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“Economic perspectives and digitalization” 
Keynote Speech of Deputy Governor Chuchi Fonacier for the Euromoney Philippines Investment 
Forum 
19 October 2018, Fairmont Hotel Makati 

 
Ladies and gentlemen, esteemed guests, good morning! It is a great honor for the BSP to 

be once again participating at this annual investment forum. In light of the evolving challenges 
confronting the Philippines today, both external and domestic, we find this event a valuable and 
timely opportunity for us to give an assessment of where we currently stand. This occasion also 
allows us to highlight what we have achieved despite some headwinds, and more importantly, 
what we need to deliver for the Philippine economy despite challenges we encounter.  

 
Ph performance vis-à-vis other economies in 2017 and 2018 
 

Almost a year ago, in a similar occasion, BSP Governor Espenilla described the Philippines 
as one of the most viable investment destinations in the world, on account of our robust 
macroeconomic fundamentals, demographic advantage, and sound monetary and fiscal policies. 
In the span of a year, however, significant challenges have emerged, which have the potential to 
adversely impact on our economy’s position of strength.  

 
Emerging risks and vulnerabilities 

Among others, we now have to deal with external vulnerabilities as advanced economies 
continue the normalization path of their monetary policy. An environment of higher global 
interest rates raises concern on uncertainty and volatility in our domestic financial system. At the 
same time, there are growing international trade and geopolitical tensions which do not bode 
well for global economic growth. These considerations led the IMF, in their latest World 
Economic Outlook Report in October to downgrade their global growth projections for both 2018 
and 2019 to 3.7 percent. These figures are 0.2 percentage point lower compared to their forecast 
last July.  

 
These external risks have had spillover effects on the domestic economy. In particular, 

the challenging external environment has exerted upside pressures on domestic inflation 
through exchange rate volatility. The resulting depreciation of the peso has contributed to 
domestic inflationary pressures and has prompted a strong monetary policy response from the 
BSP. While increased risks from broader inflation pressures, second-round effects, and higher 
inflation expectations constituted the main impetus for recent monetary actions, the policy rate 
hikes between May and September 2018—totaling 150 basis points—were also aimed at 
providing support to the peso amid heightened exchange rate volatility given continued 
uncertainty in the global environment and escalation of trade tensions.  
 
Sailing the rough waters: sources of PH strength 
Economic Outlook 

Amid these economic headwinds, on the overall, we are still optimistic that the Philippine 
economy is poised to sustain its growth momentum. Even as GDP growth slowed in the second 
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quarter of 2018 to 6.0 percent, the Philippines still managed to be among Asia’s fastest-growing 
economies. To date, the Philippines is expected to continue to remain one of the fastest growing 
economies among EMEAP economies, as well as in the global sphere. Third-party outlooks for PH 
GDP (e.g., IMF) are not far from the NG’s target of 7.0-8.0 percent over the next four years, at 
the least, sustaining the growth momentum of the past five years. Lending support to the 
continued bright prospects of the Philippine economy is its proven track record of economic 
resilience even during crisis episodes.  

 
The Philippines can likewise leverage on its young population as one of the key factors 

that will support sustained strong domestic demand in the medium and long term. We remain to 
have one of the youngest population which can provide a steady stream of capable labor to 
flourishing industries.  

 
Internal buffers against external shocks 
 

Let me stress that while the Philippines is certainly not immune to global shocks, our 
country has enough buffers serving as shield against global headwinds. We note that for the first 
time this year, the country’s overall balance of payments position turned positive, yielding a 
surplus of US$1.27 billion in  August. In turn, the country’s manageable external payments 
position has allowed the country to build a healthy level of international reserves. At US$75.2 
billion as of end-September, our gross international reserves are more than sufficient to meet 
the country’s foreign exchange liquidity needs and ensure the stability of the peso.  

