved in Q2 2021 grew by 45.5 percent, reaching PHP22.5 billion (USD445.5 million). The top foreign nationals investing in the country came from United Kingdom, South Korea, USA, Netherlands and China.
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External trade rebounds

Goods import and export continue to rebound

Growth rates yoy (%)
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Presenter
Presentation Notes
Trade has recovered from last year’s contraction… 
 
Imports grew by 24.0 percent in July. With bulk of the country’s imports being raw materials and intermediate goods, imports recovery is a welcome signal of rising investments in anticipation of higher demand. 
 
Similarly, exports jumped by 12.7 percent in the same period. 
 




B
Robust external accounts

Overseas Filipinos’ remittances flows resilient amidst the pandemic

Overseas Filipinos' cash remittances (US$ bn)
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Presenter
Presentation Notes
Overseas Filipino remittances in 2020 reached almost USD30 billion, slightly less compared to 2019, defying forecasts that it will fall by double-digit rates. 

During the first six months of this year,   remittances grew by 6.4 percent. 

The uptrend in remittance inflows is expected to continue as COVID-19 vaccination levels increase domestically and in OFW host economies, travel restrictions ease further and countries safely open to foreign workers 


 




B
Adequate external liquidity buffers

Hefty level of reserves

International reserves (US$ bn) and months of import cover
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Presenter
Presentation Notes
External accounts remain robust. Gross international reserves (GIR) are equivalent to more than one year of imports—versus the received doctrine that three months of import cover is already sufficient. 
 

Notes only:
Gross international reserves (GIR) are hefty at US$107.2 billion as of end-July this year, which is worth 12.2 months of cover. 



Banking system remains stable and resilient amid the crisis

Loan portfolio remains manageable and significantly lower than levels during the Asian Financial
Crisis

Universal and commercial bank’s gross non-performing loan (NPL) ratio (in %)
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Presenter
Presentation Notes
The banking system remains stable and resilient, thanks to regulatory reforms over the past two decades.
 
Loan quality remains manageable, with the non-performing loans ratio of universal and commercial banks was at 4.0 percent as of end-June this year. 

This is far from the double-digit figures seen in the aftermath of the Asian financial crisis. 
  




.

Banking system remains stable and resilient amid the crisis

Sufficient capitalization that is well-above international norms, promoting institutional stability
Capital adequacy ratio (in %)

17.6

171 174

16.7

BSP Regulatory Requirement: 10%

e=Solo basis e=Consolidated basis


Presenter
Presentation Notes
Banks have ample buffers, with the capital adequacy ratio of 17.4 percent. 

This is well above the international standard of 8 percent and the central bank’s regulatory requirement of 10 percent. 
  
  




BSP’s policy interventions amid the pandemic

Complement government programs
through extraordinary liquidity measures
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Presenter
Presentation Notes
All these indicators show that the Philippines is well into the recovery process, aided by COVID-response measures from the fiscal and the monetary side. 
 
The  central bank implemented extraordinary measures to ensure ample liquidity in the financial system, support orderly functioning of the financial market, and shore up market confidence. These measures include a mix of decisive monetary policy adjustments, liquidity enhancing measures and regulatory relief and forbearance measures. 










The BSP has so far injected PHP2.2 trillion
(US$44 billion) in liquidity to the financial
system, equivalent to 12.5% of
the country’s GDP
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Presenter
Presentation Notes
The BSP has so far infused PHP2.2 trillion or US$44 billion—equivalent to about 12.5 percent of GDP—in liquidity to the financial system. 





