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 Economic outlook: High frequency indicators suggest a clear economic 
recovery. 

 Main risks: Inflation could rise faster than expected if world oil prices were to 
trend upward again. 

 Strategy recommendations: On a risk-reward basis we like being short 
USD/PHP at current levels. 
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Macro View 

Clearer signs of economic recovery are emerging 
Real GDP rose by 1.8%yoy in the fourth quarter of 2009. 
On the production side, growth was supported by 
industry (1.1%yoy) and services (4.2%yoy). Typhoons 
Ondoy and Pepeng hurt agriculture (-2.8%), particularly 
affecting coconut production (-11.4%yoy) and fisheries (-
7.2%yoy). On the expenditure side, both private 
(5.1%yoy) and public (12.1%yoy) consumption grew 
strongly, likely helped by strong remittances and the fiscal 
stimulus program, respectively. Real investment growth, 
however, remained in negative territory (-0.8%yoy), while 
exports (-10.0%yoy) continued to drag down growth.  

Contribution to real GDP growth 
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Average growth for the year was 0.9%yoy, making it the 
weakest year since the Asian crisis. Going forward, we 
expect growth to pick up strongly in the first half of 2010, 
due to recoveries in investment and exports. There will 
likely be some drag though as the contribution from public 
spending wanes. Growth would likely average 3.5% in 
2010, in our view. 

Supporting the GDP development, Industrial production 
rose by 6.5%yoy in November, reversing from a 5.0% 
(revised) decline in October. By sector, electrical 
machinery (25.1% in Nov. vs. -5.9% in Oct.), petroleum 
products (22.5%. vs. -22.3%), manufactures (56.7% vs. 
24.5 %.), basic metals (48.8% vs. 44.5%) and machinery 
excluding electrical (9.0% vs. -7.6%) all posted strong 
growth in November. Also, in value terms, IP improved in 
November, rising by 2.1% following 9.9% decline in 
October. Meanwhile, the average capacity utilization was 
broadly stable at 82.6% (82.3% in Oct.) in November. 
Looking ahead, we expect IP growth to improve further in 
the coming months on the back of strong external 
demand. 

Industrial production is trending up 
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Additional signs of recovery are apparent in the trade 
figures 
Exports rose by 23.5%yoy through December, broadly in 
line with our expectations. 57% of total exports were 
electronic products (up 40.9%yoy), with exports growth 
to China and the US turning positive. Imports, through 
November, have also begun to pick up (up 4.2%yoy), 
primarily due to higher commodity prices. 

With respect to price developments, after a higher-than-
expected outturn in December, January inflation was 
substantially lower than expectations. Inflation eased to 
4.3%yoy from 4.4% in December (we had expected 
5%yoy). Food and beverage prices remain remarkably 
muted, with the index up just 0.1%mom (4.3%yoy). 
Despite worries about the impact of poor weather late last 
year, rice (3.9%yoy) and corn (-0.1%yoy) prices remain 
remarkably under check. Last month's inflation outcome 
was driven by sharply rising fuel prices, but similar 
pressure was not replicated in January. As a result, 
categories like fuel/light/water (0.2%mom, 9.2%yoy) and 
transportation (0.9%mom, 6.9%yoy) took a breather in 
January. Core inflation eased to 3%yoy (3.2%yoy in 
December). Given the benign inflation trajectory, we 
are changing our monetary policy call: we now expect 
that BSP would wait till May before it begins its policy 
rate hike cycle.  

This call is subject to the risk the global commodity 
prices shoot up 
At present, domestic oil prices closely reflect international 
prices (see chart below). Our in-house forecast sees world 
oil prices either decline or remain flat for the rest of the 
year as inventories, demand outlook, and supply side 
developments point to a somewhat benign. Given our 
prediction for world oil prices to be higher by no more 
than 15%yoy in 2010, and our expectation that the peso 
would appreciate by about 4% on the back of rising 
export earnings and strong remittance flows, the upside 
risk to inflation from commodity prices is limited, in our 
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view. Hence price developments would be more a 
function of food production and domestic demand. 
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Taimur Baig, Singapore, (65) 6423 8681 