 
 Regardless of the heightened volatility in the foreign exchange market, investors in the 
Philippines can be assured that the BSP will continue to embrace a market-determined exchange 
rate regime. Moreover, in the event of extreme FX fluctuations, which could have significant 
repercussions on domestic inflation, the BSP stands ready to deploy various contingency 
measures to ensure that both dollar and peso liquidity remain adequate for the economy’s needs. 
For instance, the BSP’s Monetary Board has recently approved the enhanced guidelines on the 
currency risk protection program, a non-deliverable US$/PHP forward contract between the BSP 
and banks in response to the request of clients to hedge their eligible foreign exchange 
obligations. 
 
 The sustained resilience of foreign direct investments, overseas Filipino remittances, and 
business process outsourcing receipts have provided additional buffer to the domestic economy. 
Our external debt metrics have also improved as exhibited in the continued decline in the 
external debt to GDP ratio in the country. 
 
What the BSP has done 

Against a backdrop of stable growth and positive growth prospects, we now turn to the 
main challenge facing our economy today—a slightly elevated inflation environment, and what 
the BSP is doing to address this concern. With year-to-date average inflation as of September 
2018 now at 5.0 percent, this means we have now breached our inflation target of 2-4 percent 
for the year. However, it is important to recognize that the main reasons behind such rising 
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inflationary pressures, including surging global crude oil prices—which translated to higher 
domestic petroleum prices, adverse weather conditions which affected the supply of key food 
products, as well as effects of the National Government’s recent tax reforms— are only 
temporary setbacks.  The BSP also notes that the implementation of non-monetary measures, 
particularly the approval of rice tarrification along with additional importation of rice and other 
food items, could directly mitigate inflationary supply-side constraints and thus lead to an earlier 
return of inflation to within the target range in 2019. 

 
More importantly, even as we recognize that the sources of inflationary pressures are 

events beyond the control of the central bank, we assure you that the BSP is doing all it can to 
bring inflation back to within target at the soonest time possible. Thus, with rising inflation 
expectations and early signs of second-round effects on prices and wages, as well as potential 
price pressures arising from excessive volatility in the foreign exchange market, the BSP decisively 
adjusted the policy rate by a cumulative 150 basis points in its last four policy meetings.  

 
We expect the effects of these supply-side shocks to dissipate as the National 

Government implements critical non-monetary measures designed to address key food supply 
concerns.  

 
Sound financial system 
 

Turning to our financial system, we note that Philippine banks continue to effectively 
perform their role as intermediator of funds. Key performance indicators show further 
strengthening of banks’ balance sheets with positive growth in assets, loans, deposits, and 
capital. At the same time, the Philippines benefits from strong regulatory capital ratios across 
Asian economies, reflecting the ability of the regional banking system to absorb shocks, thus 
reducing the risk of spillover effects from one banking sector to another. Other financial system 
indicators also point to a relatively strong risk management system. For instance, liquidity is 
sufficient as banks maintain adequate high-quality liquid assets.1 Philippine banks have likewise 
sustained their profitability and resiliency. Loan quality of banks remain satisfactory with 
sufficient buffers. The NPL of the banking system is steady at 1.9 percent as of end-June 2018. 
The NPL coverage ratio at 114.4 percent as of end-June 2018 also show that banks continue to 
set aside adequate provisioning for credit losses. Banks remain well-capitalized as their capital 
adequacy ratio was well above the minimum requirement.2 
 
BSP approach to digitalization 
 
At the back of the country’s macroeconomic performance, digital transformation in the financial 
services industry brings forth greater economic opportunities, if harnessed prudently.  Through 
digital innovations, financial institutions can tap a wider customer base and provide real-time, 

                                                           
1 As of end-June 2018, the liquidity coverage ratio of U/KBs  was well above the required 90 percent threshold. 
2 The average capital adequacy ratio (CAR) of the banking system was well above the minimum requirement at 
around 15.2 percent on a solo basis and 15.8 on a consolidated basis. 
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on-demand financial services in line with market needs.  As funds are channelled more efficiently, 
expediently and expansively, limitless opportunities that can drive business and industry growth 
and expand financial inclusion are within reach.  With the rise of financial technology (fintech), 
the prospects are even brighter.  According to FinTech Global, investments on FinTech steadily 
increased from 2014 to 1st half of 2018, peaking at US$41.7 billion invested across 789 deals.  
Before we get too optimistic, though, there are potential risks arising from FinTechs that we need 
to watch out for.  Given that these are not yet fully tested or mainstreamed technologies, there 
may be unforeseen hazards that transform or accentuate traditional financial risks such as credit, 
liquidity, market, operational and settlement risks.  The added complexity can also mean greater 
vulnerabilities to cybersecurity threats and systemic risks. 