“BSP's regulatory relief measures

Extend Financial Relief
to Borrowers

= Excluded loans
from past due

= Staggered booking
of allowance for
credit losses

= Provided grace
period on
settlement or
restructure loans

= [ssued temporary
cap on interest
rates of credit card
receivables

*Single Borrower’s Limit

Incentivize Lending

Reduced credit risk
weights on MSME loans

Assigned 0% risk
weight to guaranteed
loans

Allowed loans to
MSMEs as alternative
RR compliance

Reduced minimum
liquidity ratio
Temporarily increased
SBL*

Allowed use of capital
and liquidity buffers

Non-sanction of foreign
banks’' SBL* breach

Promote Continued

Access to Financial
Services

Relaxed KYC
requirements

Suspended fees
and charges for
online banking

Temporarily
waived fees i.e.,
application for
Electronic
Payments and
Financial Services
(EPFS), PhilPaSs
fund transfer
transactions

Support for Continued

Financial Services
Delivery

= Waived

notarization
requirement for
bank certifications

Relief measures on
mark-to-market of
investments

Relaxed penalties
on reserve
requirement
deficiencies

Extended the
transition period of
interest rate risk
implementation in
the banking book


Presenter
Presentation Notes
To maintain stability of the financial system and ensure public access to financial services,  we implemented a long list of measures to ease the impact of the crisis on the balance sheet of banks, so they can help their crisis-hit customers as well.  



B .
Economic recovery underway

Strong growth potential remains because of early reforms and sound
macroeconomic fundamentals

Targets/Projections

Indicators
2021 2022

GDP Growth (%, 2018=100) -9.6 4.0-5.0 7.0 - 9.0
Headline Inflation
(%, 2012=100) 2.6 2.0- 4.0 20-4.0
Goods Exports, per BPM6 concept
Growth Rate -11.3 8.0 6.0
Goods Imports, per BPM6 concept

-22.9 12.0 10.0

Growth Rate

OF Cash Remittances
Amount (US$ bn) 23.9 4.0 4.0

Growth Rate -0.8

Net FDI, Liabilities (US$ bn) 6.5 7.5 8.5
Overall Balance of Payments Position (US$ bn) 16.0 7.1 2.7
Current Account Balance (US$ bn) 13.0 10.0 6.7

Gross International Reserves (US$ bn) 110.1 115.0 7.0

Source: DBCC, BSP


Presenter
Presentation Notes
With the Philippines’ economic recovery underway, we remain optimistic that the country’s medium – to   long-term growth prospects remain robust. 
 
Nevertheless, we recognize that the road to full recovery is not a walk in the park. 
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Vaccine rollout to support economic recovery

Philippines’ COVID cases and vaccinations
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Bl Total Doses Administered (RHS) - 36,646,852

Vaccinated with 1st Dose (RHS) - 21,097,185

B Fully Vaccinated (RHS) - 15,549,667
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(%)
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Presenter
Presentation Notes
With the spread of the more contagious Delta variant in many Asian countries in recent months, the Philippines’  COVID cases have also spiked. 

We are  proactively containing the spread of the Delta and other variants through a  risk-based approach in quarantine restrictions allowing important businesses/sectors to operate, including public transportation, but restricting non-essential activities.  We are also using this period to vaccinate as many as we can.  

The lockdown is expected  to dampen the Philippine economy’s  nascent  recovery —but only temporarily. 







B . .
Vaccine rollout to support economic recovery

National Vaccinations in Full Speed

140mn doses 710,482 jabs
set to arrive from September to highest recorded daily
December this year Inoculation in August
192.6mn vaccine doses 500k jabs daily Forecasts:
secured as of August 31 targeted to bring about »In July 2021, the WHO forecasted that the
covers around 100mn population protection in Philippines may exceed the 40% threshold
Filipinos 130 days before end-2021.

» OCTA Research Group experts also estimated
that the Philippines could achieve population
protection by September or October 2021.

» NCR achieved population protection in
August, three months ahead of target.



Presenter
Presentation Notes
There is basis for cautious optimism. 
 
Nationwide vaccinations have accelerated. The Philippines is now inoculating more than 400,000 individuals per day. 

At this rate, the country may achieve “population protection” by the fourth quarter of this year.  




