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The Philippines has emerged relatively well from the global financial crisis owing in large 

part to sound macroeconomic and financial management. A robust recovery is underway and 

inflation expectations are well anchored. The balance of payments remains in surplus and 

the financial sector is sound. Now that the recovery is well established, the key challenge is 

to rebuild policy space to meet future potential shocks and fulfill social priorities. A revenue-

based fiscal consolidation is thus an important priority. 

The economic recovery has continued to gather strength with real GDP growing by 

7.9 percent (y/y) in the first half of 2010. The recovery has been broad-based with both 

exports and domestic demand growing strongly. Leading indicators suggest that growth in 

the second half of the year has moderated to a more sustainable pace, similar to the pattern 

seen in other Asian countries, although it remains robust. The staff projects growth to be 

7 percent in 2010 and, once the output gap is closed, to return to its trend level of around 

4½ percent in 2011. The risks to the outlook are broadly balanced. Weaker than expected 

growth in advanced economies remains the main downside risk, while, on the upside, 

structural economic changes during the last few years and reform plans envisaged might 

increase the potential growth rate. Headline inflation has been steady at around 3½–4 percent 

(y/y). The Bangko Sentral ng Pilipinas (BSP) has started, appropriately, to unwind its 

extraordinary liquidity support and staff expect inflation to stay within the target range. 

The balance of payments has remained strong, with reserves rising by over $10 billion 

so far this year to nearly $53 billion, as of September 2010. The balance of payments 

surplus reflects strong exports, remittances, sovereign bond issuances, and other capital 

inflows. In September, the government successfully issued an international bond 

denominated in pesos, which was a first for Asia. Capital inflows to the Philippines have 

surged in recent months. The BSP has responded with a combination of exchange rate 

appreciation, reserve accumulation, and capital outflow liberalization. The inflows present an 

opportunity to lower the financing costs of long-term projects like infrastructure, but they can 

also pose potential risks of excessive run-ups in credit and asset prices. The sound 

macroprudential framework that is already in place mitigates the latter risk. 

The banking sector has remained resilient to the global financial crisis. Capital adequacy 

ratios remain high at about 16 percent and non-performing loan ratios low at around 

4 percent. The new global financial regulations, including the Basel III agreement, are 

expected to have little impact on the Philippine banking sector given its high level of Tier 1 

capital and  low reliance on wholesale funding. Interest rate risk and concentration risk 

remain the main sources of vulnerability given banks’ significant holdings of government 

securities and relatively narrow asset bases, as highlighted in the recent FSSA (January 

2010).  

With the recovery underway, the time is now right for a measured withdrawal of the 

fiscal stimulus. In 2010, revenue shortfalls have persisted, and spending discipline will now 

be needed to keep the deficit within the target of 3.9 percent of GDP. For 2011, the staff 

estimates that the government’s budget deficit target of 3.2 percent of GDP implies a 

withdrawal of fiscal stimulus of about ½ percent of GDP.  Although somewhat smaller than 

consolidation plans in several other countries in the region, it is a step in the right direction. 

The urgent need to build up fiscal space in good times is reinforced by the Philippines’ 

relatively high public debt (60 percent of GDP), large future social needs, and vulnerability 
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to natural disasters. In this context, the authorities’ intention to consolidate the fiscal position 

over the medium term is very appropriate. There may be scope for a greater consolidation 

than currently envisaged, as public debt under the government’s medium-term deficit target 

(2 percent of GDP by 2013 and onwards) would be on a declining path but still be high (at 

around 47 percent of GDP by 2015) by emerging market standards, particularly in relation to 

fiscal revenue (at 200 percent). The consolidation strategy would do well to focus on raising 

revenue and reorienting expenditure toward key social priorities and infrastructure needs. 

