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ABOUT THE FINANCIAL STABILITY COORDINATION COUNCIL

The Financial Stability Coordination Council (FSCC) is an inter-agency council
composed of the Bangko Sentral ng Pilipinas (BSP), the Department of Finance (DOF),
the Insurance Commission (IC), the Philippine Deposit Insurance Corporation (PDIC),
and the Securities and Exchange Commission (SEC). The Executive Committee consists
of the heads of these five agencies, together with a senior official from each institution.
The Council meets regularly to assess potential sources of systemic risk and to
determine the appropriate macroprudential policy response.

The FSCC was first convened on 4 October 2011 at the initiative of the BSP Governor.
Although voluntary in structure, the Council was formalized through a memorandum
of agreement on 29 January 2014. Acting on the joint initiative of the BSP Governor and
the Secretary of Finance, then President Rodrigo R. Duterte signed Executive Order
Number (EO No.) 144 on 6 July 2021, institutionalizing the FSCC and defining its powers
and responsibilities. EO No. 144 conferred upon the Council a distinct legal personality
to establish guidelines and regulations consistent with the country’s financial stability
agenda.

Situating Each FSCC Member Agency in the Financial Stability Agenda

BSP. Under Republic Act No. 11211, the BSP's amended charter explicitly identifies
financial stability as one of its four mandates. Its focus on managing contagion-driven
systemic risks complements its other responsibilities in monetary policy, banking
supervision, and payments system oversight. Since its inception, the FSCC's technical
work has been supported by a dedicated unit within the BSP.

DOF. As the fiscal authority, the DOF oversees government financial institutions and
the operations of the government securities market. Its policies on taxation and fiscal
management influence financial market conditions and the broader real economy.

IC. The IC regulates the insurance and pre-need sectors, which play a key role in the
contingent claims market. The increasing interlinkages between these markets and
other financial segments highlight potential liquidity, valuation, and investment issues.
The IC's oversight helps address these vulnerabilities and mitigate systemic risk.

PDIC. As an attached agency to the BSP, the PDIC constitutes a critical pillar of the
country’s financial safety net by providing deposit insurance coverage that strengthens
public confidence in the banking system. This function supports financial stability,
especially under stress conditions. The scope and design of deposit insurance can
affect banks’ risk-taking behavior, making PDIC's role vital in both normal and crisis
periods by complementing supervisory and prudential frameworks.

SEC. By supervising capital markets and the corporate sector, the SEC contributes to a
stable financial system and sustainable economic activity. The risk preferences of non-
bank financial institutions (NBFIs) and non-financial corporations (NFCs) can drive
growth but also amplify vulnerabilities, underscoring the SEC's role in monitoring
systemic exposure within these sectors.

Collectively, the FSCC advances the view of the financial system as an enabler of
sustained economic growth and broader stakeholder welfare. Through proactive
coordination, the Council identifies emerging systemic risks and implements
macroprudential measures designed to enhance the resilience of the financial system.
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MESSAGE FROM THE FSCC CHAIR
AND BSP GOVERNOR

The Philippine economy and financial system remain resilient. Credit growth
remains steady in line with economic activity. Borrowing levels remain manageable
and banks are well-capitalized. Inflation is benign, while interest rates show signs
of stabilizing.

Yet, 2025 reminded us how uncertainty can shape the global and domestic
landscape. Trade patterns shift and geopolitical tensions weigh on sentiment and
investment decisions. Even when local markets appear calm, risks often cross
sectors and borders.

The Council closely monitors these evolving vulnerabilities. Risk transmission now
reflects tighter links between the real economy and finance, along with
developments in housing, corporate leverage, and funding conditions. The 2025
Financial Stability Report (FSR) assesses these risks, highlights the resilience of our
system, and sets out policies to help us adapt.

This FSR does more than list risks. It tells a story of cautious optimism. It shows how
we can safeguard our gains and strengthen our defenses. We invite all stakeholders
to join us in ensuring that the Philippine financial system remains strong, reliable,
and inclusive. Ready to serve the diverse financial needs of Filipinos today and in
the years ahead.

ELI M. REMOLONA, JR.
FSCC Chair and BSP Governor
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EXECUTIVE SUMMARY

Overall risk assessment

In 2025, the global economy continued to grow at a steady pace, as reflected in
positive global gross domestic product (GDP) growth (S&P Global, 2026). Despite
elevated policy uncertainty and heightened geopolitical risks, the International
Monetary Fund (IMF) raised its global growth forecast in January 2026 to 3.3 percent
from 3.1 percent in October 2025, underscoring underlying resilience.

In the Philippines, the economy expanded by 4.4 percent in 2025 amid softer
household consumption growth of 4.6 percent and a 2.1-percent contraction in
gross capital formation linked to a slowdown in public infrastructure spending and
weakened investor confidence. Export growth strengthened, helping to offset
headwinds from new trade measures. Labor market conditions remained generally
stable, while inflation stayed within the BSP forecast range for most of the year.
Monetary policy remained accommodative, with the BSP cutting its policy rate by
a cumulative 125 basis points to 4.5 percent. Overall, macroeconomic fundamentals
remained sound, although continued vigilance is warranted given evolving
domestic and external risks.

Against this backdrop, the Philippine financial system remains stable. The banking
sector continues to demonstrate resilience, supported by strong capital, prudent
regulation, and adequate loan loss provisions. This resilience is further supported
by a well-functioning payment system, a critical enabler of financial stability.
Recent BSP early warning system results' point to the country's resilience to
external shocks, underpinned by manageable external financing needs and ample
reserve buffers. While global and domestic risks persist, these have not resulted in
discernible weakening of the financial system or significant amplification of
vulnerabilities.

Domestic credit dynamics and real estate market imbalances remain the main
sources of potential risk. The Council highlights three structural factors requiring
close monitoring:

1. rising leverage in household and corporate sectors;

2. elevated property prices and uneven demand amid high vacancy rates; and

3. concentrated exposures within the financial sector, including unsecured
consumer credit and conglomerate borrowings.

These vulnerabilities are analyzed in detail in Sections 2 and 3.1-3.3. While these
risks are assessed to be manageable under current conditions, they could
potentially intensify if shocks materialize. Global developments, shifts in market
sentiment, and emerging risks—such as cybersecurity threats and Middle East
tensions—are expected to influence domestic conditions, underscoring the need
for ongoing monitoring and coordinated oversight.

"This pertains to the BSP early warning system on currency crisis and debt sustainability as provided in this press
release of the BSP on the overall balance of payments of the country:
https://www.bsp.gov.ph/SitePages/MediaAndResearch/MediaDisp.aspx?Itemld=7781&MType=MediaReleases
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Table 1
Channels of Systemic Risks

QI'é_
Valuation Pressures Lgverage by Non- Financial Sector Funding a'nd Liquidity
Financial Sectors Exposure Risks
e Property remains e Household debt e Asset quality has e Bank liquidity
under pressure shifts toward not shown broad- conditions remain
amid high prices unsecured credit. based strong, with stable
and elevated e Consumer credit deterioration, but funding structure.
vacancies. risk remains faces pressures
o Equities decline contained despite from vulnerable
during the year. more unsecured sectors such as real
* Asteeperyield loans. estate and
curve keeps « NFC leveraged manufacturing.
funding costs exposures continue ¢ Strong
relatively high. to rise and remain conglomerate and
concentrated. consumer lending
drive elevated
exposures.

Spillover and contagion. Cross-border trade and financial links may heighten credit,
foreign exchange (FX), and funding spillover risks.

Near-termrisks. Rising cyber threats, Middle East tensions and potential confidence loss.

Implications for financial stability. Easing domestic financial conditions keep growth-
at-risk low.

Source: Office of Systemic Risk Management (OSRM)
Systemic risk channels

Against this backdrop, the FSCC assesses emerging vulnerabilities through four
primary channels—valuation pressures, leverage in non-financial sectors, financial
sector exposure, and funding and liquidity risks—each of which is summarized
below in Table 12 and analyzed in detail in Section 3.

Valuation pressures continue to affect property and financial markets. Persistently
high prices amid elevated vacancies may complicate property valuation. Equity
prices remain subdued as investors stay cautious despite improving corporate
earnings. Short-term interest rates have begun to decline, but long-term rates
remain elevated, keeping borrowing costs high.

Leverage in non-financial sectors continues to grow but remains Ilargely
contained. Unsecured household borrowings, such as credit card debt, are rising
faster than income, although most borrowers continue to meet payment
obligations. For corporates, leveraged exposures continue to increase, and a
significant amount of debt—including foreign currency obligations—will mature in
the next few years, underscoring the importance of refinancing strategies and
prudent debt management should market conditions deteriorate.

2 These categories are complemented by three cross-cutting layers: spillover and contagion, near-term risks, and
implications for financial stability.
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The financial sector is broadly stable, although exposures remain concentrated.
Bank lending remains relatively strong. Closer links among banks and NBFIs
through shared assets and funding mean that stress in one part of the system can
be more easily transmitted across the financial system. Concentration risk reflects
the conglomerate structure of the Philippine economy, shaping banks' lending
strategies toward large conglomerates. Overall asset quality remains stable, but the
growing interlinkages among banks and non-banks call for continued monitoring.

Funding and liquidity conditions remain sound. Banks comfortably meet
regulatory liquidity standards, supported by steady retail deposits and a stable
funding structure.

Policy initiatives

Taken together, these channels point to a financial system that remains resilient.
Vulnerabilities are being monitored — particularly in property valuations,
unsecured household credit, and corporate leverage — and tighter linkages across
institutions mean that shocks, if they materialize, can transmit more rapidly and
broadly than in the past. This calls for deliberate and forward-looking policy action.

Key policy initiatives include:

Maintaining a sound macrofinancial environment is the first line of defense
against systemic risk. The FSCC, together with member agencies, supports the
maintenance of sound fiscal and monetary conditions — including manageable
debt levels, anchored inflation expectations, and adequate external buffers — that
provide room to respond should downside risks materialize.

Advancing microprudential oversight. Rigorous supervision of individual banks
and financial institutions remains essential to ensuring that institution-level
vulnerabilities are identified and addressed before they accumulate into
systemwide stress. Ongoing examination of banks' asset quality, capital adequacy,
liquidity positions, and risk management practices — complemented by targeted
stress testing — reinforces the foundation upon which macroprudential tools such
as the Countercyclical Capital Buffer (CCyB) operate most effectively.

Adopting a positive neutral (PN) CCyB. With the domestic credit growth metric
signaling that it continues to outpace economic output — and leverage building in
both household and corporate sectors — a PN CCyB may be considered. The PN
CCyB requires banks to build up capital buffers during periods of credit expansion,
helping to ensure continued lending capacity during stress. The framework
addresses emerging cyclical vulnerabilities and enhances the financial system's
capacity to absorb shocks.

Strengthening oversight of NFCs. Many NFCs operate within complex
conglomerate structures that can obscure true risk exposures. Enhanced
monitoring and system-wide stress testing of intra-group financing, refinancing
pressures, and spillover channels, will facilitate early detection of vulnerabilities and
timely policy responses.

Page 9
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Expanding data and surveillance coverage for NBFls. Insurers, pension funds, and
fast-growing non-bank lenders play an expanding role in financial intermediation.
Improved data on their balance sheet structures, activities, and interlinkages wiill
provide a more comprehensive systemwide risk view.

Enhancing systemic risk coordination and crisis preparedness. The FSCC
continues to operationalize the Systemic Crisis Management (SCM) framework.
Strengthened escalation protocols, scenario analyses, and communication
frameworks will improve readiness for potential systemic events and reinforce
coordinated action across agencies.

Reinforcing financial stability communication. Clear and strategic communication
serves as a policy tool in systemic risk management. Financial authorities execute
a coordinated “one voice” messaging to sensitize stakeholders with systemic risk
issues, anchor expectations, reinforce preparedness, and reduce the risk that
uncertainty itself becomes a source of instability.

Page 10
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SECTION 1: THE MACROFINANCIAL LANDSCAPE

This section presents the macrofinancial context of the Philippine economy, within
which the systemic risk assessment in Section 2 is undertaken.

1.1. Domestic conditions and fiscal space

The Philippine economy maintained positive growth momentum in 2025,
supported by easing inflation, an accommodative monetary policy stance, and a
resilient labor market. While the pace of expansion moderated to 4.4 percent, the
BSP's cumulative 125-basis-point rate reduction to 4.5 percent is expected to
provide a gradual lift to domestic demand in the period ahead.