Solid economic track record

35
33.0
32
29
26
23
20

17

14
Q N Q& x L o A © O 0
- L O L O L O O OO D
a@=Poverty Incidence (Ihs) emmReal GDP Growth (rhs) esmnemployment Rate (rhs)

o
\O>O)

20.0

15.0

10.0

5.0

.’

’
!,

10.0 [l

-15.0

-20.0


Presenter
Presentation Notes
Moving on to my second point on where we envision the Philippine economy to be… 

Before the pandemic, the Philippines was poised to transition  from “low middle income” to “upper middle income” status in 2020. 

We also had achieved great progress in poverty reduction.
 
Poverty rate fell from 23.5 percent in 2015 to 16.7 percent in 2018—and was poised to drop further to 14 percent by 2022. 
 
Unemployment rate was down to a record low of 4.5 percent in October 2019. 

The economy posted 21 years of uninterrupted growth up to 2019, expanding even at the height of the Global Financial Crisis. 

These achievements were made possible in part by price and financial stability, aided by the BSP’s sound monetary policy and financial sector regulation.  
 




BSP's agenda

“Post-COVID-19 Economy”
stronger, more
technologically advanced,

and more inclusive
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Presenter
Presentation Notes
With the Philippine economy starting to recover, the National Government’s fiscal and public health measures remain crucial in sustaining the momentum.  

The road to economic recovery requires purposeful and coordinated efforts  - a whole of government approach. 

The BSP—complementing the stimulus from the fiscal side—will continue supporting the economy, until the recovery fully gets underway. 

Looking ahead, we do not aim to simply regain the economic losses from the pandemic. We aspire for a “Post-COVID-19 Philippine Economy” that is stronger and more resilient, more technologically advanced, and more inclusive than ever before. 
 
The BSP supports the realization of the "Post-COVID-19 Economy”  through commitment to its price and financial stability mandates, and push for innovation in the financial sector. 
 
The Philippines also aims to be a technologically advanced economy that has high regard for the environment.


@Sustainable development

The Philippines submitted its
“Nationally Determined
Contributions” to the UN
Framework Convention on Climate
Change, committing to reduce its
projected carbon emissions by 75

percent by 2030



Presenter
Presentation Notes
On sustainability, the Philippines last April submitted its commitment with the UN Framework Convention on Climate Change to reduce its projected carbon emission by 75 percent by 2030. 
 
By then, we want sustainability deeply engrained in the consciousness of Filipinos and factored in by businesses in their operations
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Seizing opportunities from regional economic cooperation

g

/¥ stands at 98.1%

PH's tariff
commitment

on average

Source: Board of Investments
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Regional Comprehensive Economic Partnership

29.7% of the world’'s population

28.2% of the global GDP
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Presenter
Presentation Notes
On my third point – on how we are moving towards our desired destination 

The Philippines is pursuing its goals in many ways, but three are top of mind. 
 
First is by further liberalizing the economy and making it even more investor friendly. The Philippines is a signatory to the Regional Comprehensive Economic Partnership (RCEP)—a mega free-trade deal signed by select Asia-Pacific economies in November last year. 
 
RCEP signatories account for nearly a third of global output. Once it takes effect, RCEP will open the gates of member economies to much more trade and investments. 
 
RCEP is important for the Philippines, more so because it will drive growth of our micro, small, and medium enterprises (MSMEs), which account for two-thirds of employment in the country. Businesses operating in RCEP economies will be able to source raw materials within the bloc at cheaper cost, and export finished goods to other RCEP members under preferential arrangements. 
 
Also, RCEP will help the Philippines attract export-oriented firms that want to take advantage of free trade with our neighbors. 




Creating environment for quality investments

Corporate Recovery and Tax Incentives for Enterprises (CREATE) Act

K

Largest fiscal stimulus program for enterprises in the country’s

This gives out tax relief to the corporate sector to sustain employment or use
for investments.

