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Inflation Introspection

In a nutshell: Headline line rose further to 8.1% YoY in December from 8.0% in November, taking the annual average to
5.8%. This is well above Bangko Sentral ng Pilipinas (BSP) 2-4% headline inflation target range, even with BSP hiking by
an aggressive 350bp in 2022.

A closer look at the drivers of inflation suggests that price pressures are still broad-based and unlike regional peers, headline
inflation has shown limited signs of peaking in the Philippines. Core inflation itself picked up to 6.9% YoY December from
6.5% in November, pushing the 2022 average to 3.9%. All these point to still aggressive rate hikes by BSP in Q1 2023; we
expect another 75bp in hikes taking the policy rate to 6.25%. Beyond Q1, we expect headline inflation will start to ease

taking the pressure off BSP. Even so, the balance of risks is titled towards more, rather than less, hikes.

The December CPI print underscores the broad-based nature of inflation drivers in the Philippines. Even if headline inflation
rose by a less-than-expected 8.1% YoY from 8.0% in November, the jump in core inflation to 6.9% from 6.5% was significant.

In addition, food and utilities inflation rose further in December more than offsetting the decline in transportation inflation.
Food inflation will remain sticky as imported price pressures persist

Food inflation has been inflicted by importation costs woes. PHP lost ~8.5% of its value to USD in 2022 raising the
costs of imports significantly. Looking into 2023, PHP depreciation pressures are likely to be sustained given the

economy’s ‘twin deficit’ position.

The imported component of food inflation continued to

PHP depreciation pressures were pronounced in 2022; rise even as the non-imported component is showing
fundamental vulnerabilities such as the existence of 'twin incipient signs of easing; the weight of the imported food
deficits' makes PHP suspectible to bouts of weakness in 2023 %YoY basket is, however, significantly higher
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Retail fuel prices are taking longer to adjust downwards than in previous cycles

%YoY  Despite global oil prices peaking in Q2 '22, fuel related CPI
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%YoY
started to ease only in Nov 22 suggesting that fuel prices will ° moderation in global Brent prices is
40 remain sticky downwards Forecast - 150
taking more time to pass-through
30 | =Weight average of CP!: electricity and
CPI: fuels for personal transport - 100 onto domestic retail fuel prices. In
20 Brent (RHS) L5 turn, inflation for the associated
10 J“/\ components of the CPI basket has
A A - . "
0 40 remained elevated. We suspect this is
10 L 50 likely because of steady increases in
petroleum excise duties since 2018-
-20 - -100 .
Jun-14  Dec-15 Jun-17 Dec-18 Jun-20 Dec-21  Jun-23 2020 slowing the pass-through of lower

Source: CEIC; Mizuho Bank

Strong domestic demand pressures are not helping...

global oil prices.

Core inflation may continue to be lifted by robust domestic demand while inflation expectations have continued to

rise sharply.

%YoY Strong domestic demand pressures are likely to keep
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..similar to the strong labour market dynamics

Inflation expectations hae continued to rise despite
BSP's aggressive hiking cycle
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Coupled with strong labour market dynamics, reflected in strong minimum wage increases and sharply declining

unemployment, we expect core inflation to remain elevated in H1 2023.

PHP  After a period of stable minimum wages, nominal wages

Labour market strength in the Philippines has
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Keeping an eye on policy transmission

% Deposit rates have risen in tandem with the policy rate while the rise in
8.0 lending rates has lagged significantly; BSP will likely urge better
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BSP Cannot Let Its Guard Down
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The transmission from the policy rate
hikes onto lending rates has been weak.
Lending rates have barely moved 14bp
compared with the 350bp hike in policy
rates. By contrast, deposit rates have
risen in tandem with policy rate
increases. A higher pass-through from
policy rate onto bank lending rates will

help rein in credit growth.

The upshot is that BSP will have to contend with elevated price pressures much longer than regional peers. This

implies that its hiking cycle will be sharper than regional peers, with the risk that GDP growth engineered to slow

may do so in an abrupt and painful manner.
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Important Information

This publication has been prepared by Mizuho Bank, Ltd. (“Mizuho”) and represents the views of the author. It has not been prepared by an
independent research department and it has not been prepared in accordance with legal requirements in any country or jurisdiction designed
to promote the independence of investment research and is not subject to any prohibition on dealing ahead of the dissemination of
investment research.

Disclaimer

Unless otherwise stated, all views or opinions herein are solely those of the author(s) as of the date of this publication and are not to be
relied upon as authoritative or taken in substitution for the exercise of judgement by any recipient, and are subject to change without notice.
This publication has been prepared by Mizuho solely from publicly available information. Information contained herein and the data
underlying it have been obtained from, or based upon, sources believed by us to be reliable, but no assurance can be given that the
information, data or any computations based thereon are accurate or complete. This publication provides general background information
only. It is information in summary form and does not purport to be complete. This publication has been prepared for information purposes
only and is not intended by Mizuho or its affiliates to constitute investment, legal, accounting, tax or other advice of any kind and all recipients
of this publication are advised to contact independent advisors in order to evaluate the publication, including, without limitation, the suitability
of any security, commaodity, futures contract or instrument or related derivative (hereinafter, a “financial instrument”), product or strategy
herein described. This publication is not intended to be relied upon as advice to investors or potential investors and does not take into
account investment objectives, financial situation or needs of any particular investor. It is not intended for persons who are Retail Clients
within the meaning of the United Kingdom’s Financial Conduct Authority rules nor for persons who are restricted in accordance with US,
Japanese, Singapore or any other applicable securities laws.

This publication has been prepared for information purposes only and is not intended by Mizuho to market any financial instrument, product
or service or serve as a recommendation to take or refrain from taking any particular course of action or participate in any trading or other
strategy. This publication is not an offer to buy or sell or a solicitation of any offer to buy or sell any security or any of the assets, businesses
or undertakings described herein, or any other financial instrument, nor is it an offer to participate in any trading or other strategy, nor a
disclosure document under applicable laws, rules, regulations or guidelines. Nothing contained herein is in any way intended by Mizuho or its
affiliates to offer, solicit and/or market any financial instrument, product or service, or to act as any inducement to enter into any contract or
commitment whatsoever. Neither the author, Mizuho nor any affiliate accepts any liability whatsoever with respect to the use of this
publication or its contents or for any errors or omissions herein.

Mizuho and its affiliates, connected companies, employees or clients may take the other side of any order by you, enter into transactions
contrary to any recommendations contained herein or have positions or make markets or act as principal or agent in transactions in any
securities mentioned herein or derivative transactions relating thereto or perform or seek financial or advisory services for the issuers of
those securities or financial instruments.

All of the information contained in this publication is subject to further modification without prior notice and any and all opinions, forecasts,
projections or forward-looking statements contained herein shall not be relied upon as facts nor relied upon as any indication of future
results. Opinions stated in this publication are subject to change without notice. Future results may materially vary from such opinions,
forecasts, projections or forward-looking statements. The information contained in this publication may not be current due to, among other
things, changes in the financial markets or economic environment. Mizuho has no obligation to update any information contained in this
publication. Past performance is not indicative of future performance.

This is a strictly privileged and confidential publication. This publication contains information addressed only to a specific individual and is not
intended for distribution to, or use by, any person other than the named addressee or any person or entity in any jurisdiction or country where
such distribution or use would be contrary to law or regulation. Save with Mizuho’s prior written consent, you may not disclose, divulge,
reproduce or furnish any information contained herein to any other party. Please notify the sender immediately if you have mistakenly
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