On the fiscal side, the government continues to manage its debt position within
sustainable bounds. The general government debt-to-GDP ratio reached
71.2 percent as of September 2025 (Figure 11)—elevated compared to the
pre-pandemic period but within ranges observed among emerging market peers,®
and debt-servicing capacity remains intact.

Figure 1.1 Figure 1.2
General Government Debt-to-GDP Ratio Fiscal Sector Exposure
80 General Gov't-to-GDP in % (LHS) e Fiscal debt dervicing burden as ratio (LHS)
Growth-interest rate differential in % (RHS)
7.2 15 15
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o A x o N
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Source: CEIC Data (CEIC), OSRM calculation Source: CEIC, OSRM calculation
Note: General government debt-to-GDP has Note: Growth-interest rate differential is still in
continued to rise post-pandemic, indicating a the positive territory, but the gap has
gradual erosion of fiscal buffers despite continuously decreased (closer to zero) for the
remaining at manageable levels. past two quarters.

The growth-interest rate differential (g-r)* remains positive, indicating that the
economy continues to grow faster than the cost of government borrowing.
However, this margin has steadily narrowed in recent quarters (Figure 12),
reflecting relatively elevated borrowing costs amid moderate growth due to
subdued public construction, weakened investor confidence, and heightened

3 Using IMF World Economic Outlook (October 2025) general government gross debt data (percent of GDP), the
closest comparable figures are Thailand (66.7 percent), South Korea (56.7 percent), and Malaysia (65.6 percent).

* The growth-interest rate differential (g-r), is the difference between the seasonally adjusted real GDP growth (g)
and the average real effective interest rate on national government debt (r), The average effective interest rate on
government debt is computed as the ratio of the interest bill in quarter t to the stock of government debt (average
of debt stocks of quarter-end tand t - 1).
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governance concerns. A rising debt-servicing burden—with a larger share of
government resources allocated to interest payments rather than productive
spending—suggests more limited fiscal support for economic expansion. This
highlights the importance of sustaining primary balance improvements to anchor
debt dynamics, while maintaining a growth-supportive fiscal stance.

While current conditions remain sustainable, the government's capacity to provide
large-scale support to the financial system in the event of new shocks may be more
constrained than in the past. The Philippines' track record of fiscal management
and ongoing consolidation efforts nonetheless provides a foundation for
addressing these pressures over the medium term.

1.2. External balance and global risks )
Figure 1.3

Current Account Balance

The Philippines' external position remains In USD million

broadly stable, supported by resilient
remittance inflows and improving current

account dynamics. The current account
deficit relative to GDP has narrowed—
from 4.0 percent in 2024 to 3.3 percent in
2025—underpinned by lower trade-in-
goods gap and sustained remittance
inflows from overseas Filipino workers

40,000.0

20,000.0

m2024 m2025

(Figure 1.3). International reserves remain
ample, providing a meaningful buffer
against external shocks, while the BSP's
early warning system results affirm the
country's resilience to currency and debt
sustainability pressures.

0.0 I
-20,000.0 I
-40,000.0
-60,000.0

-80,000.0

Coods Services

-68,863.4 13,872 47393

66,6701 132465 44514 326815

Source: BSP

Outstanding external debt rose by 7.3 percent year-on-year (y-o-y) to US$147.7
billion as of end-December 2025 to support projects and programs for
infrastructure development, social protection, and agriculture and industry sectors.
Global developments—including US tariff measures, geopolitical tensions, and
monetary policy uncertainty in advanced economies—continue to shape capital
flows and financial conditions. These are being closely monitored, though their
impact on the Philippines has so far remained contained relative to regional peers.

The external position nonetheless warrants continued monitoring. Import
dependence and rising external debt increase sensitivity to tighter global financial
conditions, underscoring the importance of maintaining adequate reserve buffers
and prudent external borrowing strategies.

Global developments add to the uncertainty. Trade tensions, tariff changes, and
geopolitical risks (see Box Article 2 on the Impact of the
US-Iran War in Section 4, page 39) continue to weigh on demand and capital flows.
Global growth remains resilient, but risks are tilted to the downside as these shocks
may interact with tighter financial conditions and more limited policy room in
some economies.
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1.3. Trade developments Figure 1.4
Philippine (PH) Merchandise Exports
Trade remains a key channel through Share to Total PH Merchandise Exports,

which global developments influence the in percent
Philippine economy. Electronic products m %Share of Electronic Products _

m %Share of Machinery and Transport Equipment
account for over half of total m%Share of Other Minerals
merchandise exports (F|g ure ]4) %Share of Other Export Commodities

In 2025, the US was the country’s largest 100"

export market, with shipments worth |8%% .
US$13.5 Dbillion ° while exports of |eo% S
integrated circuits to China rose by 11.3

40%
percent, supported by strong demands
for electronics used in Al-enabled
systems and infrastructure. While these | 0%

20%

trade frictions add uncertainty to the D R U LR
. . ope . © o O @© o o
outlook, the financial stability impact on A" 230288821337 380z0a

the Philippines remains limited, mainly
_ Source: Philippine Statistics Authority (PSA) (2025);
supported by broad product-level OSRM calculations

exemptions © on semiconductors and Note: “Other Export Commodities” include Other

agricultural goods. Manufactured Goods, Gold, Coconut Oil, among
others.
By 2025, firms had begun to realign Figure 1.5
operations in response to new US rules  Total Loans and NPL Ratio of UKBs in Key
on origin and transshipment, with Export-Oriented Industries
US-bound component shipments In PHP Billion (LHS); In Percent (RHS)
jumping to 10.8 percent as exporters 2,000 12%
“front-loaded” deliveries ahead of the
19-percent reciprocal tariff introduced 1,600 ¢ 10%
in August.” 8%
1,200
Credit risk o%
800
4%
Weaker export demand can compress 400 »
profit margins in export-oriented firms - 0
and raise the risk of repayment o BN ; = 0%
difficulties. However, recent figures on R
un ald or Overdue Ioans ShOW that these m Nov 2024 Total Loans m Nov 2025 Total Loans
. P - @ Nov 2025 NPL Ratio Nov 2024 NPL Ratio
risks have not materialized. The stock of

H . Source: BSP; OSRM calculation
non-performlng loans (NP!_S) in the Note: “Other Industries” include Mining and
manufacturing sector fell slightly from  quarrying, Accommodation and Food Service
£54.7 billion in November 2024 to  Activities, Transportation and Storage, and
- . Inf ti dcC ication.
£531billion in  November 2025 ~ "ormatenandtommunication
a 2.9-percent decline (Figure 1.5), even as the NPL ratio rose during the same period.

This pattern suggests that banks have been managing their exposure to

5 Following the US (16.6 percent), Japan accounted for US$10.3 billion (14.1 percent), Hong Kong accounted for
US$9.6 billion (13.1 percent), and China accounted for US$9.4 billion (12.9 percent), based on PSA International
Merchandise Trade statistics. In 2025, the US remains the PH’'s largest export partner at US$13.5 billion
(15.9 percent).

¢ Statement by the Department of Trade and Industry in a joint press briefing on US tariff exemptions, as quoted
in Philippine Daily Inquirer.

7 Based on the data from the Semiconductor and Electronics Industries in the Philippines Foundation, Inc.
as of July 2025.
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manufacturers prudently, keeping lending selective and focused on stronger
borrowers.

Across export-oriented industries, however, there are early signs of strain.
From January to November 2025, the average NPL ratio in export-oriented industries
increased by a combined 3.1 percent across agriculture, manufacturing, wholesale
and retail trade, and other export-oriented sectors.

The bottom line

Global trade dynamics have grown more complex, and recent US tariff measures
present material headwinds for trade-oriented sectors. Even so, the Philippine
financial system remains well-capitalized and able to absorb these external
pressures. The expected economic impact, while meaningful, is assessed to be
manageable under current conditions. The Council is monitoring the situation
closely and will continue to coordinate with financial sector authorities to ensure
stability as the global environment evolves.

Beyond trade, the evolving external environment also has implications for how
banks and corporations fund themselves—particularly as global liquidity conditions
and market sentiment become less predictable.

1.4. Short-term and cross-border funding risk

Short-term and cross-border funding risks have become more relevant but remain
contained under current conditions. The main concern is that a more complex
global environment and greater use of short-term foreign funding could amplify
shocks if global liquidity tightens or sentiment turns.

Short-term funding risk

NFCs often use short-term derivative instruments—primarily FX forwards—to
hedge currency exposures on trade-related obligations. These instruments are
effective for managing FX risk, but they require periodic rollovers and are sensitive
to market conditions. During episodes of heightened volatility, the cost of renewing
hedges and rolling over short-term funding rises, while strong demand for
US-dollar liquidity can push funding costs higher. A weaker peso further increases
the debt-service burden of borrowers with unhedged or partially hedged foreign
currency obligations.

Despite these pressures, banks have so far maintained a prudent risk posture.
Adequate capital and liquidity buffers provide room to absorb valuation losses and
higher funding costs linked to peso depreciation or shifts in global risk appetite.
While banks with net foreign currency-denominated liabilities may face
mark-to-market losses when the peso weakens, current assessments suggest that
these exposures are manageable and do not, at present, pose a material threat to
financial system stability.

These short-term funding dynamics are most visible at the cross-border level,
where shifts in the composition of banks' foreign liabilities have increased
sensitivity to global market conditions.
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Cross-border exposures of banks

Cross-border claims and liabilities (represent 8.9 percent and 7.0 percent of the
banking system’s total assets and total liabilities, respectively) such as investments,
loans, deposits, and funding transactions with non-resident counterparties, are an
integral part of Philippine banks' business models, providing access to diversified
funding and investment opportunities. Major counterparties are in the US and the
wider Asia-Pacific region.® These linkages, however, also make banks more
sensitive to changes in global market sentiment, interest rates, and FX conditions.

Vulnerabilities can arise through four main Figure 1.6
channels: counterparty risk, ° valuation  Cross-Border Bills Payable: Composition
risk, ©° liquidity risk, ™ and funding risk. and Contribution to Growth
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Source: Report on Cross-Border Position, OSRM
Calculation

Overall, Philippine banks remain resilient and continue to manage their
cross-border positions carefully. Strong capital and liquidity buffers, together with
more cautious underwriting and funding strategies, help contain the risks from
short-term funding, FX volatility, and shifts in external funding conditions.

8 Cross-border assets and liabilities of banks come from the Report on Cross-Border Financial Position of Banks
(BSP Circular No. 850, series of 2014). This report covers the cross-border claims and liabilities of universal and
commercial banks (UKBs) and their subsidiary thrift banks in relation to non-residents. Starting in 2023, digital
banks are also included. Positions are reported by geographic region or country, sector, and currency, on a solo
basis. Financial assets and liabilities—such as loans and receivables and bills payable—are recorded at amortized
cost or fair value, as appropriate, and classified by counterparty.

9 Banks’ exposures to the non-financial sector have risen in recent periods increasing the concentration of credit
risk among NFCs within offshore portfolios. When banks build up exposures to similar types of borrowers, any
stress affecting that sector can have a larger and faster impact on their overall risk profile.

9 Philippine banks have increased their holdings of mark-to-market securities, raising sensitivity of income and
capital to fluctuations in global interest rates and asset prices. Stress in funding conditions may be amplified
when banks hold similar types of securities, as simultaneous asset sales can depress prices further.

T Cross-border liquid assets grew moderately, and while banks maintain sufficient liquidity buffers, operating
across multiple currencies presents operational challenges.

2 Bills payable has been the main driver of cross-border funding growth since end-2023 until June 2025. This
increase is driven largely by repos, which make up most of banks’ bills payable. Its growth contribution to total
cross-border funding has since fallen to only 1.1 percentage points as of September 2025 (/latest data available).
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SECTION 2: SYSTEMIC RISK ASSESSMENT

Building on the macrofinancial context established in Section 1, this section
examines where vulnerabilities are building up within the financial system —
focusing on unsecured consumer lending, residential real estate, non-financial
corporations, and short-term bank funding.

2.1. Analyzing broad systemic risk vulnerability

Since mid-2022, aggregate credit in the Philippines has been expanding broadly in
line with economic activity, with signs of a modest pickup in credit growth relative
to its recent trend, driven by both the post-coronavirus disease (COVID-19)
pandemic rebound in credit demand and a moderation in overall economic activity.
These dynamics are captured in Figure 2.1 through an enhanced credit growth
(ECG) metric, which tracks acceleration in credit relative to trend.” In particular, the
recent levels of the ECG do not suggest imminent distress, but instead point to a
gradual buildup in cyclical vulnerabilities stemmming from leverage imbalances.