Provides hefty corporate income tax rate cuts

The law provides an immediate 10 percentage point cut in the corporate .':';';',ff;

income tax rate of domestic MSMEs (from 30 percent to 20 percent), while the g
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Provides more flexibility in the grant of fiscal and non-fiscal oo

The law rationalizes fiscal incentives, creating an enhanced incentives
package that is performance-based, time-bound, targeted, and
transparent.



Presenter
Presentation Notes
There is much economic energy waiting to be unleashed in the coming period. Our recovery will also get a boost with the implementation of the CREATE law or the Corporate Recovery and Tax Incentives for Enterprises. This is the largest economic stimulus program for businesses in our recent history.
�This law provides an immediate 10 percentage point cut in the corporate income tax rates of our micro, small and medium enterprises, from 30 percent to 20 percent of profits. The rest of the corporations enjoy a 5-percentage point reduction, from 30 percent to 25 percent. 
�CREATE grants tax relief annually to the corporate sector to sustain employment or use for reinvestments. Publicly listed companies, acknowledged that CREATE helped them maintain or increase their profitability and their ability to cope with the pandemic. 

�In addition, the CREATE law provides flexibility in granting fiscal and non-fiscal incentives. This introduces an enhanced incentives package that is performance-based, time-bound, targeted, and transparent. 
�Through CREATE, we see an opportunity to draw in high-value  investments  by incentivizing industries that will introduce new technologies and innovations and create more jobs. 
�



Critical economic reforms to further improve investment
environment

Amendments
to the Retail

Amendments Amendments

to the Public to the Foreign

Trade Service Act Investments

Liberalization
Act

Act



Presenter
Presentation Notes
Moreover, the President has certified as urgent three bills seeking to further open the Philippines to foreign investors; these bills are in the advanced stages of the legislative process.

These include a bill that seeks to lower the capitalization requirement for foreign retailers;  a bill that will redefine “public services” to essentially lift foreign ownership restrictions in sectors like telecommunication and transportation; and a bill that seeks to allow foreigners to operate small and medium enterprises in the country provided they either bring in advanced technology or employ a minimum number of Filipinos. 


Digital banks to support growth in e-money accounts
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Presenter
Presentation Notes
On the part of the BSP, we support investment promotion through a regulatory environment that is welcoming to foreign investors and technological innovation. 

In 2014, we further liberalized foreign banks entry into the Philippines. As a result, to date, there are 29 foreign banks in the country, of which, 24 are operating as foreign bank branches and 5 as foreign bank subsidiaries. 

Since the issuance of the regulatory guidelines for the operation of digital bank guidelines in December 2020, the BSP has so far approved license applications of 5 purely digital banks . 


Making strides in digitalization

Digital Payments Transformation Roadmap
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i 73

50% of financial
transactions done
digitally

Payments - Philippine Payment System
merchants, suppliers, ldentification Oversight
utilities, savings and System, Credit Risk Framework,
Investments Database Cybersecurity
policies, Open
Banking

70% of Filipino adults o
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Presenter
Presentation Notes
Last year, we launched the Digital Payments Transformation Roadmap. Under this, we target half of financial transactions to be done electronically and 70 percent of Filipino adults to have financial accounts by 2023. 
 
The roadmap entails leadership from the BSP and collaboration among industry players in putting up safe and efficient systems that allow electronic fund transfers.
 
Financial technology accelerates payments processes and makes affordable financial products and services accessible, thus providing income-growth opportunities to more people. 
 



B
Massive infrastructure development to fuel economic recovery

Infrastructure spending' actual and program (PHP bn, % of GDP)
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1/ Disbursement basis, the government transitioned to cash-based budgeting starting FY 2019


Presenter
Presentation Notes
The second way the Philippines is pursuing its long-term goals is through infrastructure development. 
 
Over 5,000 infrastructure projects are listed in the country’s Public Investment Program for 2017-2022, with a combined cost of PHP6.7 trillion (about US$ 130 billion). 
 
With the government’s aim to usher the country’s “Golden Age of Infrastructure,” public infrastructure spending has risen over the years, from 3.9 percent of GDP in 2016 to a projected 5.1 percent this year. 
 
