
Philippines

A sharper than anticipated slowdown in private consumption in the first half of 2009, coupled with a 
slump in exports and weakness in fixed investment, cut the GDP growth rate more than expected such 
that full-year growth will be lower than forecast in March. Activity should pick up through the second half 
of 2009 and reach modest growth rates in 2010, supported by fiscal stimulus measures and the gradual 
global recovery. Inflation has declined more steeply than was earlier expected and the forecasts for 2009 
and 2010 are revised down. Current account surpluses will be maintained for these 2 years.

Updated assessment
GDP growth slowed to 1.0% year on year in the first half of 2009 from 
3.8% in full-year 2008 (revised down from an originally reported 4.6%). 
Gross national product growth also decelerated, although at 3.8% in the 
first half it was well above the GDP rate owing to relative strength in 
net factor income from abroad. In a sign that the slowdown may have 
bottomed earlier this year, year-on-year GDP growth accelerated from 
0.6% in the first quarter to 1.5% in the second. The Philippines is less 
reliant on external trade (the export-to-GDP ratio is about 30%) than 
other economies in Southeast Asia that contracted in the first half of 2009 
as a result of the global recession.

Private consumption growth in the first half pulled back to 1.8% 
year on year, from 4.6% in the first half of 2008. The pace of increase 
in remittances from overseas workers slowed to 2.9% in United States 
(US) dollar terms, although this translated to growth of 17.1% in pesos. 
Concerns over job security eroded consumer confidence. Still, the 
remittances plus lower inflation provided the basis for the expansion in 
private consumption, which remained the major contributor to first-half 
GDP growth.

Government spending, supported by the rollout of a fiscal stimulus 
package, grew by 7.0% in the first half of 2009, though this was amplified 
by the low base in government outlays in the prior-year period. 
Investment, however, was weak. Total fixed capital investment declined 
by 4.4% and investment in equipment slumped by 18.6%, illustrating the 
reluctance of firms to expand capacity at a time of global recession and 
slowdown in domestic demand. Net exports fell and acted as a drag on 
GDP growth.

On the production side, services constituted the major contributor 
to GDP growth in the January–June period, though its expansion rate of 
2.5% was about half that of the same period in 2008 (Figure 3.8.1). This 
deceleration reflected sluggish private consumption and weakness in 
transport, finance, and trade-related services, partly offset by growth in 
communications and business process outsourcing.

3.8.1 GDP growth by sector
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This chapter was written by Teresa Mendoza of the Philippines Country Office and 
Purnima Rajapakse of the Southeast Asia Department, ADB, Manila.
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Industrial production contracted by 1.3% in the first half, weighed 
down by a 7.4% drop in manufacturing caused in large part by weaker 
global demand for electronic goods and clothing and by much slower 
expansion of food processing. Public construction jumped by 24.1%, 
spurred by the fiscal stimulus program, but private construction 
contracted by 1.4%.

Agriculture, accounting for about a third of employment and a fifth 
of GDP, grew by only 1.3% in the first half. Rice production increased 
by 3.6%, but corn output fell by 2.3% as its low price led some farmers 
to switch to rice and other crops. A slowdown in agricultural exports 
to industrial economies, which account for nearly two thirds of total 
agricultural exports, damped production of coconuts and sugar.

Labor-market data suggest that unemployment was contained, mainly 
because laid-off workers moved into low-quality jobs. The unemployment 
rate fell from 8.0% in April 2008 to 7.5% in April 2009. But close to 
a million full-time jobs were lost in that period, while 2.4 million 
part-time jobs were created (the proportion of part-time workers 
increased to 41% of the employed population from 36%) (Figure 3.8.2). 
Many of those made unemployed in manufacturing and services switched 
to lower skilled work, and others reported working fewer hours or 
becoming self-employed. There were also signs that more members of 
households sought work to supplement family incomes, after a family 
member had been laid off or had working hours cut.

Inflation declined rapidly to 0.1% year on year in August 2009 (the 
lowest in over two decades) from a peak of 12.4% in August 2008. This 
was attributable to the drop in global prices for oil and commodities and 
subdued domestic demand.