Figure 2.1
Enhanced Credit Growth Metric
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Figure 21 shows that credit growth continues to outpace economic output, signaling rising leverage and
potential vulnerability in the financial system.

BIS=Bank for International Settlements

Source: OSRM calculation

As international and Philippine evidence confirms, sustained credit expansion
beyond economic output often precedes financial stress—making continued
surveillance essential.

¥ The ECG tracks whether lending is growing faster than what the economy can normally sustain. Specifically, it
measures the annualized two-year increase in credit relative to the five-year moving average of GDP. This helps

identify when credit is growing faster than economic conditions, often a sign of financial risk buildup.
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However, the ECG only captures one dimension of systemic risk. A broader
assessment of financial stability requires a multifaceted approach that
encompasses banking sector resilience and macrofinancial vulnerabilities across
different segments. To this end, this report introduces the Systemic Vulnerability
Index (SVI), which provides a complementary snapshot of overall systemic risk in
the Philippine financial system. Using sectoral-level indicators, it measures how
much “heat” is building up across the financial system (Aikman et al., 2017).

Taken together, the ECG and the SVI suggest that while risks remain manageable,
vulnerabilities are becoming more visible in household borrowing, corporate credit
quality, and bank funding structures. Among households, stronger unsecured
consumer lending and growing residential loan exposures point to greater
sensitivity to debt-servicing strains. Corporate credit to leveraged firms has also
grown, and funding risks have risen modestly as parts of the banking system have
become more reliant on short-term funding.

Despite these pressures, the resilience of the financial system has so far been
preserved. Banks remain supported by solid capital and liquidity buffers, and asset
quality has not shown broad-based deterioration. Higher savings among
households and NFCs provide an additional cushion, while risk-taking in domestic
asset markets remains muted and valuations are broadly aligned with
fundamentals. Overall, these conditions continue to underpin financial stability in
the Philippines.

2.2. Analyzing systemic vulnerability across sectors

While risks remain manageable, it remains prudent to assess where vulnerabilities
are becoming more apparent. The following discussion focuses on risk areas
highlighted by the SVI: consumer lending, residential loan exposures, NFC credit,
and banks’ funding structure (Appendix A, Figure A.6).

While the Philippines' household debt-to-GDP ratio and residential loans-to-GDP
ratio (4.3 percent as of Q3 2025) remain the lowest among major Association of
Southeast Asian Nations (ASEAN) peers, the pace of unsecured credit accumulation
warrants monitoring as vulnerabilities can build from a low base (Figure 2.3).
Unsecured borrowing, particularly credit cards and personal loans, has risen to
record highs (Figure 2.2) and is outpacing GDP growth, suggesting that more
households are relying on short-term, higher-cost credit to finance consumption
and big-ticket purchases (see Section 3.2 on page 28).

Nevertheless, several qualitative factors help mitigate the transmission of risks to
banks. Sound risk management practices reduce potential loss severity amid
portfolio expansion. These include strong credit underwriting standards,
repayment structures that minimize delinquency risks, and prudent provisioning
policies.
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Figure 2.2 Figure 2.3
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Figure 2.2 shows that unsecured consumer loans in
the PH have climbed to record highs and are
outpacing GDP growth, raising concerns on the
consumers’ capacity to repay their debts.

Source: BSP, OSRM calculation

Banks' residential loan exposures
continued to grow even as market
conditions become less supportive.
Residential property prices, particularly
in the primary market, have remained
sticky despite weaker demand and
higher vacancy rates. This is most
evident in some major cities, where
residential prices appear stretched,
especially when juxtaposed against
secondary market prices, which remain
subdued amid thinner resale demand
(see Section 3.1 on page 22). This
increases the risk that collateral values
could come under pressure if these
properties are liquidated in a weaker
secondary market. This vulnerability is
more relevant as residential exposures
rise even as loan quality has yet to
recover from the COVID-19 pandemic
(Figure 2.4). However, the residential
loans-to-GDP ratio remains low by

Figure 2.3 shows that PH household debt remains
below ASEAN peers (TH=Thailand, MY=Malaysia,
and ID=Indonesia), despite the continued increase
in unsecured consumer loans.

Note: Values are expressed as percent to GDP.
Source: CEIC, national sources, OSRM calculation

Figure 2.4
Residential Loans Pre- and
Post-COVID-19 pandemic
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Figure 2.4 shows that the residential loans-to-GDP
ratio (red line) continues to rise, and the residential
NPL ratio (blue area) remains above pre-pandemic
levels.

Source: BSP, OSRM calculation

regional standards at 4.3 percent as of Q3 2025, the lowest among Thailand,

Indonesia, and Malaysia.™ This helps limit system-wide risks at this stage (see
Section 3.1).

4 As of Q3 2025, the residential loans-to-GDP ratio of Thailand (30.2 percent), Indonesia (10.2 percent), and Malaysia

(5.1 percent) remain above that of the Philippines, which has consistently recorded the lowest ratio among these
countries since Q4 2021.
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Corporate vulnerabilities have risen as .
. o . Figure 2.5
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funding such as bills payable and Source: S&P Capital I1Q, BSP, PSA, OSRM calculation

interbank borrowings has risen, and

liabilities that can be withdrawn quickly

have increased, modestly raising exposure to rollover and confidence risks. Even so,

these imbalances remain modest and are cushioned by high liquidity coverage

ratios, so they have not yet translated into outright liquidity stress (see Section 3.4).

The risk analysis so far has focused on identifying where vulnerabilities—as
identified by the SVI—currently lie. However, there remains the need to capture
how risk perceptions and narratives evolve over time. This motivates the
introduction of a Systemic Risk Sentiment Index (SRSI) as a real-time,
complementary monitoring tool that provides additional signals from news-based
risk narratives alongside the SVI.

2.3. Integrating risk perceptions into the systemic vulnerability analysis

The SRSI™ is a news-based indicator designed to capture local sentiment from
Philippine media. Using daily news data, the SRSI provides real-time insights as a
complementary monitoring tool to the SVI, offering an additional lens to track
changes in risk expectations that may precede shifts in macrofinancial conditions.

By integrating sentiment measures into the analysis, policymakers gain a more
forward-looking view, which helps them distinguish short-lived, event-driven
shocks from more persistent concerns and interpret movements in the SVI within
the broader context of how risks are being discussed and understood across

> Firms showing early signs of financial stress or “leveraged NFCs" are listed NFCs that exhibit heightened leverage
coupled with liquidity or debt-servicing vulnerabilities. See Section 3.2 on Corporate Credit for a detailed
discussion.

6 The SRSI ranges from 0 to 1, with higher values indicating more negative sentiment. Appendix B provides details
of the SRSI's complete methodology.
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markets and institutions. This strengthens the early detection and monitoring of
systemic risks.

Figure 2.6 shows that the SRSI reached its highest levels during significant
historical episodes of stress, highlighting how negative narratives intensify during
these periods and amplify risk perceptions. For instance, during the 1997 Asian
Financial Crisis (AFC), negative sentiment on external sector imbalances and
financial market volatility rose sharply, consistent with headlines about peso
depreciation, reserve losses, and rising uncertainty.

Figure 2.6
Systemic Risk Sentiment Index
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Figure 2.6 shows that the SRSI peaked during major market episodes of stress, namely the AFC, Global Financial
Crisis (GFC), Eurozone debt crisis, taper tantrum, Chinese yuan devaluation, and the COVID-19 pandemic.
Source: OSRM calculation

The SRSI shows a temporary increase in early 2025, reflecting rising negative
sentiment, especially in the external sector and equities market. Negative
sentiment in the external sector is driven by US tariff-related news and peso
weakness, while equities-focused news reports on declines in the Philippine Stock
Exchange Index (PSEi).”” However, despite notable domestic developments in
Q3-Q4 2025, the index registered only a moderate rise rather than a pronounced
spike. News surrounding flood control issues and fiscal concerns contributed to
risk-related coverage, but easing external trade tensions and NFC profitability
helped temper overall sentiment. As a result, the SRSI indicates that while fiscal
and governance issues gained attention, broader market sentiment remained
relatively contained compared to past systemic stress episodes.

7 Sample external sector headlines include: “Trump stirs tariff pot by issuing fresh threats,” “Trump tariff pledges
pull down peso, stock market,” and “Peso seen plunging to £63:US$1.” For equities-focused news, sample
headlines include: “PSEi, peso fall in mid-week trading,” “PSEi down amid investors' cautious stance, peso
weakens,” and “PSEi sheds amid Trump's new tariff threats; peso flat.”

Page 20
° 9

FINANCIAL STABILITY COORDINATION COUNCIL



2025 FINANCIAL STABILITY REPORT

From a supervisory perspective, such movements serve as early warning signals
that justify closer monitoring, not immediate policy action. The SRSI highlights how
risk narratives evolve over time and how market-based sentiment helps distinguish
short-lived, event-driven shocks from more persistent underlying vulnerabilities.

In sum, this chapter provided an overview of recent developments in the indicators
used to assess systemic risk, drawing on the ECG, SVI, and SRSI frameworks. The
ECG and SVI provide consistent and complementary insights into financial stability,
showing that credit growth relative to output remains an important signal of
leverage risk. Across categories, the SVI shows that risks in the financial sector and
valuation pressures are relatively contained, with most components either
improving or remaining below their historical medians compared to the previous
year. However, overall systemic risk remains elevated, as vulnerabilities persist in
the non-financial sector category where the components—consumer and NFC
credit, residential loans—exceed the threshold. Moreover, the inclusion of
sentiment-based measures through the SRSI further underscores the importance
of tracking market perceptions alongside traditional indicators to better anticipate
periods of stress.

Within this framework, the identification of vulnerabilities in this section should be
understood as mapping potential channels through which shocks could propagate
if they materialize, rather than as a judgment that system-wide resilience has
already been compromised. Where vulnerabilities are elevated or persistent, the
BSP and the FSCC respond by intensifying surveillance, refining stress-testing
scenarios, and engaging with supervised institutions on risk management
practices, with a view to addressing emerging risks in a timely and proportionate
manner.
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SECTION 3: CHANNELS OF SYSTEMICRISKS

Drawing from the macrofinancial context in Section 1 and the vulnerability
indicators in Section 2, this section analyzes the main channels through which
systemic risks could emerge and spread across the financial system.

These channels are potential pathways for shock transmission, not evidence that
resilience has been breached: where indicators and stress-test results show capital
and liquidity below regulatory thresholds, they are treated as elevated
vulnerabilities that warrant closer monitoring rather than signs of systemic stress.

3.1. Valuation pressures
Real estate
pesidential

Residential property prices continued to rise in Q3 2025 despite indications of
weaker demand and a broader slowdown. The Residential Property Price Index rose
by 1.9 percent y-o-y in Q3 2025, driven by the 2.3 percent increase in property prices
in the National Capital Region, specifically houses, which registered a 5.8 percent
increase during the period. In contrast, on a quarter-on-quarter (g-o-q) basis,
overall residential real estate prices declined by 3.8 percent, the sharpest decline
since 2019 (Figure 3.1).

Primary and secondary market prices continued to diverge, signaling potential
risks of overvaluation. Primary market prices of condominium units in Metro Manila
posted a slight decline of 1.6 percent from Q1 2025 to Q4 2025. Over the same
period, secondary market prices dropped at a quicker pace of 3.1 percent on
average, bringing secondary market units 7.0-41.0 percent cheaper than new units.
This price divergence signals potential risks of overvaluation amid thinner resale
demand in high-vacancy segments.

Demand fell to its weakest level in six years.'”® Ready-for-occupancy inventory in the
condominium segment remains substantial, comprising mostly of upper-middle
income and upscale units, which account for 66.0 percent of available stock in
Metro Manila. These properties are mostly located in Quezon City, Ortigas, and Bay
Area. As of end-2025, market estimates indicated that the total supply of
condominium units in Metro Manila would take roughly 42 months to be fully
absorbed by the market (an upward adjustment from the projection of 34 months
in December 2024).

'8 Leechiu Property Consultants Q4 2025 Philippine Market Report
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Figure 3.1
Residential Property Price Index
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Vacancy rates remained elevated amid weaker demand and slower project
completion. In Metro Manila, vacancies were broadly stable at around 25.0 percent
and are expected to stay at that level through 2026 due to condominium
oversupply, while in the Bay Area they hovered near 50.0 percent, reflecting the
sharper impact of the exit of Philippine Offshore Gaming Operators (POGOs).
Developers have responded with aggressive promotions and a more measured
pace of new supply, as well as facing softer demand in the middle-income segment,
which may signal affordability constraints. Rental prices have also remained
relatively flat since the pandemic: after a brief uptick prior to 2024, rents declined
in the second half of 2024 alongside the POGO exit (Figure 3.2).