Infrastructure flagship projects include railway systems, airports, roads, water systems, and information and communication technology development. 
 
The BSP is contributing to infrastructure development through regulatory measures such as by increasing the Single Borrower’s Limit as well as deepening of the capital market that make it easier for infrastructure companies to finance projects.


 






Future-proofing through investing in human capital

Universal Health Care (UHC) Act
RA No. 11223 (2019)

A massive reform in the Philippine health sector.

All Filipinos are guaranteed equitable access to
quality and affordable health care goods and
services and protected against financial risk

#4334

Ensures deserving Filipinos are given
equitable access to educational
opportunities
Free Higher Education

Free Technical-Vocational Education and Training
Tertiary Education Subsidy |
Student Loan Program

Universal Access to Tertiary Education
RA No. 10931 (2017)
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Finally, another way the Philippines is pursuing its long-term objectives is through policies geared toward inclusivity. 

Besides infrastructure development, the other objective of the Philippine government  is to invest in human capital development. 

Government spending for social services takes the lion share of the budget.

For this year, it accounts for 37 percent of the national budget with  PHP1.668 trillion (US$33 billion) allocation.  

This budget is used to fund recently enacted laws on universal access to tertiary education and healthcare.


 
Investments in education and health help  the Philippines—whose population has a median age of 25 years old—harness its demographic advantage. 

Having a young population in an aging world is an asset provided we are able to mold them into competent and agile work force. 

Notes only: Share of social services budget in the proposed 2022 National Budget is 38.3% or PHP1.922 trillion 




®
BSP promotes advocacies that support financial inclusion

Digital Finance Advocacy

= Support the Philippine Identification System (PhilSys)

= Promotes use of transaction account for digital payments, i.e, e-
money accounts

= Digital literacy programs

= Capacity Building

Agriculture and MSME Finance Advocacy

= Promotion of Agri Value Chain Financing

= Spearheads the promotion of Credit Surety Fund

= |egislative advocacies, i.e,, Financial Consumer Protection Act, Agri-
Agra Amendment, Warehouse Receipts Law, Credit Information
System

= Financial education in partnership with shareholders
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The BSP actively contributes to the inclusion agenda… 
 
Regulations and advocacy programs meant to ease access of micro enterprises to credit and other financial services are in place and are constantly revisited for enhancement. 
 
The BSP likewise implements financial literacy programs that improve knowledge of Filipinos on savings and investments.  





Key takeaways

o First, the Philippines’ economic fundamentals remain
sound; inflation is manageable, external payments is
robust, and the banking system remains resilient and
stable.

« Second, as indicators show, the Philippines has begun the
recovery process. The central bank will keep its policy
settings and regulatory relief measures supportive of
the economy as needed. The withdrawal of policy
measures will only be done once full recovery is underway.

o And third, the monetary authorities will continue to
provide an enabling environment for the attainment of
the Philippines’ long-term economic goals, such as
through price and financial stability, and promotion of ”
financial digitalization and sustainable finance.
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In closing, I would like to highlight three take-away messages. 

First, the Philippines’  economic fundamentals remain sound;  inflation is manageable, external payments is robust; and the banking system remains resilient and stable.

Second, as indicators show, the Philippines has begun the recovery process. The central bank will keep its policy settings and regulatory relief measures supportive of the economy as needed. The withdrawal of  policy measures will only be done once full recovery is underway.


And third, the monetary authorities will continue to provide an enabling environment for the attainment of the Philippines’ long-term economic goals, such as through price and financial stability, and promotion of financial digitalization and sustainable finance. 


Moving from Crisis, to Recovery, and
further to the 'New Economy'

BSP Governor Benjamin E. Diokno, Ph.D.

“Conversations with the Governor”

Official Monetary and Financial Institutions Forum

10 September 2021
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Thank you very much for your attention. I look forward to the Q&A.
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