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Ratings Outlook Revision Insufficient For PHP Boost

In a Nutshell: S&P Ratings upgraded its outlook on Philippines to positive from ‘Stable’ to ‘Positive’.
Insofar that this is typically a precursor for a credit rating upgrade within the next one or two years, we
think this is premature, if not ill-timed. Especially as the fiscal balance is unlikely to see rapid consolidation
back to pre-pandemic sub-3%. What’s more, prospects for significant narrowing of current account deficit
are challenged amid mounting trade headwinds. Not to mention, elevated geo-political risks. Point being,
an economic improvement that truly warrants an upgrade is a tall order. And a subpar PHP may be
reflecting our circumspection.

Background

On 26 November 2024, S&P Global Ratings revised its outlook on the Philippines to positive from stable,
but kept the long-term sovereign credit rating on the Philippines at ‘BBB+’. The improved outlook was on
the back of strong economic recovery in the last two years, which S&P noted should facilitate a reduction
in the general government deficit, while external position remains a credit strength reflecting rising FX
reserves and low external debt. Nonetheless, S&P also noted that fiscal balances will take several years to
recover to pre-pandemic levels given the eroded fiscal headroom, and that current account deficits will
persist but at modest levels in coming years.

S&P further indicated that it may raise the ratings if:

a) expectations of current account deficits tapering over the forecast period are realised such that
buffers in the Philippines’ narrow net external asset position® is maintained; and
b) the government achieves more rapid fiscal consolidation.

Officials were upbeat on the announcement. BSP said that S&P’s outlook revision indicates a “possible
upgrade to an ‘A-’ rating within 24 months”, while Finance Secretary Recto said the government had a
comprehensive “Road to A initiative”? to ensure more upgrades soon. For reference, S&P upgraded
Philippines outlook to ‘Positive’ on 28 April 2018, and upgraded Philippines credit rating to ‘BBB+’ (from
‘BBB’) about one year later on 30 April 2019.

Philippines Credit Ratings since 2011

2011 2012 2013 2014-16 2017-18 2019-24
BBB+ S&P Baal
Investment BBB S&P | Moody' S&P | Fitch | Moody's | Fitch | Moody's | Baa2 Investment
Grade (IG) : |' oody's | Fitch | Moody's [ Fitch | Moody's| Baa Grade (IG)
BBB- S&P | Fitch | Moody's Fitch Baa3
Non-IG BB+ Fitch S&P | Fitch | Moody's Bal Non-IG
BB | S&P | Moody's Ba2

1 S&P defines ‘narrow net external debt’ as the stock of foreign and local currency public- and private-sector borrowings
from nonresidents minus official reserves minus public-sector liquid claims on nonresidents minus financial-sector
loans to, deposits with, or investments in nonresident entities.

2 For avoidance of doubt, there have been no official details on this initiative.
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Philippines’ Current Credit Rating compared with regional peers

S&P Fitch Moody's Legend

AAA | SG,AU  SG AU  SG,AU |Aaa AU Australia
AA+ T™W Aal CH China

AA KR TW KR Aa2 ID Indonesia
AA- KR T™W Aa3 IN India

A+ CH CH CH Al KR South Korea

A A2 MY  Malaysia

A- MY MYy |A3 PH Philippines
BBB+ TH,PH  TH, MY TH Baal SG Singapore
BBB 1D PH, ID PH, ID |Baa2 TH Thailand
BBB- IN IN IN Baa3 TW  Taiwan
BB+ VN VN Bal VN Vietnam
BB VN Ba2

Investment Grade
Non-investment Grade ("Junk")

On balance, we think that a ratings upgrade would not be imminent, at least in the one to two years, as we
think it would be a high bar for Philippines to meet the two pre-requisites for the ratings upgrade. The lack
of any durable PHP boost on the announcement may suggest that we are not alone in having these
sentiments.

Current Account & Net External Position

First, we think that Philippines’ current account deficit will only narrow modestly and may not be sufficient
to ensure that Philippines’ narrow net external asset position is maintained.