Figure 3.2
Residential Rental Prices and Capital Values
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Source: Colliers, CEIC

High primary market prices and elevated vacancy rates increase risk of property
price corrections. Capital values of real estate have increased significantly faster
than rental rates (Figure 3.2). Price-to-rent ratios in several areas in Metro Manila
signal a level of overvaluation. While NPLs are broadly seen as manageable (see
the consumer loans discussion in Section 3.2), the risk is that overvaluation may
lead to further corrections and adversely affect underlying values of collaterals for
mortgages. For banks with mortgage exposures, declines in collateral values
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prompt higher provisions for credit losses, acting as a prudential mitigant against
potential losses.

Office

Recovery seen in office real estate markets even as vacancy rates remain high.
Metro Manila’s office vacancy rate eased slightly to 19.8 percent in Q3 2025 from
20.0 percent in the previous quarter and is expected to remain steady until the end
of the year. Vacated spaces declined by around 37.0 percent from Q2 2025 to Q3
2025, while lower turnover and stronger leasing lifted office space take-up.” Office
demand outside Metro Manila, particularly in provincial centers such as Cebu and
Davao, is also gaining momentum. Traditional firms (such as tech, banking, finance,
and government offices) and expansion by outsourcing firms continued to buoy
the office real estate segment amid the exit of POGOs.

Foreign exchange

The peso's depreciation to historic lows raises hedging costs for firms — see
corporate credit discussion in section 3.2 — with unhedged FX liabilities and
increases debt-servicing burdens for foreign-currency borrowers (see short-term
funding risk discussion in Section 1.4). The local currency dropped to a record low
close of #59.22 per US dollar on 9 December 2025 before closing the year at #58.79
per US dollar, around 1.6 percent weaker than the #57.85 per US dollar exchange
rate logged as of end-2024. The weakness of the local currency reflected global
policy uncertainty and domestic headwinds, including weaker-than-expected 2025
GDP outturn of 4.4 percent, which is below the government target of 5.5 to 6.5
percent, and lingering concerns over the flood control controversy (Figure 3.3).

Figure 3.3
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Sources: Bloomberg, OSRM calculation

Within the region, local currencies exhibited diverging trends against the US dollar,
particularly towards the second half of the year. In contrast with the gains posted
by the Malaysian ringgit, Thai baht, and Singaporean dollar, the Philippine peso,
alongside the Vietnamese dong and Indonesian rupiah, suffered declines
amounting to 1.5 percent, 3.1 percent, and 3.7 percent, respectively (Figure 3.4).

® From 17,900 sgm in Q2 to 118,900 sgm in Q3 based on Colliers Philippines Research’ Q3 2025 Property Market
Briefing
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Figure 3.4
ASEAN Currencies vs. USD
Index (1January 2025 =100)
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Equities

The PSEi declined during the year. The PSEi closed the year at 6,052.92, down by 7.3
percent from the previous year's close (Figure 3.5). During the same period, the
Vietnam Ho Chi Minh Index (VNINDEX), Jakarta Composite Index (JCI), and Straits

Times Index (STI) posted gains of 38.2 percent, 20.7 percent, and 21.9 percent,
respectively (Figure 3.6).

Figure 3.5
Philippine Stock Exchange Index
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Figure 3.5.c Trailing 12-months EPS

650

600 l

550 _—‘

500

wn wn wn n mn wmn wn wn n mn wn wn
o (\‘l o~ (\Il (}l o (\Il N N (\'l o N
C el = = > C S5 ()] Q += > [S]
© Q © 3 O o [
3 $ s < s a s 2 & o] z a
Source: Bloomberg
Figure 3.6
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Figure 3.7
Fixed income PH Yield Curve
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pronounced decreases at the short end | _ &5
of the curve (Figure 3.7). The two-year | § 6o
yield declined while 10-year yields | 8 .,
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reflecting the BSP’s interest rate cutting | 2 >0
cycle and investors’ preference for 45
shorter maturities amid market volatility. 40
Sustained long-term yields have Z33FAPNTOREEG
contributed to keeping borrowing costs Tenor
elevated.

Source: Primary Dealer System

Positive developments are supporting the domestic bond market. Philippine peso-
denominated government bonds (RPGBs) have been confirmed for inclusion in J.P.
Morgan’s Government Bond Index-Emerging Markets (GBI-EM) series starting
January 2027. This milestone reflects a series of market enhancements including
Euroclear access for RPGBs, consolidation of benchmark tenors, refinements to the
Primary Dealer System, streamlining of the Tax Treaty Implementation, expansion
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of government securities repo market to non-banks, and the launch of the PHP
interest rate swap market (Bureau of the Treasury, 2025).

These developments are expected to gradually improve secondary market liquidity,

mitigate concentration risks, and strengthen the financial system’s overall
resilience.

3.2. Leverage in the non-financial sector
Consumer loans

The shift toward unsecured consumer credit identified in Section 2 is examined
here in greater granularity, with a focus on portfolio composition, delinquency
trends, and implications for bank asset quality.

As of September 2025, the Philippine
Banking System’s (PBS) total consumer
loans grew by 21.3 percent y-o-y to #3.5
trillion, mainly driven by the robust

Figure 3.8
Consumer Loan Portfolio by Type
Levels in PHP billion, shares in percent

. . m Unsecured Consumer Loans
expansion of unsecured borrowings, mSecured Consumer Loans

which recorded a 31.6 percent uptrend to 4,000

1.7 trillion (47.5 percent of total consumer

loans) over the same period (Figure 3.8). 3,000

This marked the 14th consecutive quarter

of double-digit unsecured borrowings 2,000

growth. As of September 2025, total

consumer loans stood at 12.8 percent of 1,000

GDP, up from 9.7 percent in 2019. Amid

this increase, the Philippines’ share of o

consumer loans to GDP remains modest e & & § &8 § ¢
compared to ASEAN peers, whose oo D .

corresponding ratios range from 152 source:BsSP
percent to 86.8 percent (Figure 3.9).
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Growth in unsecured borrowings was largely propelled by credit card receivables
(CCR) and salary loans. CCR accounted for the second largest share of consumer
loans at 30.9 percent and recorded the fastest growth in the segment over the past
six years.
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Since December 2019, total outstanding CCR roughly tripled to #1.1 trillion. It
continued to grow on the back of increased adoption of cashless payments, which
facilitated ease of access to credit instruments. Transactors continued to
outnumber revolvers (i.e., by a factor of 1.8x as of June 2025). However, the number
of revolvers grew at a faster rate on average from 2022 onward.?° The growth of
unsecured borrowings was also driven by salary loans, which have been posting
sharper increments over the past two quarters (Figure 3.10).

Share of secured borrowings to total consumer loans narrowed by 18.1 percent vis-
a-vis pre-pandemic levels as unsecured borrowings continued to grow at a faster
rate. Despite this decline, the share of secured borrowings remained sizeable,
largely anchored by residential real estate loans (RRELs), which comprise roughly
two-thirds of secured consumer loans. Moreover, RRELs registered the second
largest expansion among consumer segments in the last six years, accounting for
25.6 percent of consumer loan growth since 2019. (Figure 3.10).

Overall, delinquency metrics recovered from pandemic levels, albeit still elevated
for secured borrowings. Consumer loans posted an NPL ratio of 5.4 percent as of
September 2025, a significant reduction from the peak of 9.9 percent recorded in
September 2021, but still higher than the 4.1 percent NPL ratio recorded in
December 2019. NPL ratio for unsecured products has not only recovered from
pandemic peak but is now lower than its 2019 figure. Notably, banks have set aside
enough cover for bad credit card loans with a coverage ratio of 108.3 percent,
reflecting proactive risk management practices under the expected credit loss
(ECL) framework. As for secured borrowings, NPL ratio remains higher than pre-
pandemic levels (Figure 3.11). The fast-paced growth of unsecured lending and
elevated NPL ratio for secured borrowings necessitate careful oversight.

Figure 3.10
Secured and Unsecured Consumer Loans

Figure 3.10.a. Unsecured Borrowings
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20 Transactors are credit card users who pay balances in full. Revolvers pay less than the total amount due and
incur interest charges.
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Figure 3.10.b. Secured Borrowings
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Figure 3.1
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Expansion in consumer loans outpaced household income. From 2021 to 2025,
consumer loans grew at a yearly pace of 15.7 percent, with unsecured credit rising
even faster at 27.7 percent.? In contrast, household final consumption expenditure
only grew by 5.8 percent over the same period. Apart fromn demographic factors
(e.g., young working class), the uptrend in unsecured lending segment reflects
banks’ shift toward higher-yield products,? likely to support interest income amid
the accommodative monetary policy environment. While this signals genuine
financial inclusion gains, it also introduces new debt-servicing vulnerabilities that
require monitoring.

It remains to be seen whether the significantly faster pace of loan growth relative
to income will result in deterioration of asset quality. If left unchecked, this

2 Consumer loan and unsecured credit growth figures for 2025 are based on January-September data.
22 Cigaral (2025). ‘Philippine banks seen resilient amid consumer, graft risks.! Philippine Daily Inquirer.
https://business.inquirer.net/573256/ph-banks-seen-resilient-amid-consumer-graft-risks
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imbalance could heighten households’ sensitivity to economic shocks and increase
the likelihood of spillovers to the banking system.

Corporate credit

NFC leveraged exposures® continued to rise and remained concentrated among
major conglomerates operating in key sectors. As of Q3 2025, NFC leveraged
exposures reached #4.8 trillion, equivalent to 60.0 percent of total NFC debt and
21.2 percent of nominal GDP (Figure 3.12). * These exposures are highly
concentrated among major conglomerates with business segments in key sectors.
Real estate accounts for the largest share at around 27.8 percent of total
conglomerates’ leveraged exposures,® followed by power, energy, and oil at about
24.3 percent, while information, communication, and technology contribute
another 18.1 percent (Figure 3.13). The remaining exposure is distributed across
manufacturing, construction, retail trade, and other sectors. Given this
concentration, a significant adverse development in any of these major sectors
could heighten corporate vulnerabilities and transmit pressures more broadly to
the financial system.

Large conglomerates face a sizeable wall of upcoming maturities and FX
obligations. About #1.6 trillion — or 22.7 percent of conglomerate debt - is scheduled
to mature between 2027 and 2029, alongside sizable foreign-currency exposures,
with US dollar-denominated debt averaging 37.6 percent of conglomerate debt
over the next five years (Figure 3.14). While corporates have so far met refinancing
needs through a mix of bond issuances, bank funding, and internal liquidity,
refinancing and FX-related risks warrant close monitoring given the scale and
currency composition of upcoming maturities.

Figure 3.12 Figure 3.13
NFC Leveraged Exposures Conglomerates' Leveraged Exposures
by Sector
as of Q3 2025
Other NFC Debt Other Sectors,
. 9.4%
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Source: S&P Capital IQ; OSRM calculation Source: S&P Capital IQ; OSRM calculation

% Leveraged exposures refer to the aggregate amount of debt held by listed NFCs that exhibit heightened leverage
coupled with debt-servicing or liquidity vulnerabilities. Note that this methodology provides a limited view of
the firm's risks and should not be considered as a substitute for a comprehensive firm-level risk assessment.

24 Excludes project finance exposures.

% Leveraged exposures on a per NFC basis still includes exposures on project finance. This is due to: (1) BSP's data
on project financing is on a bank level rather than per individual firm or conglomerate. (2) S&P Capital 1Q, FS,
and bond prospectuses of these leveraged firms do not explicitly identify debt for project finance as the purpose.
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Figure 3.14
Maturity of Corporate Debt of Top 15 Conglomerate Groups
As of Q32025
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Business and consumer sentiment point to a more cautious operating
environment for NFCs. Business confidence? was more optimistic in Q4 2025,
supported by seasonal activity and operational improvements, although firms
continued to cite high interest rates as a constraint. The year-ahead outlook has
become less optimistic as firms express caution over demand prospects, inflation,
governance concerns, currency movements, and the possibility of an economic
slowdown. Softer consumer sentiment?’ reinforces this cautious view. Although
recent reductions in policy rates may help ease repayment pressures for corporates,
the buildup of leveraged exposures could heighten financing vulnerabilities amid
softer growth prospects, geopolitical tensions, and tighter external conditions.