  
Cognizant of these trade-offs, we continue to support the development of an enabling 

regulatory environment conducive to digitalization while managing associated risks.  Our policy 
stance in supporting responsible fintech innovation is anchored on three core principles. First, 
regulations must be risk-based, proportionate and fair. Second, we need to maintain an active 
multi-stakeholder collaboration. Lastly, regulations must ensure consumer protection.   

 
Following these principles, the BSP has implemented key policy changes. The BSP has 

updated the regulatory framework on the operations of money service business to enhance 
customer due diligence expectations. The BSP also established a framework for regulating virtual 
currency exchanges which subject them to registration, minimum capital requirements, internal 
controls, regulatory reporting, and compliance with anti-money laundering rules and regulations. 
We recognize that digital finance delivered through online platforms alone cannot reach 
everyone. That is why we have also issued regulations that enable cash agents in order to provide 
improved “last mile” delivery of financial services to the unbanked and underserved.    

In December 2015, the BSP also launched the National Retail Payments System (NRPS) 
framework to bring about an interoperable, affordable, safe, and efficient digital payments 
system. In November 2017, we launched the PESONet3 to provide an electronic alternative to the 
widely used paper-based check system and to provide an efficient channel for government and 
private business collections and disbursement.  As such, PESONet is a more inclusive platform for 
electronic fund transfers (EFTs), making business-to-business and customer-to-business 
payments even more convenient.  To date, 46 BSP supervised financial institution have signed up 
to participate in the PESONet.  Transaction growth remains optimistic reaching 68% and 21% 
levels in terms of volume and value, respectively, since launching in 2017.  We expect these 
figures to intensify even further given the rising demand for better EFT services in the country.  

Meanwhile, in April 2018, the BSP launched InstaPay an electronic fund transfer service 
which allows customers to transfer peso-denominated funds in real-time, 24x7, all year round. 
Through this facility, Filipinos now have access to safe and affordable electronic retail payments 
through their accounts in participating BSP-supervised banks and non-bank e-money issuers. 
Thus, we were not surprised that InstaPay was well-received by the public as observed in the 

                                                           
3 PESONet stands for Philippine EFT System and Operations Network 



Page 5 of 5 
 

increasing trend of InstaPay transactions, both in terms of volume and value.  In fact, for the 
month of September, transaction value reached P2.6 billion from over 33 participating 
institutions. 

 
As we are experiencing remarkable success in our digital transformation initiatives, the 

BSP remains steadfast in undertaking major organizational reforms and projects for a more 
proactive supervisory and regulatory stance.  We are exploring regtech and suptech4 solutions, 
including the use of artificial intelligence, machine learning, cloud computing and APIs, to 
enhance the timeliness and quality of our risk-based decision-making.  We have also recently set 
up a bigger, better and more agile Financial Technology Subsector to ensure the operational as 
well as cyber-resilience of the financial system. 

Closing Remarks 
 In closing, I would like to highlight that the Philippine economy’s robust economic 

performance and enabling regulatory environment, not only makes it a viable destination for 
business and investment, but more importantly, it puts the country in a favorable position to 
pursue efforts that would bring the country to its next leg of growth – a growth that is not only 
robust and resilient but also sustainable and inclusive. 

 
While there are risks emanating both from external and domestic sources, you can count 

on the BSP to remain watchful and vigilant. We will continue to utilize our analytical and 
surveillance tools for any potential risks to our monetary and financial stability objectives.  

 
Rest assured, the BSP stands ready to act and seize economic opportunities for the 

country! Thank you and good day! 

                                                           
4 RegTech and SupTech refers to next generation of digital supervision tools and techniques to improve the speed, 

quality, and comprehensiveness of information supporting targeted and risk-based decision-making by regulators. 
 


