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This note provides the IMF staff’s assessment of the Philippines’ macroeconomic conditions, prospects,
and policies, based on available information as of March 28, 2022. The assessment has been requested 
in relation to two separate policy-based loans by the Asian Development Bank. 

Recent Developments, Outlook, and Risks 

1 . The Philippines showed signs of recovery from the pandemic beginning in 2021 H2. 
Real GDP growth of 5.6 percent in 2021 exceeded the government’s expected range of
.0-5.5 percent. Economic activity picked up in 2021 H2, driven by private consumption, as mobility 5 

recovered faster in response to a more targeted quarantine system, an improvement in the labor 
market, and an increase in overseas cash remittances. 

2 . The recovery is expected to strengthen in 2022 owing to a weaker-than-expected 
impact of the Omicron wave. Metro Manila and many other areas were moved to the least 
restrictive alert level beginning in March, which is expected to boost economic activity. As a result, 
annual GDP growth in 2022 is projected at 6.5 percent, notwithstanding some adverse spillovers 
from the virus resurgence in trading partners and the war in Ukraine (the Philippines has limited 
direct trade or financial links to Ukraine or Russia). Headline inflation is projected to rise on the back 
of the recovery but the recent surge in commodity and food prices is expected to push average 
inflation to 4.3 percent, above the upper limit of Bangko Sentral ng Pilipinas’ (BSP) target band of
2-4 percent, before falling to 4 percent by end-year. The current account deficit is projected to
further widen in 2022 to 2.7 percent of GDP, from 1.8 percent in 2021, reflecting a larger trade deficit.
Gross international reserves reached US$107.8 billion at end-February 2022 or about 8.9 months of
import coverage.

3 . The outlook is highly uncertain given larger than usual downside risks. A further 
intensification of the war in Ukraine could cause significant supply disruptions, intensify inflationary 
pressures and lead to tighter global financial conditions. Greater than anticipated increases in U.S. 
interest rates and slower global growth could further weigh on the recovery. There are also risk 
factors on the domestic front. While most of the country is under the lowest COVID-19 alert level 
and the government is aiming to vaccinate 90 million people (about 80 percent of the population) by 
2022 Q2, delays in the vaccination program raise the risk of a virus resurgence. The transition process 
associated with the upcoming elections could also weigh on the recovery if uncertainties about 
economic policy-making were to become protracted. The Philippines is susceptible to 
climate-change related natural hazards and faces transition risks on the path to a greener recovery. 
On the upside, a renewed infrastructure push and structural reforms could help reduce economic 
scarring and accelerate medium-term growth. 

http://www.adb.org/Documents/RRPs/?id=55268-001-3
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Policy Framework and Settings 

4.      The severe impact of the COVID-19 pandemic called for bold measures to provide vital 

support to the economy, which will need to be gradually unwound as recovery takes hold. The 

government deployed about 5 percent of 2020 GDP in direct budgetary support and below-the-line 

measures to cushion the impact of the COVID-19 pandemic during 2020−21. The policy response 

appropriately targeted the health sector, vulnerable households and affected businesses. The BSP 

kept the monetary policy stance in 2020-21 accommodative, cutting the policy rate by a cumulative 

200 bps. The BSP also provided direct budgetary financing and made secondary purchases of 

government bonds to shore up domestic market liquidity. A series of regulatory relief measures was 

also implemented to support the banking sector at the onset of the pandemic.  

5.      Going forward, the authorities will need to carefully balance the policy mix to provide 

adequate support to the recovery while ensuring price stability. Fiscal consolidation should 

proceed as planned, while monetary policy can remain accommodative in the short term, provided 

inflation expectations remain well-anchored. Accelerating the structural reform agenda remains 

critical for a sustainable recovery. 

Fiscal Policy 

6.      The 2022 budget strikes an appropriate balance between recovery needs and fiscal 

prudence. The budget targets a fiscal consolidation by reducing the deficit from 8.6 percent of GDP 

in 2021 to 7.7 percent of GDP in 2022, while continuing to fund health-related programs and 

providing cash transfers or subsidies for the hardest-hit sectors. Additionally, in response to the 

surge in food and fuel prices, the authorities have appropriately implemented temporary measures 

including fuel subsidies and vouchers for the transport and agriculture sectors as well as cash 

transfers to low-income households, totaling about 0.2 percent of GDP. This increase in expenditure 

is expected to be financed through the windfall gain in VAT collections from fuel as well as greater 

dividend collection from government-owned and controlled corporations, leaving the budget deficit 

unchanged. The Build, Build, Build program will invest in the construction of vital infrastructure, which 

will help create jobs to support the recovery. Steadfast execution of the 2022 budget with continued 

flexibility to respond to evolving priorities and unexpected shocks would be critical to sustain 

economic activity. 

7.      Fiscal space has become more limited. The national government debt has increased 

because of the pandemic, estimated to reach about 60.5 percent of GDP at end-2021. While the 

Philippines can afford a gradual withdrawal of fiscal support after the pandemic, fiscal space should 

be rebuilt, to allow flexibility to respond to large future shocks. The authorities’ indicative public debt 

cap of 60 percent of GDP should serve as a medium-term anchor. 