3.3. Financial sector exposure

Banking system Figure 315

. . . . . UKB Capital Adequacy Ratios
Lending activity sustained its upward P quacy

trajectory, underpinned by the banking WUKE  mDSIBs = Nom.DSIBs
system’s solid capitalization, adequate 250

provisioning, and continued compliance 208 210
with prudential standards. As of September 200

2025, the PBS maintained a robust capital | . o

adequacy ratio (CAR) of 16.1 percent. UKBs, | §

which account for 90.6 percent of PBS’ total “g 100

qualifying capital (TQC), posted a CARof 159 | ~

percent, providing ample capacity to absorb 5.0

potential shocks (Figure 3.15). Moreover,

asset quality remained manageable with 0 Te o & § 0w o 9
the PBS NPL ratio at 3.3 percent as of A T g
November 2025, broadly in line with its °© o6 8 6 68 o6 @

recent historical average of 3.4 percent. Note:BSP CAR regulatory threshold =10 percent
Effective provisioning enabled banks to S°urce:BSPOSRMcalculation
sustain a comfortable NPL coverage ratio of 94.9 percent.

26 BSP. (2025, December 31). Business Expectations Survey Report, 4th Quarter 2025. https://www.bsp.gov.ph/
27 BSP. (2025, December 31). Consumer Expectations Survey Report, 4th Quarter 2025. https://www.bsp.gov.ph/

Page 31
° 9

FINANCIAL STABILITY COORDINATION COUNCIL


https://www.bsp.gov.ph/
https://www.bsp.gov.ph/

2025 FINANCIAL STABILITY REPORT

However, vulnerabilities in certain sectors warrant continued monitoring. Sector-
specific pressures — including persistently high vacancy rates in real estate, the
effects of global trade policies on manufacturing, and the elevated risk profiles
inherent in project finance within the utilities sector — underscore the need for a
holistic surveillance approach. The growing role of NBFls in the Philippine financial
system — particularly in financial intermediation - likewise gives rise to the buildup
of leverage and liquidity risks through common exposures and funding linkages
with banks. Despite these vulnerabilities, stress test?® results indicate that D-SIBs
remain above the 10-percent regulatory capital threshold when a severe but
plausible shock materializes in credit card receivables, residential real estate loans,
and exposures to any of the largest domestic conglomerates.

Non-bank financial institutions

In the Philippines, NBFIs represent roughly 17.1 percent of the total financial system.
Collectively, the Government Service Insurance System (GSIS) and the Social
Security System (SSS), and private insurance companies account for 84.1 percent of
NBFI assets in the Philippines (Figure 3.16).

Figure 3.16
Composition of NBFls

H Private Insurance Sector mGSIS mSSS BSP-Supervised NBFIs with QBs

The diverse composition of the NBFI sector exposes the banking sector to different
types of risks, particularly valuation and leverage risks. As large institutional
investors, GSIS and SSS have substantial holdings of government securities. These
may yield valuation gains in periods of declining interest rates but may also expose
the funds to repricing risks in periods of market volatility or adverse sentiment.
NBFIs contribute to financial inclusion but also introduce leverage risks. As
intermediaries serving broader and often riskier segments, they fund lending
through bank credit and market-based financing, amplifying system-wide
leverage. While banks still account for about 78.8 percent of household debt,
business-to-many credit-granting NBFIs - including non-BSP-regulated entities —
are among the fastest-growing segments. Global policymakers have pointed out
that NBFIs can amplify stress in financial systems and warrant further monitoring.

100.0%

75.0%

50.0%

Percent share to total

25.0%

0.0%

2019
2020
2021
2022
2023
2024

Sources: IC, SSS, GSIS, BSP

28The assumed 20-percent write-off results in (i) a 20-percent decline in TQC due to loss recognition and (ii) a
corresponding reduction in risk-weighted assets arising from the write-off of the affected exposures.
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Data gaps understate the financial sector’s exposure to NBFls, resulting in an
incomplete assessment of the segment's potential to amplify systemic stress.
While risks associated with NBFIs’ size and growth remain largely contained, more
granular data is required to fully scope segments. The FSCC has ongoing initiatives
to narrow data gaps on NBFIs to strengthen forward-looking surveillance on the
segment.

3.4. Funding and liquidity risks

Short-term funding and maturity mismatch

Section 1 identified a shift in banks' funding composition toward short-term
wholesale sources. This section examines the implications of that shift for systemic
liquidity risk.

Loan growth has outpaced deposit growth, with UKB deposits rising by 7.0 percent
y-0-y versus 8.8 percent for loans as of September 2025, and by 8.0 percent versus
10.4 percent on average over the past three years, reflecting the ongoing
post-pandemic recovery in lending. Even so, funding conditions remain anchored
on a stable deposit base: demand and savings accounts dominate, retail and
wholesale deposits grew by 6.9 percent and 7.2 percent y-o-y and account for 48.5
percent and 51.5 percent of UKB deposits, respectively, and non-operational
wholesale deposits—typically more flight-prone—represent only about one-fifth of
total deposits (21.1 percent, broadly unchanged from 20.7 percent a year earlier).

Overall, funding and liquidity risks remain manageable. UKB liquidity coverage and
net stable funding ratios are comfortably above the 100.0-percent regulatory
minimum at 181.3 percent and 136.7 percent, respectively, indicating robust
short- and medium-term liquidity buffers.

3.5. Resiliency

Banks' resilience to emerging risks is underpinned by a robust framework of
prudential regulations, macroprudential tools, and institutional safeguards to keep
vulnerabilities within manageable levels. For real estate exposures, the BSP's
sectoral concentration limits cap UKBs' real estate loans at 25.0 percent of total loan
portfolios, while the Real Estate Stress Test Limit requires banks to maintain CETI1
and CAR above regulatory minima even after a severe 25.0 percent write-off
scenario. Declines in collateral values feed into higher ECL, reinforcing banks’ loss-
absorbing capacity.

Risks from the expansion of unsecured consumer credit are mitigated by banks’
adherence to credit risk management and ongoing supervisory oversight. Banks
have strengthened underwriting standards, portfolio reviews, and collection
systems, complemented by digital repayment tools and flexible arrangements that
support borrowers’ capacity to pay. These measures keep unsecured consumer
credit risks manageable.

Concentration risks from conglomerate exposures are buffered by strong capital
positions and prudential limits. Stress test results show that banks can absorb

severe losses from common borrowers or sectoral exposures without breaching
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regulatory capital requirements. Intra-group monitoring and concentration limits
such as single-borrower and large exposure limits, help contain any buildup of
concentration risks, while supervisory colleges enhance oversight of
interconnected exposures within financial conglomerates.

For NBFIs and funding risks, the regulatory perimeter is similarly well-defined. The
Insurance Commission's Risk-Based Capital (RBC) framework enforces a minimum
RBC ratio of 100 percent and imposes escalating levels of regulatory intervention.
The PDIC's increase in deposit coverage from #500,000 to 1 million effective
15 March 2025, further bolsters confidence, covering 98.7 percent of all deposit
accounts, which significantly reduces systemic liquidity dislocations
(see Box Article 1).

Taken together, the channels reviewed in this section — valuation pressures, rising
leverage, concentrated exposures, and funding structure shifts — point to a system
that remains resilient but is operating with less margin for error than in prior years.
Section 4 examines how financial sector practitioners perceive and prioritize these
risks.

Box Article 1: Strengthening confidence, securing stability: a new era of

depositor protection

Bank deposits are
more protected | e
by PDIC! w : “Deposits are '\::“'e

\ . 21 Million per S —

———

The PDIC raised the maximum deposit insurance coverage (MDIC) from 500,000 to P1 million
per depositor, per bank, effective 15 March 2025. This steered a new era of depositor protection
since the last adjustment in 2009.

Deposit insurance refers to the maximum amount of a depositor’s money in an insured
bank that is guaranteed by the PDIC. It serves as an important safeguard that protects
depositors against the loss of their insured deposits should a bank be unable to meet its
obligations. In the Philippines, the deposit insurance scheme underpins public confidence
in the banking system by assuring that depositors’ hard-earned savings are protected even
in the unlikely event of a bank failure. This protection is provided at no cost to depositors, as
premiums are paid by member banks, reflecting a shared industry commitment to systemic
stability and depositor trust.

The new coverage limit at 1 million significantly strengthens the financial safety net.
Based on PDIC data as of end-June 2025, the enhanced MDIC fully protects 98.7 percent of
all deposit accounts in the banking system, up from 97.6 percent fully covered in 2024. In
value terms, #5.05 trillion in deposits, representing 24.6 percent of total deposits, are fully
protected, a significant increase compared with 18.4 percent before the MDIC adjustment.
This substantial expansion ensures that a greater share of household and business deposits
are fully covered, enhancing depositor confidence in saving in banks. Aligned with best
practices in setting deposit insurance coverage, the new MDIC was set sufficiently high to
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protect the vast majority of depositors, yet adequately low enough to preserve market
discipline among larger depositors, who are expected to be more financially knowledgeable
in avoiding being exposed to potential losses.

The increase was approved by the PDIC Board of Directors under its statutory authority to
adjust the coverage limit without requiring approval from Congress, allowing timely policy
responses to evolving financial and economic conditions. In determining the new
threshold, the PDIC carefully considered inflation and GDP per capita and conducted in-
depth studies in collaboration with the World Bank Group to benchmark against
international best practices.

By aligning with global standards and adapting proactively to domestic economic realities,
the PDIC reaffirms its core mission: to safeguard depositors, strengthen public confidence,
and promote financial stability. The enhanced deposit insurance coverage stands as a
powerful symbol of assurance that inspires confidence in the continued resilience of the
Philippine banking system.

Source: PDIC
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SECTION 4: SALIENT RISKS TO THE
FINANCIAL SYSTEM

The vulnerabilities identified in Sections 2 and 3 find broad confirmation in how
financial sector practitioners and regulators perceive systemic risk.

The semi-annual Survey of Salient Risks aims to assess stakeholders’ perception of
risks that may affect the Philippine financial system in the short-term (up to the
next 12-24 months) and the medium-term (around three to six years). The June
2025 Survey focused on the perception of FSCC-member agencies® as financial
regulators, while the October 2025 Survey engaged financial institutions and other
market participants.®

4.1. June 2025 survey results

The FSCC agencies ranked 12 categories of risks and placed market volatility at the
top of their near-term concerns. This reflects the close connection between swings
in the Philippine stock market and economic policy uncertainty. Agencies also
pointed to policy uncertainty in general, as well as early signs of stress in banks.

These risks are mutually reinforcing, consistent with the spillover and contagion
dynamics discussed in Section 3. Other issues included geopolitical tensions, fiscal
challenges, and technology-related threats, especially those linked to rapid
advances in artificial intelligence (Al).

To address these risks, agencies highlighted ongoing efforts spanning derivatives
regulation, capital flow monitoring, cyber-resilience, and green finance —
reflecting active use of macroprudential and supervisory tools.

4.2. October 2025 survey results

The respondents rated their level of concern across multiple risk areas (Figure 4.1),
which produced three leading themes: (1) cyberattacks on financial institutions, (2)
loan delinquencies, and (3) loss of confidence in banking institutions.®

Cyber risk emerged as the top concern. Respondents noted that cyberattacks are
evolving quickly—fueled by Al—and that smaller institutions tend to be more
vulnerable.

2 The participating agencies include the BSP, DOF, SEC, IC, and PDIC.

30 A total of 146 respondents participated in the survey, comprising 136 from BSP-supervised institutions, three
from insurance companies, five from NFCs, one industry association, and one from the academe. No responses
were received from market analysts.

31 The survey used 1-5 rating scales (from lowest to highest) for the level of concern over each risk area. Average
scores were calculated according to the total number of responses per rating, so each risk’s score reflects both
how high it was rated and how many respondents selected that rating.
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Figure 4.1
Perception of Risks
Average Level of Concern (1to 5 scale)
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Note: Respondents were asked to rate their level of concern over the next 12 to 24 months regarding various risks
or sources of uncertainty that could affect the stability of the Philippine financial system and to provide a brief
explanation why they consider these risk areas as concerning.

Loan delinquencies—especially in unsecured household credit (see Section 3.2)—
were seen as growing sources of credit strain. Concerns about confidence in the
financial system appeared as well, reflecting worries about liquidity stress and the
possibility of contagion.