 

Status of Fund relations. All outstanding obligations to the Fund were repaid and the Post-

Program Monitoring ended in December 2006. The 2009 Article IV Consultation was 

concluded in January 2010. There was a Staff Visit to Manila in July 2010. 
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Nominal GDP (2009): P7,679 billion ($161.2 billion)

Population (2009): 92.2 million

GDP per capita (2009): $1,748

Poverty headcount ratio at $2 a day at PPP (2003): 43 percent

IMF quota: SDR 879.9 million

Main products and exports: Electronics and agricultural products

Unemployment rate (2009): 7.5 percent 

2007 2008 2009 2010 2011

GDP and prices (percent change)

Real GDP 7.1 3.7 1.1 7.0 4.5

CPI (annual average) 2.8 9.3 3.2 4.5 4.0

Investment and saving (percent of GDP)

Gross investment 15.4 15.3 14.6 15.5 15.7

National saving 1/ 20.3 17.5 20.1 19.6 19.1

Public finances (percent of GDP) 2/

National government balance (authorities definition) -0.2 -0.9 -3.9 -3.9 -3.6

National government balance (authorities definition, 

excl. privatization receipts) -1.6 -1.3 -3.9 -3.9 -3.6

National government balance 3/ -1.7 -1.5 -4.0 -4.1 -3.7

Nonfinancial public sector balance 4/ 0.0 -0.5 -3.4 -3.4 -2.6

      Revenue and grants 5/ 28.0 27.3 24.8 25.0 24.8

      Expenditure 28.0 27.8 28.2 28.4 27.5

Nonfinancial public sector debt 61.0 60.7 60.7 57.1 55.5

Monetary sector (percent change, end of period)

Broad money (M3) 10.6 15.6 8.3 8.6 7/ ...

Interest rate (91-day Treasury bill, end of period, in percent) 6/ 4.2 5.8 4.3 4.2 8/ ...

Credit to the private sector 8.5 16.8 8.1 10.9 7/ ...

External Sector

Export value (percent change) 6.4 -2.5 -22.1 25.1 7.3

Import value  (percent change) 8.7 5.6 -24.0 21.7 8.1

Current account (percent of GDP) 4.9 2.2 5.5 4.1 3.4

Capital and Financial account (US$ billions, 

excluding errors and omissions) 3.5 -1.6 -1.1 0.0 0.0

Direct investment (net) -0.6 1.3 1.6 0.9 1.0

Other 4.1 -3.0 -2.8 -0.9 -1.0

Errors and omissions (US$ billions) -2.1 -1.9 -1.3 -1.3 -1.3

Overall balance (US$ billions) 8.6 0.1 6.4 6.5 5.9

Debt-service ratio 9/ 13.0 12.7 14.4 15.7 13.2

Reserves, adjusted (US$ billions) 10/ 33.8 35.9 44.2 51.7 58.6

Reserves / Short-term liabilities, adjusted 11/ 240.5 284.4 367.9 419.2 458.5

Exchange rate (period averages)

Pesos per U.S. dollar 46.1 44.5 47.6 45.6 12/ ...

Nominal effective exchange rate  (2005 =100) 114.4 113.5 106.8 ... ...

Real effective exchange rate  (2005 =100) 119.6 124.4 121.2 ... ...

Sources: Philippine authorities; and IMF staff projections.

1/ The saving rate (percent of GDP) is calculated as the sum of the investment rate (percent of GDP) and the current account (percent of GDP). 

2/ The 2011 national government balance reflects the staff's revenue forecast.

3/ Fund definition. Excludes privatization receipts and includes deficit from restructuring of the central bank (Central Bank-Board of Liquidators).

4/ Includes the national government, Central Bank-Board of Liquidators, 14 monitored government-owned enterprises, social security institutions,

    and local governments.

5/ Excludes public financial institutions and privatization receipts. 

6/ Secondary market rate. 

7/ August 2010 (year-on-year).

8/ September 2010.

9/ In percent of exports of goods and nonfactor services.

10/ Adjusted for gold and securities pledged as collateral against short-term liabilities.

11/ Short-term liabilities include medium- and long-term debt due in the following year. The 2009 number reflects reserves of $44.2 billion and 

    short-term liabilities of $12.0 billion. Short-term liabilities are defined as the sum of short-term debt ($6.5 billion) and amortization ($5.5 billion).

12/ Average for January to September 2010.

Table 1. Philippines: Selected Economic Indicators, 2007–11

Staff Proj.

 