Admittedly, the widening of services surplus on higher tourism revenue have helped to narrow the overall
current account deficit. Notably, services surplus averaged 3.3% of GDP in 1H’24. While on-par with an
average services surplus of 3.5% of GDP in 2019, total tourism recovery in 1H’24 have only recovered to
~69% of 1H’19 levels. This suggests that tourists are spending more post-pandemic on average, and that
tourism recovery still has further room to grow. Meanwhile, remittances growth remains stable.

However, our relatively circumspect view mainly comes from downside risks to a large trade balance and
possible fading tailwinds to the electronics recovery, especially amid uncertainties of adverse US-China
trade conflict and Philippines’ position along the supply chain. In particular, we are of the view that
downside risks would more than offset any improvement to services surplus. Notably, goods deficit (as %
of GDP) has been widening for the past two quarters and we are not expecting a significant narrowing of
current account deficit in Q3 given that trade data for Q3 suggests a deteriorating trade balance while there
is no marked improvement to tourist arrivals in Q3. Overall, we expect current account deficit to print at
around 2.4% of GDP in 2024 (2023: 2.7%), compared to S&P’s 2.0% estimate.
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The modest narrowing of current account deficit may mean that net external debt position may deteriorate.
This is in addition to heightened uncertainty in recent weeks which have prompted intervention in the FX
market and would likely see a corresponding fall in foreign reserves in November. With Trump 2.0 policies
shaping up, the end of heightened FX volatility may not be near. Nonetheless, smaller proportion of foreign
debt® (as % of total debt) is encouraging.

Philippines Foreign Reserves and USD/PHP
Foreign Reserves (USDmn)

Philippines Government Foreign Debt
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Fiscal Consolidation

What’s more, we are circumspect that the pace of fiscal consolidation would be faster-than-expected. In
particular, S&P noted that restoring the fiscal and debt settings to pre-pandemic levels over the next 12-24
months will be challenging. If achieving pre-pandemic levels is the criteria for “rapid” fiscal consolidation,
it is unlikely to be met. Afterall, the fiscal deficit targets set out in the Medium-term Fiscal Framework
(MTFF) is above the 2016-2019 average fiscal deficit. In addition, our current assessment for Budget 2025
that there are risks of fiscal slippages on higher-than-expected expenditures.

Actual MTFF Targets
’16-’19 avg 2023 2024 2025 2026 2027 2028
Fiscal Deficit
2.7% 6.2% 5.6% 5.3% 4.7% 4.1% 3.7%
(% of GDP)

*2018-2019 average due to data availability.

The Senate approved Budget 2025 of PHP6.352tn on 26 November, but the fiscal deficit target of 5.3% in
2025 is premised on lower disbursements than budgeted (specifically PHP6.182tn). While we believe the
government is committed to achieve the fiscal deficit target, we are of the view that upcoming midterm
elections due May 2025 adds material risk to higher expenditures given higher stakes as the elections will
be closely contested one between two political dynasties.

In addition, we think that revenue upside remains modest. Budget 2025 is targeting a fiscal revenue growth
of 8.8% YoY, which appears a reasonable estimate given that it is higher than 2023 revenues growth of
7.9% YoY but lower than 2016-2019 average growth of 10.5% YoY. While the passing of the Digital
Services Tax bill could also help buffer coffers, it would not be much relative to the increase in budget,
especially as clarity on other tax reforms (e.g. Mining Fiscal regime) remain scant. In addition, while the
CREATE MORE Bill could possibly increase the tax base by attracting more investments and businesses,
provisions to decrease corporate taxes, among others, may offset the increase in tax revenue.

All said, the revised outlook is certainly encouraging, and not entirely groundless. But the high bar for an
upgrade implies that the PHP bull may be found wanting.