The survey also captured emerging risks, with climate and environmental risks (17.0
percent), governance issues (9.4 percent), and technology/digitalization risks (7.6
percent) most frequently mentioned.*

Across both the near- and medium-term, respondents viewed cyber and credit
risks as having relatively high impact and high likelihood (quadrant | of Figure 4.2).
Global and regional geopolitical tensions, as well as domestic political events, also
appeared in the same high-impact, high-likelihood quadrant. While this reflects
the risk assessment captured in the October 2025 round, Box Article 2 draws on
more recent data to examine the potential implications of the US-lran War for
Philippine financial stability.

Overall trends remain broadly consistent across the near- and medium-term. For
example, household debt burden and geopolitical risks have moved toward higher
impact scores while lower purchasing power has shifted toward lower likelihood
ratings.

32 Open-ended responses were grouped into themes, with each response assigned to a main category (refer to
Appendix C). The percentage shown for each risk represents its share to total responses.
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Figure 4.2
Perceived Risk Magnitude and Likelihood in the Near-term
Normalized Scores
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Note: Respondents were asked to rate the various risks or sources of uncertainty in terms of the magnitude of
their impact on the financial system as well as their likelihood of occurrence in the next 12 to 24 months.
Respondents were asked to identify additional risks or sources of uncertainties not mentioned in the survey group.

Box Article 2:
US-Iran War: initial analysis on the implications

for Philippine financial stability

As of this writing (06 March 2026),** this box presents a preliminary analysis of the emerging
US-Iran War and its potential implications for Philippine financial stability.

Global scenario
Box Figure A
Dubai Oil Prices

Escalating US-lran tensions have pushed
in USD/barrel

global oil prices higher as markets priced in oil

s.upply dlgruptlons anq a higher geopoll.tlcal 80.0 28 Feb 206: US.lsrael launch
risk premium (Box Figure A). The Strait of major attack on Iran
Hormuz—through which around one-fifth of | ./
global oil consumption flows—has become a

OnR ang q 06 Feb 2026: New US-Iran |
critical vulnerability. Following the late- . negotiations begin |

February US-Israel attacks on Iran, crude prices
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As financial markets re-priced oil-related tail
risks, investors shifted toward safe-haven
assets such as US treasuries, gold, and the
dollar), while risk-off sentiment weighed on
global equities and emerging market assets.
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Immediate effects on the ASEAN region

This deterioration in global risk sentiment spilled into ASEAN financial markets. Equities,
bonds, and currencies have all come under strain, with regional currencies broadly
weakening, despite differences in energy import dependence (Box Figure B).

For the Philippines, risk-off sentiment has been most evident in government securities,
where rising yields were accompanied by foreign capital outflows (Box Figure C). These
developments have added pressure on the exchange rate as global investors repositioned
toward safer assets.

Box Figure B Box Figure C
USD/LCY, ASEAN-5 PH Foreign Flows and Yield Movements
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The Philippines’ primary exposure runs through two interlinked channels: imported
inflation from higher crude oil prices and a widening current account deficit amplified by
currency pressures. Around 99.0 percent of the country’s crude oil imports come from the
Middle East (Department of Energy, 2025). Although the Philippines does not import crude
directly from Iran, concentrated sourcing means any disruptions to Gulf production can
quickly raise domestic fuel costs. This channel is expected to be felt more immediately than
during the Russia-Ukraine war given the high share of Middle Eastern crude in the import
mix.

Higher fuel and transportation costs raise the import bill and could widen the current
account deficit, which stood at 3.6 percent of GDP or US$12.5 billion as of Q3 2025. A weaker
peso amplifies this by increasing the peso cost of oil and other dollar-priced imports.
Overseas Filipino workers (OFWs) remittances (US$35.6 billion in 2025) help cushion the
impact of these shocks, but links to affected Middle East economies still pose some
potential risks. The Middle East remains a major employment hub, with 49.0 percent of
OFWs deployed in the region. Saudi Arabia and the UAE are the two largest host countries
(21.9 percent and 12.4 percent of total OFW deployment, respectively), followed by Kuwait
(6.3 percent) and Qatar (5.3 percent). In 2025, remittances from the Middle East reached just
below US$6.5 billion, accounting for 18.2 percent of total remittances.

While OFWs in Israel and Iran remain limited (estimated in the tens of thousands),
escalation affecting Gulf airspace, maritime routes, or economic activity could pose broader
risks given the concentration of Filipino workers across Gulf Cooperation Council markets
and their importance as a source of household income.
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The extent of spillovers depends largely on how long the conflict persists. A prolonged Strait
of Hormuz closure could push oil prices to US$200/bbl, risking recessions in major advanced
economies and triggering second-round effects on Asian exports and capital flows. Foreign
reserves and prudent FX intervention serve as important buffers. The key uncertainty for
financial stability is how macrofinancial pressures—compressed real incomes, tighter
external balances, and heightened uncertainty—ultimately transmit to the balance sheets
of banks, corporates, and households.

What this means for Philippine corporations and banks

Business relationships between Philippine firms and Middle Eastern counterparties were
mapped to assess possible spillovers. The analysis identifies a small group of Philippine
companies (primarily from utilities, industrials, IT, consumer staples, and financial sectors)
at the center of bilateral networks (Box Figure D). Disruptions affecting their Middle Eastern
partners could adversely impact operations.

The network also shows indirectly connected domestic firms that rely on these critical links
and are susceptible to second-round effects. Disruptions can propagate through supply
chains and customer relationships, extending impact beyond initially exposed sectors.

Box Figure D
Bilateral Transactions between
Middle East and Philippine Firms
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through imported inflation, a wider the domestic suppliers and customers of orange nodes.

current account deficit, and tighter

external financing conditions, which could weigh on growth and raise credit risks if
sustained. Direct banking exposures to the region are small, and macrofinancial buffers—
including sound bank capitalization, comfortable reserves, and an active macroprudential
framework—provide resilience against immediate systemic stress.
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4.3. Summary of survey perspectives

In sum, the June and October 2025 survey results broadly reinforce the FSCC's
quantitative risk assessment. Cyber threats, credit delinquencies, and potential
confidence loss — all of which align with vulnerabilities identified in Sections 2 and
3, and survey findings in this section — emerge as the top near-term concerns. The
convergence of regulator and practitioner views on these risks strengthens the
case for the coordinated policy response outlined in Section 5.
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SECTION 5: CONCLUSION AND
POLICY IMPLICATIONS

Staying ahead of emerging systemic risks and vulnerabilities has been the priority
of the FSCC. By further enhancing the systemwide monitoring, assessment, and
coordination, the FSCC aims to safeguard the stability of the Philippine financial
system.

Overall, the balance of risks is manageable, but continued vigilance is warranted.
These risks arise mainly from increasing debt levels of firms and households. So far,
these risks have not materially affected banks’ balance sheets. Maintaining a sound
macrofinancial environment is a prerequisite.

Equally important is understanding more clearly where risks are building up, how
prevailing uncertainties (including low-probability but high-impact tail events) can
be quantified, and how they might spread through different channels in the
financial system. This means not only assessing whether credit trends may call for
macroprudential tools but also examining how risks can be transmitted through
conglomerate structures, concentrated exposures, and the way authorities
coordinate their response when problems emerge. These considerations have
motivated the FSCC's ongoing work on NFCs, efforts to close data gaps on NBFls,
and the development of an operational playbook under the SCM framework.

5.1. Transmission of macrofinancial conditions to adverse growth scenarios

The identified channels of systemic risk in Section 3, which span household and
corporate balance sheets, asset valuations, funding structures, and external and
fiscal conditions, help explain the Growth-at-Risk (GaR) results. While these risks
remain manageable under current conditions, they can deepen the impact of
shocks when they materialize. The GaR framework translates this constellation of
vulnerabilities into downside risks to future growth. It shows how shocks
transmitted through these channels can shift the lower tail of the growth
distribution and raise the likelihood of adverse growth outcomes.

The relationship between macrofinancial vulnerabilities and future economic
growth is weak during normal times yet significant during adverse scenarios. This
relationship is strongest in the negative extremes, where heightened
macrofinancial vulnerabilities amplify the severity of downturns and raise growth
“at-risk”.

GaR is a concept and methodology popularized by Adrian et al. (2019) to establish
and quantify the relationship between macrofinancial vulnerabilities and
economic outcomes.** This framework derives a range of possible future GDP
growth outcomes based on what macrofinancial conditions indicate. Applying the

3*The Adrian et al. (2019) methodology, introduced in their paper “Vulnerable Growth,” is the foundation of the
GaR concept. By applying quantile regression, it captures how financial vulnerabilities amplify downside risks,
particularly in the lower tail of the distribution (e.g., the 5th percentile), while upside risks remain relatively stable.
See Federal Reserve Bank of New York, Liberty Street Economics, “Vulnerable Growth,” for an article version of
the paper.
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methodology to the Philippine context, we arrive at a similar conclusion: when
financial conditions are tight and credit growth is excessive, downside risks to
future GDP growth widen. In contrast, when these macrofinancial conditions are
benign, downside risks are relatively smaller.

To illustrate, Figure 5.1 shows the conditional distribution of future GDP growth at
two periods with differing macrofinancial landscapes. In Q2 2022, financial
conditions had only begun transitioning from accommodative to a much tighter
stance. At the same time, the flow of credit to the real economy was still recovering
from the impact of the pandemic. As a result, downside risks were much smaller at
that point in time relative to the current environment. Graphically, the distribution
shifts to the left, indicating that highly unlikely but extremely adverse scenarios (i.e.,
events with a 5.0 percent probability of occurring) would have a deeper negative
impact in the current environment than what was anticipated in Q2 2022.

Figure 5.1
Conditional Distribution of Future GDP Growth
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Overall, the GaR analysis equips the FSCC with a complementary tool to identify
and assess how the buildup of cyclical systemic risks could amplify downturns in
the real economy. It is best used alongside other macroprudential tools so
authorities can form a more holistic view of the country’s macrofinancial conditions
and the vulnerabilities it faces over time.

5.2. Macrofinancial soundness as the first line of defense against systemic
risk

The Growth-at-Risk analysis shows how current macrofinancial conditions shape
the distribution of future growth, including the likelihood of severe downside
outcomes. This highlights why maintaining a sound macrofinancial environment

Page 43
° 9

FINANCIAL STABILITY COORDINATION COUNCIL



2025 FINANCIAL STABILITY REPORT

remains the first line of defense against systemic risk. The FSCC, together with
member agencies, supports the maintenance of sound fiscal and monetary
conditions—including manageable debt levels, anchored inflation expectations,
and adequate external buffers—that provide room to respond should downside
risks materialize.

5.3. Advancing microprudential oversight

While a sound macrofinancial environment reduces the likelihood and severity of
shocks, rigorous supervision of individual banks and financial institutions remains
essential to ensuring that institution-level vulnerabilities are identified and
addressed before they accumulate into systemwide stress. Ongoing examination
of banks' asset quality, capital adequacy, liquidity positions, and risk management
practices—complemented by targeted stress testing—reinforces the foundation
upon which macroprudential tools such as the CCyB operate most effectively.

5.4. A countercyclical capital buffer framework for the Philippines

The macroprudential stance continues to focus on keeping the financial system
resilient as credit grows. As part of this, the CCyB framework is being
operationalized as a policy tool. In simple terms, the CCyB is a releasable capital
cushion that banks maintain during normal times, and build up when lending is
growing strongly, so they have extra protection and can keep supporting the
economy when conditions become more difficult. When the cycle turns and the
economy slows, this buffer can be lowered to help banks absorb losses and reduce
the risk of a sudden pullback in credit.

To decide on the appropriate CCyB level, authorities look at indicators such as the
gap between credit-to-GDP ratio and its trend and the ECG measure
(see Section 2.1 on page 16), together with broader measures of vulnerability and
key banking indicators and then apply qualitative assessment on top of these
signals.

With total credit currently expanding at a solid pace, as reflected in the
ECG indicator (Figure 2.1, Section 2.1 on page 16), moving ahead with the CCyB
framework would help manage the risks from rapid growth in lending while
keeping credit available to households and firms during a downturn. Any future
CCyB decisions will follow a clear and structured process and will be explained to
the public, including the context that prompted the decision, how conditions were
assessed, and what actions were taken, as part of broader efforts to communicate
systemic risks and resilience. Box Article 3 in this section highlights the key features
and recent progress of this framework, which aims to strengthen financial stability
by building safety buffers during periods of strong credit growth.
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5.5. Non-financial corporations scoping

The FSCC is further studying NFCs and the conglomerate structure of the
Philippine economy. While domestic banking indicators remain stable, contagion
risks stemming from conglomerates remain a concern given tighter linkages
between banks and corporates. The scoping exercise supports a more granular,
data-driven approach to identifying and designing potential macroprudential
tools, including systemwide buffers such as the PN CCyB.

