Selected thematic articles

Box Article 1
Understanding the BSP’s Central Projections and Alternative
Scenarios

The Bangko Sentral ng Pilipinas (BSP) produces a set of inflation and macroeconomic
forecasts for each monetary policy meeting, drawing from the latest data, its
workhorse macroeconomic models, and the collective judgment of its technical staff
and management.

The central projection represents the BSP's view of the most likely path of inflation
and domestic economic activity over the policy horizon. The central forecast depends
on the baseline assumption for global and domestic economic conditions, as well as
supply-side risks that are more likely to affect the inflation outlook.

External variables—such as world gross domestic product growth, foreign interest
rates, international food prices, and Dubai crude oil prices—are treated as exogenous
in the BSP's workhorse models. The assumptions for external growth and global food
prices primarily reflect the projections of the International Monetary Fund in its World
Economic Outlook and the Global Projection Model Network. Meanwhile, the central
assumptions for the United States federal funds rate and Dubai crude oil prices are
assumed to follow the futures market.

Domestic assumptions are based on comprehensive surveillance by various sector
desks, with a focus on labor, fiscal, food, utility, and transport sectors. The assessment
is complemented by regular discussions with the BSP's counterparts in other
government agencies and the private sector.

These external and domestic assumptions, along with the identified supply-side risks,
are reflected in the BSP’'s workhorse models to generate its central projection of the
most likely path of inflation over the policy horizon. The central projections are then
complemented by several alternative scenarios that could push inflation above or
below the reference outlook.

This approach aligns with recommmendations from the recent review of the Bank of
England (BOE)'s forecasting, led by former Federal Reserve Chair Ben S. Bernanke.
The Bernanke Report suggested that the BOE's Monetary Policy Committee can
determine which alternative scenarios to publish based on those it finds most
informative for its policy decision. Publishing alternative scenarios alongside the
baseline is expected to enhance public understanding of the risk management
considerations behind the monetary policy decision.

In line with the release of alternative scenarios, the BSP will discontinue publishing
the inflation fan chart. The Bernanke Report similarly recommended that the BOE
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remove the fan chart from its commmunications, noting that it conveys limited value
beyond the baseline and alternative scenarios and receives minimal public attention.
For the BSP, detailed quantitative alternative scenarios can provide a more consistent
approach to communicate the risks and uncertainty surrounding the inflation outlook
compared with the inflation fan chart.
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