3 Foreign Debt refers to the foreign borrowings or liabilities (loans and securities) sourced in the international financial
markets.
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MARKET COMMENTARY DISCLAIMER
THIS DOCUMENT IS NOT A RESEARCH REPORT AND IS NOT INTENDED AS SUCH.
Unless stated otherwise in the country specific distribution information below, this document 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. It is intended for informational
purposes only and does not purport to make any investment recommendations.

This document has been prepared solely for the information of the intended recipients. Recipients in any jurisdiction should contact your usual Mizuho contact in relation to any matters
arising from, or in connection, with this document.

This document has been prepared by Mizuho Bank, Ltd., Singapore Branch (“MBSG”), a full bank, exempt capital markets services entity and exempt financial adviser regulated by the
Monetary Authority of Singapore (“MAS”), Mizuho Bank, Ltd., Hong Kong Branch (“MBHK?”), a licensed bank regulated by the Hong Kong Monetary Authority, with business address at 12/F,
K11 Atelier, 18 Salisbury Road, Tsim Sha Tsui, Kowloon, Hong Kong, Mizuho Bank, Ltd., Sydney Branch, an authorised deposit-taking institution regulated by the Australian Prudential
Regulation Authority and holder of an Australian financial services licence (“MBAU”), Mizuho Securities Asia Limited (“MHSA”), licensed and regulated by the Hong Kong Securities and
Futures Commission and/or Mizuho Securities (Singapore) Pte. Ltd. (‘MHSS”), a holder of a capital markets services licence and an exempt financial adviser regulated by the MAS, as the
case may be.

This does not constitute investment or personal advice.

This document has been prepared solely for the purpose of supplying general market information and/or commentary for general information purposes to clients of MBSG, MBHK, MBAU,
MHSA, MHSS and their affiliates (collectively, “Mizuho”) to whom it is distributed, and does not take into account the specific investment objectives, financial situation or particular needs of
any client or class of clients and it is not prepared for any client or class of clients.

This is not an offer or solicitation.

This document is not and should not be construed as an offer to buy or sell or solicitation to enter into any transaction or adopt any hedging, trading or investment strategy, in relation to any
securities or other financial instruments.

Mizuho shall have no liability for contents.

This document has been prepared solely from publicly available information. Information contained herein and the data underlying it have been obtained from, or based upon, sources
believed by Mizuho to be reliable, but no assurance can be given that the information, data or any computations based thereon are accurate or complete and Mizuho has not independently
verified such information and data. Mizuho is not obliged to update any of the information and data contained in this document.

Mizuho makes no representation or warranty of any kind, express, implied or statutory, regarding, but not limited to, the accuracy of this document or the completeness of any information
contained or referred to in this document. Mizuho accepts no liability and will not be liable for any loss or damage arising directly or indirectly (including special, incidental or consequential
loss or damage) arising from or in connection with any person’s use or reliance of this document or the information contained in this document.

Information contained herein is no indication of future performance.

Some of the statements contained in this document may be considered forward-looking statements which provide current expectations or forecasts of futures events. Any opinions,
projections, forecasts and estimates expressed in the document are solely those of Mizuho based on factors it considers relevant as at the date of the document and are subject to change
without notice. Past performance is not indicative of future performance. Consequently, no expressed or implied warranty can be made regarding the projections and forecasts of future
performance stated therein.

This material is confidential.

This document is intended for the exclusive use by the recipients, and is provided with the express understanding that the information contained herein will be regarded and treated as strictly
confidential. All recipients may not reproduce or use this document in whole or in part, for any other purpose, nor disclose, furnish nor distribute this document to any other persons without
the prior written permission of Mizuho. Any such reproduction, use, delivery or distribution in form or to any jurisdiction may be effected only in accordance with all applicable laws and
regulations in the relevant jurisdiction(s).

Disclosure regarding potential conflicts of interest.

Mizuho, its connected companies, employees or clients may at any time, to the extent permitted by applicable law and/or regulation, 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 referred therein. Accordingly, Mizuho, its connected
companies or employees may have a conflict of interest that could affect the objectivity of this document. This document has been prepared by employees who may interact with Mizuho'’s
trading desks, sales and other related personnel when forming the views and contents contained within.