This scoping work complements the PN CCyB by reducing the reliance on perfect,
real-time measurement of corporate leverage and interconnectedness.
Maintaining a releasable capital buffer provides a systemwide backstop that can be
drawn down if risks that were not fully visible due to NFC data gaps (e.g., hidden
intragroup leverage and guarantees) materialize into stress and threaten to impair
credit supply.

Box Article 3:

Enhancing the countercyclical capital buffer framework

The CCyB is a macroprudential tool that strengthens the resilience of the banking system
over the financial cycle. It requires banks to allocate capital during periods of rising
vulnerabilities so that they have greater loss-absorbing capacity when conditions
deteriorate. This, in turn, supports the continuity of credit to households and firms during
periods of stress.

In broad terms, the CCyB operates by linking bank capital requirements to indicators of
cyclical systemic risk. When credit and leverage are building up and when signs of
overheating in asset or funding markets emerge, the CCyB can be raised. Conversely, when
risks materialize or macrofinancial conditions weaken, the buffer can be reduced or
released to help banks absorb losses and maintain the flow of lending to the real economy.

Some central banks have adopted a PN CCyB—a buffer that is kept in normal conditions. A
releasable buffer gives banks the flexibility to use part of their capital during stressful times,
helping them continue lending to households and businesses. During the COVID-19
pandemic, countries with active CCyB frameworks were better able to sustain lending.
Meanwhile, those that had a zero rate had limited flexibility to ease pressures on credit.

How the buffer works
A typical PN CCyB framework has three main components:

e Activation (PN Rate). The PN rate is kept in place during standard conditions.
It serves as a permanent layer of protection, ensuring that banks always have a buffer
for release when conditions deteriorate.

e Buildup (Cyclical Add-On). The CCyB can be raised above the PN rate when credit
growth rises too quickly, vulnerabilities buildup, or both.

e Release. The buffer can be lowered or released when the financial system faces
stress and banks need to free up capital to keep lending. Indicators such as NPLs,
payment delays, and other macrofinancial stress signals inform these decisions.

While the process is structured, it is not automatic; decisions will always involve informed
policy judgment.
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Indicators that guide the CCyB

The CCyB framework is supported by a transparent and time-consistent indicator system.
Two indicators serve as the basis for assessing when to adjust the buffer:

e The ECG metric, which captures how fast credit is expanding relative to economic
activity over a two-year period. Because it reacts faster than the credit-to-GDP gap,
it helps detect early acceleration.

e The credit-to-GDP gap, which captures slow-moving financial cycles and serves as
a long-term reference for leverage buildup.

Readings from these two indicators are supported by a broader set of indicators, including
results from the composite systemic stress index and key banking indicators, such as on
profitability, capital, and asset quality. The index aggregates ECG,
current account balance-to-GDP, house price growth, and equity price growth. These
indicators have shown a strong ability to signal rising vulnerabilities ahead of a crisis based
on empirical studies.

Decision-making process
The adoption of a PN CCyB follows a clear and consistent process when making decisions.

e Assess credit conditions. The central bank reviews credit expansion and leading
indicators for signs of vulnerability buildup.

e Evaluate banks’ capacity. This includes looking at whether banks have enough capital
and profits to comfortably meet a higher buffer if needed.

e Review supporting indicators. Additional data and insights are examined, and
policy judgment is applied to understand whether conditions truly call for an
increase—or whether it is better to hold steady.

e Decide on the policy action. Options include keeping the PN rate, increasing the CCyB,
adjusting the phase-in period, and deciding on a full or partial release. When signals
are mixed, the BSP may choose to reassess in the next review cycle.

This step-by-step approach ensures that decisions are transparent and grounded in both
data and sound judgment.

Communication is crucially important

Decisions on the adoption of a PN CCyB will need to be communicated through
press releases, circulars, and the Financial Stability Reports. This commmunication will explain
the main factors behind the decision, helping the public and market participants
understand the rationale.

Over time, the PN CCyB will work alongside other macroprudential tools, such as
stress tests, sector-specific capital measures, and borrower-based regulations,
to strengthen the resilience of the Philippine banking system.

5.6. Addressing non-bank financial institutions data gaps

The FSCC is addressing NBFI data gaps in line with Financial Stability Board
recommendations to take an integrated approach to managing potential NBFI
risks. Strengthening data collection is a key priority to better profile NBFls and
guide policy design. Closing these data gaps will enable more evidence-based
policymaking.
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Because NBFIs are grouped into three broad categories—financial intermediaries,
institutional investors, and financial market infrastructures-addressing data gaps
will proceed in phases and be carefully coordinated across the FSCC. This initiative
is expected to help address long-standing data gaps on NBFls, whose growing
linkages with banks and other economic agents can pose financial stability risk.

Box Article 4:

The corporate web: why complex conglomerates matter

Big business in the Philippines rarely comes in singles. Large corporate groups sprawl across
property, retail, power, and finance, stitched together by common owners and financed
mainly by banks. Loans fromm UKBs to private corporations amount to about 28 percent of
GDP, or roughly #7.6 trillion, and are still growing near 6 percent y-o-y (Box Figure E). The
ratio has eased from earlier peaks, but remains too large to ignore.

A conglomerate is a set of legally distinct firms under commmon control, active in at least
two lines of business and managed as a group. A complex conglomerate goes further: it
spans many sectors and sometimes jurisdictions, with multi-layered ownership and dense
financial links (loans, guarantees, cross-shareholdings). In such structures, trouble in one
affiliate could spread quietly through intra-group lending and then more noisily into the
banking system.

History offers reminders. In the early 1980s, the sudden failure of a large manufacturing
group with unsecured obligations helped trigger localized bank runs. Decades later, a
property-and-finance group’s high-yield deposit schemes and fictitious loans pushed
several small banks into failure. More recently, a major shipbuilder’'s missed payments hit a
cluster of lenders at once. Each episode began in the non-financial sector, but ended up
testing bank resilience and depositor confidence.

Box Figure E Box Figure F
UKB Loans to Private Corporations Conglomerate Loan Map*
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Today's credit maps are more reassuring, but not risk-free. A network view (Box Figure F) of
conglomerates made up of banks (blue nodes) and NFCs (green nodes) shows that a
handful of business groups account for a disproportionate share of higher-risk Stage 2 and
3 loans (yellow and red links). Many loans still flow across business groups, which help
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diversify risk, but pockets of heavy intra-group lending mean that a shock to one parent
firm could reverberate across its affiliates and their common lenders.

Other countries have learned these lessons the hard way. After the AFC, South Korea curbed
its chaebol (translates to “a wealthy clan”) groups by abolishing cross-debt guarantees and
tightening exposure limits, while keeping industrial owners out of banks. Japan, after its
own crises, allowed keiretsu (translates to “a group of companies”) groups to retain bank
ownership but capped equity holdings, unwound cross-shareholdings, and ring-fenced
risks.

For the Philippines, the message is clear. Given the combination of size, complexity and
bank exposure, mapping complex conglomerates on a group-wide basis, and sharing
corporate structure data across authorities is now central to early-warning work and to
keeping problems in big business from becoming problems for everyone.

*Node colors refer to the Expected Credit Loss stage specified in the legend. The node size and arrow thickness is
determined by the size of the exposure. The nodes are grouped by conglomerate while arrows show the direction
where the loans are availed

5.7. Systemic crisis management (SCM) playbook

The near-term risks flagged by survey respondents in Section 4—particularly cyber
threats and potential confidence loss—have been incorporated into the SCM's
scenario analysis and escalation protocols. As such, inter-agency readiness will also
be a priority. The FSCC will likewise develop an inter-agency coordinated response
protocol to address potential systemic risk disruptions to operationalize the SCM
framework released in June 2022. This includes structured risk assessment,
standing systemic crisis arrangements, and scenario design that considers multiple
transmission channels.

As a Council, the FSCC takes a cross-cutting view of the emerging and existing
systemic risks. Given its unique vantage point on how all these risks interact and
affect the whole financial system, the Council is commmitted to continue engaging
the public so that its stakeholders will continue to be sensitized to systemic risk
issues and make well-informed risk choices.

5.8. Communicating financial stability

Financial stability communication is a core policy tool, not an afterthought. The
FSCC clarifies where risks are building, why they matter, what mitigants are in
place, and where residual vulnerabilities remain. The communication strategy will
continue to evolve alongside the analytical toolkit—including the SRSI—to identify
and address risk narratives before they become self-fulfilling.

International experience and the FSCC's own macroprudential framework both
emphasize that effective oversight requires not only monitoring systemic linkages
and designing appropriate regulations but also explaining these to stakeholders in
a timely and transparent way. Because macroprudential policy aims to influence
risk-taking before systemic stress becomes visible, authorities must often
communicate concerns when markets still appear calm, balancing the need to
avoid undue alarm against the benefits of transparency.
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This principle is reflected in the FSCC’s own macroprudential policy framework. The
FSCC Macroprudential Policy Strategy Framework: The Case of the Philippines
states (FSCC, 2020):

“Communication is essential to policy execution and communicating
financial stability issues is not an exception. However, the point of
macroprudential policy interventions is to modify risk behaviors
before systemic risks fully materialize. And since the state of stability
can only be assessed against time-changing norms rather than
measured against intermediate goals, communicating financial
stability requires raising concerns when these are not yet visibly an
issue in the marketplace.”

In this context, commmunication helps shape a well-informed market and reinforces
the impact of well-designed policies. Clear, consistent messaging supports public
trust and allows households, firms, and financial institutions to make
better-informed decisions about emerging risks, thereby contributing directly to
financial stability.
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APPENDICES

APPENDIX A. SVI heatmaps and methodology

The construction of SVI begins with 38 distinct financial and macroeconomic
indicators specific to the Philippine context. These indicators are grouped into
14 components® and organized into three sector categories: valuation pressures,
financial sector vulnerabilities, and non-financial sector imbalances. Where
applicable, some indicators are log-transformed?® or detrended®” by subtracting
their 10-year moving average to better capture cyclical risks.

These raw values are then standardized by subtracting their mean and dividing by
their standard deviation to ensure comparability across units and scales. Within
each component, the standardized indicators are aggregated using simple
averages. To enable visualization through heatmaps, component scores are
rescaled to the probability range of zero to one. The rescaled component values are
averaged into a single score across time periods to get the aggregate SVI.
Heatmaps are generated at the indicator, component, and aggregate levels to
capture intertemporal evolution and cross-sectional buildups of systemic
vulnerabilities. A working threshold of 0.50 was identified to show that indicator
values less than this benchmark imply subdued vulnerabilities, while those past the
threshold reflect high risk. Figure Al shows the heatmaps generated at the
component level, while Figure A.2, Figure A.3, and Figure A.4 show the indicator-
level heatmaps for each of the three sector categories.

Figure A.l: Sectoral Component-level Heatmap
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35> The 14 components of SVI are: market volatility, housing market conditions, commercial property price, equity
valuation, external sector imbalances, bank resilience, non-bank leverage, maturity mismatch, short-term
funding, NFC credit, consumer credit, residential loans, savings buffer, and fiscal sector exposure.

36 Indicators exhibiting skewed, heavy-tailed, or volatility-driven behavior—such as credit default swap (CDS)
spreads, the volatility index (VIX), and FX volatility—are log-transformed to stabilize variance and capture
proportional rather than absolute movements. This follows Aikman et al. (2017), who apply log transformations
to volatility and spread variables (e.g., VIX and CDS spreads)

37 Indicators with strong structural drifts—such as office price growth, GIR-to-GDP, withdrawal-prone liabilities,
and residential loans-to-GDP—are detrended using deviations from their 10-year moving average. This mirrors
Aikman et al. (2017), which removes long-run trends to focus on cyclical fluctuations in vulnerabilities, treating
slow-moving structural shifts as benign for systemic-risk monitoring.
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Figure A.2: Valuation Pressures Indicators Heatmap
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Figure A.3: Financial Sector Indicators Heatmap
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Figure A.4: Non-financial Sector Indicators Heatmap
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Methodology

This appendix outlines the detailed methodology used to construct the SVI.
Detrending and standardization

To prepare the raw data for aggregation, each indicator underwent a
transformation process to extract its cyclical component and ensure comparability
across units. Depending on the nature of the indicator, we applied either a
logarithmic transformation (to stabilize variance and capture relative changes) or
detrending by subtracting the 10-year moving average (to isolate deviations from
long-term trends).

