NEWS RELFASE

R&l Upgrades to BBB+, Stable, Affirms a-2: Republic of the Philippines

Rating and Investment Information, Inc. (R&l) has announced the following:

ISSUER: Republic of the Philippines

Foreign Currency Issuer Rating: BBB+, Previously BBB
Rating Outlook: Stable

Foreign Currency Short-term Debts: a-2, Affirmed

RATIONALE:

The Philippines' economy continues to grow, driven by aggressive public investment under President
Rodrigo Duterte's administration. Although this has led to wider fiscal deficit, the government keeps its
commitment to fiscal discipline and is confident of achieving the downward trend of the debt ratio. With
the steady progress of the government's reforms to modernize the tax system and socio-economic
agenda, the level of national income is also rising. In Mindanao, where the Bangsamoro Transition
Authority (BTA) was launched, the security situation is improving. In consideration of these factors, R&I
has upgraded the Foreign Currency Issuer Rating to BBB+.

In addition to robust private consumption backed by remittance inflows from overseas Filipinos,
investment is increasing its contribution to the economy. Led by the government, which promotes
accelerated infrastructure investment, aggressive investment projects are being implemented, notably for
a transportation network of roads and railways. These projects are expected to serve as a platform for
medium- to long-term growth, in R&l's view. Real gross domestic product (GDP) growth slowed down to
5.9% in 2019 due to the delayed approval of the budget bill, but will likely recover to more than 6% in
2020 and beyond. Increasing receipts from the Business Process Outsourcing (BPO) industry will also
contribute to the growth.

Strong investment increased imports of capital and intermediate goods, resulting in larger trade
deficits. Although the current account balance has been in deficit since 2016, R&I does not take a
negative view of the trend. Foreign direct investment is growing robustly. The government is also actively
seeking bilateral official development assistance and loans from multilateral development banks. External
liquidity is, thus, of little concern.

The Duterte administration has set the national government's medium-term fiscal deficit target at 3.2%
of GDP. The fiscal deficit has widened owing to expanded infrastructure investment, but the debt ratio is
expected to decline steadily as long as the current level of economic growth is maintained. The
government has embarked on comprehensive tax reforms to broaden the tax base while increasing
expenditure. R&l favorably views higher revenue efficiency because it enhances fiscal sustainability. With
the fiscal deficit financed mainly through the domestic market, there is no major concern about the
government's funding.

Ensuring a stable macroeconomic environment and promoting economic and social development are
the two main pillars of the government's policy management. In R&l's view, continued fiscal consolidation
efforts by previous administrations helped create existing fiscal space. The Duterte administration has
identified 10-point socio-economic agenda to prioritize. While the unemployment and poverty rates are
falling, per capita gross national income is rising at a solid pace. R&l will pay attention to the progress of
the socio-economic agenda.

Following the passing of the Bangsamoro Organic Law in 2018, the BTA was launched in 2019 in
western Mindanao, which has suffered years of conflicts. Martial law in Mindanao was lifted on December
31, 2019, and the region's social and security situation is improving. The Philippine government is
developing a framework of local autonomy steadily toward the establishment of the Bangsamoro
autonomous government in 2022. As an iconic initiative for social integration, the country's future peace-
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building process draws attention.

The primary rating methodology applied to this rating is provided at "R&I's Analytical Approach to
Sovereigns". The methodology is available at the web site listed below, together with other rating
methodologies that are taken into consideration when assigning the rating.

https://www.r-i.co.jp/en/rating/about/rating_method.html
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