Financial instruments may not be for sale to all categories of investors.

There are risks associated with the financial instruments and transactions referred to in this document. Investors should not rely on any contents of this document in making any investment
decisions and should consult their own financial, legal, accounting and tax advisors about the risks, the appropriate tools to analyse an investment and the suitability of an investment in their
particular circumstances. Mizuho is not responsible for assessing the suitability of any investment. Investment decisions and the responsibility for any investments are the sole responsibility
of the investor. Neither Mizuho nor of its directors, employees or agents accepts any liability whatsoever with respect to the use of this document or its contents.

WARNING: THE CONTENTS OF THIS DOCUMENT HAVE NOT BEEN REVIEWED BY ANY REGULATORY AUTHORITY. YOU ARE ADVISED TO EXERCISE CAUTION IN RELATION
TO SUCH CONTENTS. THIS DOCUMENT IS NOT INTENDED TO CONSTITUTE ANY INVESTMENT, LEGAL, FINANCIAL, BUSINESS, ACCOUNTING, TAXATION OR OTHER ADVICE.
IF YOU ARE IN ANY DOUBT AS TO THE ACTION YOU SHOULD TAKE, YOU SHOULD SEEK PROFESSIONAL ADVICE FROM YOUR RELEVANT ADVISERS ABOUT YOUR
PARTICULAR CIRCUMSTANCES. YOU ARE RESPONSIBLE FOR YOUR OWN INVESTMENT CHOICES.

This document is not directed to, or intended for distribution to or use by, any person who is a citizen or resident of, or entity located in, any locality, territory, state, country or other jurisdiction
where such distribution, publication, availability or use would be contrary to or restricted by law or regulation. Persons or entities into whose possession this document comes should inform
themselves about and observe such restrictions.

COUNTRY SPECIFIC DISTRIBUTION INFORMATION

Australia: This document is intended only for persons who are sophisticated or professional investors for the purposes of section 708 of the Corporation Act 2001 (Cth) of Australia

(“Corporations Act”), or “wholesale clients” for the purpose of section 761G of the Corporations Act. It is not intended for and should not be passed on, directly or indirectly, to other classes
of persons/investors in Australia. In Australia, Mizuho Bank, Ltd. Sydney Branch (“MBSO”) is an authorised deposit-taking institution regulated by the Australian Prudential Regulation Authority
in accordance with the Banking Act 1959 (Cth), and holds an Australian financial services licence number 231240 (AFSL). Mizuho Securities Asia Limited (ABRN 603425912) and Mizuho
Securities (Singapore) Pte. Ltd. (ARBN 132105545) are registered foreign companies in Australia and are each exempt from the requirement to hold an AFSL under the ASIC Corporations
(Repeal and Transitional) Instrument 2023/588. MHSA is licensed by the Hong Kong Securities and Futures Commission under Hong Kong laws and MHSS is licensed by the Monetary
Authority of Singapore under Singapore laws, which laws differ from Australian laws respectively.

Costa Rica: Nothing in this document constitutes a representation that any investment strategy or recommendation contained herein is suitable or appropriate to a recipient’s individual
circumstances or otherwise constitutes a personal recommendation. This document is published solely for information purposes, it does not constitute an advertisement and is not to be
construed as a solicitation or an offer to buy or sell any securities or related financial instruments. In accordance with local laws, it does not constitute a public offering of securities under
Regulations for Public Offering of Securities (National Counsel of Financial System Supervision, article 11 of Session Act 571-2006), and therefore cannot be understood and interpreted as
an implicit or explicit offering that intends to place, issue, negotiate or trade securities transmitted by any means to the public or to certain groups. This document will not be disclosed to

groups of more than 50 investors.
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Guatemala: This document does not constitute an offering under the rules of the Ley del Mercado de Valores y Mercancias (Stock Exchange Act, Decree 34-96 of the Congress of the
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