Investment Strategy 

FX: The PHP has weakened in the past month due to 
heightened risk aversion in the region. Fundamentally, we 
think there remains scope for PHP appreciation, 
underpinned by solid growth in FX remittances and 
exports recovery this year. Moreover, we note that BSP 
has started to express its inclination to use currency 
appreciation to counter against inflation – minutes of the 
December MPC meeting recorded that “the appreciation 
of the peso resulting from foreign exchange inflows could 
temper the increase in domestic prices of imported 
commodities.” We like to sell into the recent bounce in 
spot (3M NDF entry at 46.80 and spot ref. at 46.35) with 
an initial target of 45 in spot, but keep a tight stop-loss at 
47.20 due to weak market sentiments at this juncture. The 
risk to this trade would be a continuation of risk aversion 
which could lead to more equity outflows from the region. 

Dennis Tan, Singapore, (65) 6423-5347 

Deutsche Bank forecasts 
2008 2009F 2010F 2011F

National Income   
Nominal GDP (USD bn) 166.3 160.4 185.7 214.5
Population (mn) 89.1 90.2 92.5 94.8
GDP per capita (USD) 1867 1778 2009 2263

  
Real GDP (YoY%) 3.7 0.9 3.5 5.0
   Private consumption 4.7 3.8 3.2 5.1
   Government consumption 1.6 8.5 3.0 2.9
   Gross fixed investment 2.1 -3.5 4.9 6.3
   Exports -2.1 -14.2 2.2 5.0
   Imports 2.7 -5.8 3.1 6.2

  
Prices, Money and Banking   
CPI (YoY%) 9.3 3.4 6.0 5.6
Core CPI (YoY%) 6.2 4.2 4.3 5.0
Broad money (M3) 8.1 9.5 10.0 12.0
Bank credit1 (YoY%) 12.7 7.0 10.0 14.0

  
Fiscal Accounts (% of GDP)   
National government surplus -0.9 -3.8 -3.5 -2.6
   Government revenue 16.2 14.5 15.4 15.4
   Government expenditure 17.1 18.3 18.9 18.1
Primary surplus 2.3 -0.2 0.1 1.0

    
External Accounts (USD bn)      
Merchandise exports  48.3 37.4 45.3 49.8
Merchandise imports 61.1 45.1 53.0 58.2
Trade balance -12.9 -7.7 -7.6 -8.4
   % of GDP -7.7 -4.8 -4.2 -4.0
Current account balance 3.9 6.6 8.7 9.8
   % of GDP 2.3 4.1 4.8 4.7
FDI (net) 1.1 0.3 0.2 1.0
FX reserves (USD bn) 32.6 38.3 47.0 57.5
FX rate (eop) PHP/USD 47.5 46.4 45.0 43.0

   
Debt Indicators (% of GDP)    
Government debt2 64.2 66.2 67.4 62.5
   Domestic 33.5 35.1 35.5 33.5
   External 30.7 31.1 31.9 29.0
Total external debt 33.9 34.8 30.5 26.8
   in USD bn 53.9 57.5 56.0 58.0
   Short-term (% of total) 13.0 13.0 14.3 14.7

   
General      
Industrial production (YoY%) -14.2 -5.0 5.0 8.0
Unemployment (ILO) (%) 7.7 8.3 8.1 7.9

  
Financial Markets Current 3M 6M 12M
BSP o/n repo 6.00 6.25 7.00 7.00
BSP o/n reverse repo 4.00 4.25 5.00 5.00
3-month treasury bill  4.10 4.40 4.90 5.15
10-year yield (%) 8.09 8.20 8.50 8.70
PHP/USD 46.5 45.5 45.0 44.8
 
Source: CEIC, DB Global Markets Research, National Sources 
Note: (1) Deposit money bank credit to the private sector. (2) Incl. guarantees on SOE debt. 
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Appendix 1 
Important Disclosures 

Additional information available upon request 

For disclosures pertaining to recommendations or estimates made on a security mentioned in this report, please see 
the most recently published company report or visit our global disclosure look-up page on our website at 
http://gm.db.com/ger/disclosure/DisclosureDirectory.eqsr. 