The standardized value of indicator i within component k at time t is:

Xraw(ij,t) — Hik

Xkt oo
where:

*  Xraw(ike) IS the raw value of indicator i of component k at time ¢

e u;xis the mean of indicator i in component k computed over the full sample
period,

e o0, is the standard deviation of indicator i in component k computed over
the full sample period,

*  X.kp is the standardized indicator i of component k at time t

This equation transforms the raw indicator values into standardized scores, making
them easily comparable across different indicators and components.

Component-level aggregation

Each component consists of a subset of indicators. Let n;, denote the number of
indicators included in component k .

For each component, the indicators were aggregated using the arithmetic mean:
n
Y, = ! zk:X
et) = 7 2 Akt
=1
where:

* Xk isthe standardized indicator i of component k at time t

e n.isthe number of indicators in every component

e Yy is the component k at time t after aggregating its corresponding
indicators

Non-parametric kernel density estimation

The kernel density estimation is used to rescale the indicators to a common [0,1]
range, which provides a more robust representation by accounting for the
distribution shape. This transformation approach offers several advantages: it
eliminates the need to impose strong parametric assumptions about the
underlying distributions, provides a consistent scale for all indicators regardless of
their original units, and effectively handles outliers while preserving the relative
position of each observation. For indicators where lower values signal higher risk,
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we apply appropriate inversions to ensure consistency in interpretation. Rescaling
is also done for the component values after averaging the indicator values.

The kernel density estimation is as follows:
Xikt)

KDEye= | ful) dx

— 00

where the kernel density estimator is given by:
n
N 1 X — X(i k,t)
= — K(——=—2
fa@) = — El )
]:

where:
e f,(x) is the estimated density at point x
e nisthe number of observations
e his the bandwidth parameter controlling smoothness, in this case, we use
Silverman’s rule®®
e K(%)is the kernel function
*  X(up is the standardized indicator i of component k at time t

Single index aggregation

The index aggregation involves calculating the arithmetic mean of the component
values, providing an intuitive and transparent measure of overall systemic risk. The
resulting composite index provides a single, comprehensive measure of systemic
risk that can be tracked over time, allowing policymakers to monitor changes in the
overall risk level of the Philippine financial system.

The aggregate SVI using arithmetic mean is calculated as:
SVI, = ! . Y,
t = ;Z (k,b)
=1
where:

e nisthe total number of components (n = 14)
e Yy isthe component value k at time ¢

The heatmap serves as the primary visual tool for identifying patterns and
concentrations of systemic risk across time and risk categories. Our approach
organizes the 38 indicators into conceptually coherent risk categories specific to
the Philippine financial system. The heatmap displays each indicator's percentile
ranking using a color gradient (Figure A.5) from cool (blue/green) to hot
(orange/red), with warmer colors representing higher risk levels. This visualization
technique allows for rapid identification of both individual indicators showing
elevated risk and clustering of heat across related indicators, which may signal
more concerning systemic vulnerabilities requiring policy attention.

Figure A5: Heatmap Gradient

00 02 04 06 08 10
Index Value

38 The bandwidth parameter for the kernel density estimation is selected using Silverman'’s rule of thumb, h = 0.9 *
min (a,%) *T~1/5, a standard choice that provides a near-optimal balance between smoothness and sensitivity

in estimating empirical distributions (Silverman, 1986).
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A radar plot (Figure A.6) is used to summarize the cross-sectional distribution of
systemic vulnerabilities across the 14 SVI components at selected points in time.
Each axis represents a component, with values expressed on a standardized [0O,1]
scale based on kernel density estimation.

The chart compares conditions between Q3 2024 (turquoise shaded area) and Q3
2025 (red shaded area), allowing for a visual assessment of the evolution and
concentration of risks across sectors. The blue dashed line denotes the working
threshold of 0.5, above which vulnerabilities are considered elevated, while the
black dashed line represents the historical peak for each component.

The components are grouped into three broad categories consistent with the SVI
framework: valuation pressures (orange), financial sector vulnerabilities (green),
and non-financial sector imbalances (purple).

The radar plot complements the heatmap by providing a snapshot of how risks are
distributed across components at a given point in time. While heatmaps capture
the evolution of vulnerabilities, the radar chart highlights whether risks are broad-
based or concentrated in specific sectors.

Figure A.6: Radar Plot Comparison of Vulnerabilities
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Note: Q3 2025 data for two out of the 38 indicators are not available yet, thus, Q2 2025 data figures are used
as substitutes. Components inside solid boxes are considered key risk areas, meaning these components
need closer attention.

Source: OSRM calculation
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APPENDIX B. SRSI methodology

To capture early warning signals of risk, an SRSI was developed to quantify the tone
of Philippine news headlines. Because it is constructed from daily news data, the
SRSl serves as a real-time complementary tool to traditional indicators by providing
an additional lens for monitoring shifts in risk expectations that may precede
movements in macrofinancial conditions. The index utilizes a combination of
advanced machine learning models to classify headlines as positive or negative,
providing higher contextual accuracy compared to traditional approaches. The
index is rescaled from O to 1, with higher values indicating more negative
sentiment.

Preliminary results (Figure 2.6, Section 2.3) showed that the index peaked during
major episodes of market stress, namely, the AFC (1997), GFC (2008), Eurozone debt
crisis (2012), the taper tantrum (2013), the China yuan devaluation and equity
market correction (2015), and the COVID-19 pandemic (2020). These peaks highlight
how global market disruptions and stress episodes can spill over into the domestic
market, amplifying local uncertainties and fueling shifts in investor sentiment.

While the SRSI provides a timely and forward-looking measure of risk sentiment, it
is subject to limitations inherent in news-based indicators. These include potential
media bias, changes in news coverage intensity over time, and uneven reporting
across sectors and periods. In addition, earlier years of the sample are affected by
ongoing data cleaning and digitization constraints. Future refinements will focus
on improving headline classification accuracy, expanding and revalidating keyword
mappings, addressing structural shifts in media coverage, and incorporating
robustness checks to mitigate potential biases in sentiment measurement.

1. Data collection and pre-processing

To expand the news dataset until 1997, the data source was the Index to Philippine
Newspapers, which is the University of the Philippines Main Library's index to locally
published newspapers. This database, which started in 1981, collates news article
headlines, publication dates, and news subjects across 17 local media outlets.

For each headline, the text, source, and publication date were recorded. Only
English-language headlines were retained to maintain consistency in text
processing and sentiment analysis. Headlines unrelated to the financial system, the
macroeconomy, or any component of the SVI were excluded to minimize noise and
ensure data relevance. Duplicate entries were identified and removed, and
publication dates were standardized to allow accurate temporal alignment with
other time-series datasets.

a. Filtering and keyword selection
To identify relevant headlines, a predefined list of keywords was employed,
following the framework of the US Federal Reserve (Correa et al., 2017), which
categorizes systemic risk topics into seven domains: Banking, Valuation,
Household, Real Estate, Corporate, External, and Sovereign risks. The keyword list
was then expanded in two ways.

First, to ensure contextual relevance to the Philippine economy, terms commonly
used in official statistics and media reporting were incorporated. For example,
whereas US sources typically refer to “household credit” or “consumer credit,”
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Philippine reports more frequently use “household loans” or “consumer loans.” This
adaptation guarantees comprehensive coverage of domestic economic
terminology. Second, additional keywords were included to capture broader
aspects of systemic risk, encompassing the fiscal sector, NBFls, interconnectedness
among financial entities, and macroeconomic conditions. These expansions ensure
that all components of the SVI are adequately represented.

Following Borovkova et al. (2017), all headlines mentioning D-SIBs were also
collected to capture information related to key institutions whose distress could
have substantial implications for financial stability. Similarly, all headlines
mentioning Philippine conglomerates were also collected, recognizing their critical
role in the domestic economy. The Philippines is characterized by a high degree of
conglomeration, with large family-owned business groups exerting significant
influence across multiple sectors of the economy (IMF, 2022). Including these
conglomerates ensures that the dataset captures potential channels of systemic
vulnerability arising from corporate interconnectedness and concentration risks.

Accordingly, a headline was retained if it satisfied at least one of the following
conditions: (i) it contained systemic risk-related keywords relevant to the
Philippines, (ii) it pertained to any SVI component, or (iii) it referenced D-SIBs or
major conglomerates. A total of 730 keywords were market identified and mapped
according to their SVI components. The final processed dataset comprises 249,546
headlines.

b. Component mapping of headlines

Each headline was mapped to a single SVI component using the predefined
keyword list. Every headline contained at least one identified keyword, and each
keyword was assigned to exactly one component, ensuring a clear and consistent
one-to-one correspondence between headlines and systemic risk categories. For
more general terms (e.g., credit, debt, liability), which could potentially apply to
multiple components, additional verification checks were performed to confirm
the correct mapping. These checks ensured that keywords were aligned with their
intended components, prevented misclassification, and upheld the conceptual
boundaries of each systemic risk category.

2. Model development

a. Sentiment labelling for test set. A subset of 500 headlines was extracted
from the filtered dataset via stratified random sampling to ensure that the
test set is representative across time and risk conditions. Headlines were
sampled across all quarters from 1997-2025, with deliberate oversampling
during major stress periods (e.g., AFC, GFC, COVID-19) to ensure that the
model is exposed to language used during periods of heightened systemic
vulnerability. Headlines were manually labelled as positive, neutral, or
negative based on their expected implications for systemic risk and financial
stability. This labelled set provides the ground truth for evaluating the
performance of the sentiment analysis models.

b. Model comparison. Both Ilexicon-based (Loughran-McDonald Master
Dictionary, Financial Stability Dictionary) and machine learning approaches
(FinBERT, CentralBankRoBERTa) were evaluated. The comparison
emphasized classification accuracy and contextual relevance, with the aim
of identifying the most reliable method for constructing a sentiment-based
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risk indicator. An ensemble model combining FInBERT (Araci, 2019) and
CentralBankRoBERTa (Pfeifer and Marohl, 2023) achieved the highest
accuracy (85 percent) and was, therefore, selected for sentiment analysis.

3. Sentiment index construction

The final sentiment indices will be constructed using a probabilistic approach to
ensure stability, particularly on days with low news volume. Instead of a simple
binary count (1 or -1) of positive and negative headlines, the index will be built from
the sentiment probabilities generated by the model for each headline. For any
given day t, the daily sentiment indices will follow a method similar to Fernandez
et al. (2021) and be calculated as a normalized polarity score based on the sum of
these probabilities:

Negative, — Positive,

Sentiment Index; = - —
Negative, + Positive,

where Negative, is the sum of the probabilities of negative headlines for day t and
Positive, is the sum of the probabilities of positive headlines for day t. This formula
produces a daily index ranging from -1 (most positive) to +1 (most negative). Using
the sum of probabilities (rather than simple counts) provides a more robust
measure, as it weights high-confidence headlines more heavily and is less distorted
by days with very few headlines. This daily index will then be smoothed using 7-day,
30-day, and 90-day moving averages to create different versions for analysis. Finally,
these smoothed indices will be rescaled from O to 1 (with 1 representing the highest
negative sentiment).
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APPENDIX C. Categories of other risks identified

Risk Category Definition
Risks arising from climate hazards and environmental
Climate and degradation, including typhoons, flooding, heat, water/flooding

Environmental Risks | stress, and the transition to a low-carbon economy, affecting
operations, supply chains, infrastructure, and costs

Risks stemming from political instability, policy

Governance, Political, | unpredictability, weak or opaque institutions, corruption,

and Corruption Risks | uneven enforcement, and peace and order issues that disrupt
decisions, permits, compliance certainty, and public trust

Risks originating in digital systems, data, and connectivity,
including cyberattacks, data breaches, fraud such as phishing
and SIM swap, platform or telecom outages, third-party and
cloud dependency, and Al or algorithmic errors

Risks created by the scope, pace, or ambiguity of regulatory
requirements and supervisory expectations, including
overlapping rules, frequent changes, heavy reporting and audit
demands, licensing constraints, and penalties for non-
compliance

) ) System-level economic and industry-structure risks, including
Macrofinancial and . . . e
inflation and interest rate shocks, FX volatility, liquidity and
Market Structure . )
Risks funding pressures, market concentration, and
interdependencies across payment and banking networks

Material risks not captured by the defined categories, clearly
Others articulated or emerging, used as a holding category pending
pattern recognition and reclassification

Explicit indication that no additional risks are identified in the
response; excludes blank or off-topic entries

Technology-driven
and Digitalization
Risks

Regulatory and
Compliance Burden

No other risks
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