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Amongst Asian 10Y local government bonds,
RPGBs have garnered the highest total return
0f 9.6%.

RPGBs could continue to outperform though
expected drivers of outperformance have
likely shifted (we expect fixed income
component to dominate fx component).

If inflation falls further and as a result,
prospects for easing increase, RPGBs should
see a decent-sized rally.

PHP can hold up relatively well in EM-
negative scenarios.

Adequate fx reserves and large policy space
(monetary) can help to buffer the PHP.
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RPGB: Long runway

Since the start of 2019, we have held a constructive view
on Philippine local government bonds (RPGB) and
believed that they would outperform Asian peers. RPGB's
year-to-date performance has validated our view. From a
total return perspective, 10Y RPGBs have garnered the
highest return of 9.6% (fixed income: 9.1%, fx: 0.5%).
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In our view, RPGBs could continue to shine though the
expected drivers of outperformance have likely shifted.
New Bangko Sentral ng Philipinas (BSP) Governor
Benjamin Diokno is perceived to be more pro-growth and
dovish than his predecessor. He has talked about the
room to ease monetary policy (via policy rate cuts) and
the possibility of a faster pace of reduction to banks'
reserve requirement ratio. With interest rate support
expected to weaken, fx return potential could be
undermined. But that is more than compensated by
greater fixed income return potential. Interestingly,
judging by how flat the rate curves currently are (RPGB
2Y/10Y spread at -9bps, PHPUSD NDS 1Y/5Y spread at -
28bps, PH T-bill 3M/1Y spread at +33bps), markets may
not have priced in much of the expected easing (yet). If
inflation falls further and as a result, prospects for easing
increase, RPGBs should see a decent-sized rally.
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Besides BSP's easing bias, flows could also be supportive
of RPGB performance. Moderating inflation and higher
real yields should reverse residents' bond outflows of
2018. Externally, the global economic and monetary
environment could be conducive to a pick-up in foreign
demand. Against the backdrop of a mild global
synchronized slowdown, Philippines' more domestically-
driven and high-growth (6-7%) economy puts it in a
favorable light. The high yields on RPGBs (~6%) are also
particularly attractive at a time when core central banks
are on pause and investors are reaching for yields. This is
somewhat confirmed by latest BSP data which show very
strong foreign buying of government bonds (USD481mn)
in January and February.

PHP: Other modes of defence

Compared to other Asian central banks, markets are
probably expecting a much greater degree of easing from
the BSP. This has likely led to the Philippine Peso (PHP)
underperforming in recent weeks. In our view, it is
premature to write off the PHP based solely on
expectations of weaker interest rate differentials. As we
have written in January, the PHP can hold up relatively
well in EM-negative scenarios. This is especially relevant
against the present global backdrop of rising growth
worries (greater downside risks to Asia FX, safe haven
status underpinning USD).

Relative to other Asian currencies, the PHP's drivers are
more idiosyncratic/domestic-oriented. Sensitivities to
external risk factors (e.g. China's growth slowdown,
stronger US dollar, EM contagion etc) seem to be low.
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While the PHP is not supported by a current account
surplus, it has other buffers. Philippines' FX reserves
adequacy ranks well vs peers. Most importantly, BSP's
175bps of policy rate hikes in 2018 (most in Asia) has
created much policy space that can be drawn on to
support growth (via cuts). In the event of a deeper global
growth slowdown, this could mean lesser need for PHP
depreciation to act as the shock absorber.
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The information herein is published by DBS Bank Ltd and PT Bank DBS Indonesia (collectively, the “DBS Group”). It is based on information obtained from sources
believed to be reliable, but the Group does not make any representation or warranty, express or implied, as to its accuracy, completeness, timeliness or correctness
for any particular purpose. Opinions expressed are subject to change without notice. Any recommendation contained herein does not have regard to the specific
investment objectives, financial situation & the particular needs of any specific addressee. The information herein is published for the information of addressees only
& is not to be taken in substitution for the exercise of judgement by addressees, who should obtain separate legal or financial advice. The Group, or any of its related
companies or any individuals connected with the group accepts no liability for any direct, special, indirect, consequential, incidental damages or any other loss or
damages of any kind arising from any use of the information herein (including any error, omission or misstatement herein, negligent or otherwise) or further
communication thereof, even if the Group or any other person has been advised of the possibility thereof. The information herein is not to be construed as an offer
or a solicitation of an offer to buy or sell any securities, futures, options or other financial instruments or to provide any investment advice or services. The Group &
its associates, their directors, officers and/or employees may have positions or other interests in, & may effect transactions in securities mentioned herein & may
also perform or seek to perform broking, investment banking & other banking or finan-cial services for these companies. The information herein is not intended for
distribution to, or use by, any person or entity in any jurisdiction or country where such distribution or use would be contrary to law or regulation. Sources for all
charts & tables are CEIC & Bloomberg unless otherwise specified.

DBS Bank Ltd., 12 Marina Blvd, Marina Bay Financial Center Tower 3, Singapore 018982. Tel: 65-6878-8888. Company Registration No. 196800306E.PT Bank

DBS Indonesia, DBS Bank Tower, 33rd floor, Ciputra World 1, Jalan Prof. Dr. Satrio Kav 3-5, Jakarta, 12940, Indonesia. Tel: 62-21-2988-4000. Company Registration
No. 09.03.1.64.96422.
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