 
Analyst Certification 

The views expressed in this report accurately reflect the personal views of the undersigned lead analyst(s).  In addition, the 
undersigned lead analyst(s) has not and will not receive any compensation for providing a specific recommendation or view in 
this report. Taimur Baig/Dennis Tan 
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Regulatory Disclosures 

1. Important Additional Conflict Disclosures 

Aside from within this report, important conflict disclosures can also be found at https://gm.db.com/equities under the 
"Disclosures Lookup" and "Legal" tabs. Investors are strongly encouraged to review this information before investing. 
 

2. Short-Term Trade Ideas 

Deutsche Bank equity research analysts sometimes have shorter-term trade ideas (known as SOLAR ideas) that are consistent 
or inconsistent with Deutsche Bank's existing longer term ratings. These trade ideas can be found at the SOLAR link at 
http://gm.db.com. 
 

3. Country-Specific Disclosures 

Australia: This research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian 
Corporations Act. 
EU countries: Disclosures relating to our obligations under MiFiD can be found at http://globalmarkets.db.com/riskdisclosures. 
Japan: Disclosures under the Financial Instruments and Exchange Law: Company name – Deutsche Securities Inc. 
Registration number – Registered as a financial instruments dealer by the Head of the Kanto Local Finance Bureau (Kinsho) 
No. 117. Member of associations: JSDA, The Financial Futures Association of Japan. This report is not meant to solicit the 
purchase of specific financial instruments or related services. We may charge commissions and fees for certain categories of 
investment advice, products and services. Recommended investment strategies, products and services carry the risk of 
losses to principal and other losses as a result of changes in market and/or economic trends, and/or fluctuations in market 
value. Before deciding on the purchase of financial products and/or services, customers should carefully read the relevant 
disclosures, prospectuses and other documentation. 
Malaysia: Deutsche Bank AG and/or its affiliate(s) may maintain positions in the securities referred to herein and may from 
time to time offer those securities for purchase or may have an interest to purchase such securities. Deutsche Bank may 
engage in transactions in a manner inconsistent with the views discussed herein. 
New Zealand: This research is not intended for, and should not be given to, "members of the public" within the meaning of the 
New Zealand Securities Market Act 1988. 
Russia: This information, interpretation and opinions submitted herein are not in the context of, and do not constitute, any 
appraisal or evaluation activity requiring a license in the Russian Federation. 
 

Risks to Fixed Income Positions 

Macroeconomic fluctuations often account for most of the risks associated with exposures to instruments that promise to pay 
fixed or variable interest rates. For an investor that is long fixed rate instruments (thus receiving these cash flows), increases in 
interest rates naturally lift the discount factors applied to the expected cash flows and thus cause a loss. The longer the 
maturity of a certain cash flow and the higher the move in the discount factor, the higher will be the loss. Upside surprises in 
inflation, fiscal funding needs, and FX depreciation rates are among the most common adverse macroeconomic shocks to 
receivers. But counterparty exposure, issuer creditworthiness, client segmentation, regulation (including changes in assets 
holding limits for different types of investors), changes in tax policies, currency convertibility (which may constrain currency 
conversion, repatriation of profits and/or the liquidation of positions), and settlement issues related to local clearing houses are 
also important risk factors to be considered. The sensitivity of fixed income instruments to macroeconomic shocks may be 
mitigated by indexing the contracted cash flows to inflation, to FX depreciation, or to specified interest rates – these are 
common in emerging markets. It is important to note that the index fixings may -- by construction -- lag or mis-measure the 
actual move in the underlying variables they are intended to track. The choice of the proper fixing (or metric) is particularly 
important in swaps markets, where floating coupon rates (i.e., coupons indexed to a typically short-dated interest rate 
reference index) are exchanged for fixed coupons. It is also important to acknowledge that funding in a currency that differs 
from the currency in which the coupons to be received are denominated carries FX risk. Naturally, options on swaps 
(swaptions) also bear the risks typical to options in addition to the risks related to rates movements. 
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