8.      The adoption of a medium-term fiscal strategy would facilitate a gradual return to 

lower budget deficits. Once a sustainable recovery is underway, fiscal policy priorities should shift 

from income to aggregate demand support, including a renewed infrastructure push in emerging 

growth areas such as digitalization, health care, and climate change. The efforts should be reinforced 

by further steps to improve expenditure control and efficiency in public service delivery, including at 
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the level of local government units (LGUs). Additional revenues should be mobilized, in view of the 

Mandanas ruling for revenue sharing with LGUs and the need to strengthen social protection 

programs. Measures to raise revenues could include improving revenue administration, reducing tax 

exemptions and loopholes, and taxing the digital economy. A medium-term fiscal strategy with 

explicit fiscal targets would reinforce confidence into its role as a policy anchor.  

Monetary Policy 

9.      The BSP’s monetary policy stance should be data-driven given the risks to inflation and 

the uncertain recovery. The BSP has kept the policy rate unchanged at 2 percent since 

November 2020 and the monetary policy stance remains accommodative with market rates below 

the IMF staff-estimated range for the neutral real policy rate (1 to 2 percent). Some increase in the 

policy rate is anticipated in the baseline but even with those monetary policy is expected to remain 

accommodative in 2022, which is appropriate given the manageable inflation outlook, the economic 

slack, the planned fiscal consolidation in 2022, and downside risks. However, the BSP should stand 

ready to adjust the policy stance with a view to remaining ahead of the curve and maintaining 

stability in anticipation of Fed tightening, especially if the second-round effects of inflation risk 

de-anchoring inflation expectations. Conversely, if downside risks to the recovery materialize, the BSP 

has room for further accommodative monetary responses, including reducing the reserve 

requirement, as needed.  

10.      Like with other central banks providing direct financing, the BSP’s bond purchases or 

advances should continue to be guided by a well-defined last resort criterion, linked to 

disruptive bond markets and broad financial conditions. As the recovery become more entrenched, 

phasing out direct budgetary financing should be the first step in policy normalization, to preserve 

the BSP’s operational capacity and independence, and enhance market transparency. In this context, 

the BSP’s recent decision to lower its direct advances to the government from PHP 540 billion in 

2021 to 300 billion in 2022 is a welcome step.  

Financial Sector Policies 

11.      The financial system has broadly withstood the COVID-19 shock, but crisis-related 

forbearance measures should be phased out. The BSP implemented a series of temporary 

regulatory relief measures for the banking sector at the on-set of the pandemic. Most of the 

relaxation of requirements — compliance reporting, asset classification and provisioning, penalties 

on required reserves deficiencies, prudential regulations on mark-to-market valuation of debt 

securities — have expired as scheduled. However, to encourage banks to lend to enterprises, 

particularly, micro-, small-, and medium-sized enterprises (MSMEs), the BSP has temporarily 

extended selected forbearance measures (for example, reducing credit risk weights) to end-2022. As 

of February 2022, the NPL ratio has remained at around 4 percent, but there is a risk that the 

underlying financial health of the banks may be overstated given the lagged impact of the pandemic 

and the forbearance measures still in place. As the recovery strengthens, these relief measures will 

need to be rolled back and banks will need to recognize and provision for emerging asset quality 

problems, as well as rebuild capital as needed.  
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12. Prudential regulation and supervision could be further strengthened to promote the

health of the banking system amid higher asset quality risks. It is critical to ensure adequate

credit provisioning, timely remedial measures in case of capital shortfalls, and, when needed,

temporary limits to dividend payouts for capital retention. The authorities should closely monitor the

evolution of underlying vulnerabilities and prepare contingency plans. In line with the 2021 FSAP

recommendations, strengthening the bank resolution framework—streamlining the prompt

corrective action framework and working on resolvability assessments and resolution planning—

should be prioritized given the downside risks to the economy.

13. The effectiveness of the AML/CFT regime is in urgent need of strengthening. Sustained

implementation of key AML/CFT recommendations in the 2019 Mutual Evaluation Report is critical,

including risk-based supervision, transparency of beneficial ownership information, and financial

intelligence. Promptly addressing deficiencies in these areas would help to support the authorities’

efforts to exit the Financial Action Task Force list and minimize any adverse macroeconomic impact

on remittances and investment flows. Amending bank secrecy laws would improve transparency and

supervision for financial stability purposes, strengthen AML/CFT effectiveness, and reduce corruption

vulnerabilities.

Macro-Structural Issues 

14. Accelerating structural reforms would strengthen the post-COVID-19 recovery and

longer-term growth prospects. The planned introduction of the national ID system and

implementation of the financial inclusion initiative would complement the ongoing social assistance

programs by facilitating the identification of eligible households and delivery of cash aid. Continued

investment in education and infrastructure will play an important role in facilitating development and

transition into higher-income jobs. The recent amendments to the Retail Trade Liberalization Act,

Foreign Investment Act, and Public Service Act are welcome steps to attract foreign investors and

create a business-friendly environment. Progress in the digitalization of public services and

improving digital and physical connectivity throughout the Philippines’ archipelago would be

another important pillar to bolster growth prospects.

15. The Philippines is implementing climate change-related initiatives. The authorities’

Nationally Determined Contribution to the Paris Agreement, commits to reducing emissions by

75 percent by 2030 compared to a business-as-usual baseline. They are preparing laws and

regulation to increase the share of renewables in electricity production to reach a target of

35 percent by 2030. The continued budgetary allocations to spending on climate change adaptation

and strengthening resilience to natural disasters, with a budget tagging system, are welcome. In the

medium term, more resources and incentives for climate change adaptation and mitigation will be

needed to induce more investment and changes in emission patterns.

IMF Relations 

16. The Philippines is on a standard 12-month Article IV consultation cycle. The 2021 Article IV

consultation was concluded by the IMF Executive Board on July 23, 2021.
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Philippines: Selected Economic Indicators 