On the trade front, merchandise exports in US dollar terms slumped 
by 32.8% in the first 6 months, on a customs basis. Electronic products 
(57% of total exports) plunged by 35.5% as recession bit in the two largest 
export markets (the US and Japan). Other exports to register double-digit 
declines were agro-based products, clothing, and minerals.

Merchandise imports fell to a similar degree (31.1%), with steep 
contractions in the raw materials and intermediate goods used in making 
exports such as semiconductors, and weaknesses in imports of capital 
goods. The value of oil imports dropped by 69.4%, largely owing to 
the fall in global oil prices. These developments left the trade deficit at 
$3.1 billion in the first half, narrowing from a year earlier.

The contraction in trade appears to have bottomed early in 2009 
(Figure 3.8.3). Month-on-month data show exports increasing by about 
10% in both May and June. Shipments of electronics on a month-on-
month basis edged up from January to June. Imports on this basis 
increased in May (by about 19%) and June (14%).

Available data for the first quarter of 2009 show that the current 
account surplus rose to $2.2 billion. A narrower merchandise trade deficit 
was reinforced by a larger surplus in services. Earnings increased from 
business process outsourcing (such as back-office accounting and payroll 
support), while payments for transportation services fell in tandem with 
lower trade volumes. The surplus on net transfers increased modestly, given 
that remittances grew, but at a much slower rate than a year earlier. The 
higher current account surplus was partly offset by a deficit in the capital 

3.8.3 Merchandise trade growth
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3.8.2 Labor market indicators
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3.8.4 Foreign investment inflows
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and financial accounts caused by net outflows of direct and portfolio 
investments, leaving an overall balance-of-payments surplus of $1.73 billion.

Foreign direct investment has recovered in more recent months, 
recording a net inflow of $1.0 billion in January–May 2009, still low 
but above the year-earlier level, while foreign portfolio investment has 
also picked up, with a net inflow of $265 million in January–July 2009, 
in contrast to an outflow in the previous year (Figure 3.8.4). Gross 
international reserves at $41.3 billion as of end-August represented a high 
7.1 months of retained imports.

In response to the weakened economic outlook, the Government in 
January 2009 unveiled a P330 billion ($7 billion) fiscal stimulus package. 
About half is allotted to labor-intensive infrastructure and social 
welfare programs, 30% to public–private partnerships for building large 
infrastructure projects, and the rest to tax reductions for individuals and 
businesses.

These additional outlays bumped up national government expenditure 
by 18.1% in the first 7 months of 2009 (relative to the same period in 
2008). Revenue fell by 4.1% in this period, partly a result of the economic 
slowdown and the tax breaks. The Government revised its 2009 fiscal 
deficit target from 2.2% of GDP in March to 3.2% in June, but the actual 
gap may be slightly wider than that, given weakness in revenue. The 
first-half fiscal deficit was 4.3% of GDP (Figure 3.8.5) and the primary 
balance, excluding interest payments, fell into deficit for the first time 
since 2003. Ample liquidity should enable the financial system to absorb 
any necessary increase in the Government’s gross borrowing requirement. 
The Government projects that requirement for 2009 to be 8.5% of GDP 
(P451 billion in domestic financing and about $4 billion in external 
financing), higher than 6.7% in 2008. 

In July 2009, the Philippines tapped international capital markets for 
a second time this year with a $750 million, 10-year bond issue with a 
yield of 6.625%, or 332.6 basis points above comparable US Treasuries—a 
narrowing from about 600 basis points above US Treasuries for a January 
2009 10-year bond issue. With the additional borrowings, the ratio of 
public debt to GDP is seen increasing by about 1 percentage point this 
year to 57.6% (but that is still well below the 78.2% level reached in 2004).

Easing inflation and growth paved the way for Bangko Sentral ng 
Pilipinas, the central bank, to lower its policy interest rates in steps by 200 
basis points from December 2008 to July 2009, taking the reverse repo 
rate to 4.0% (Figure 3.8.6), the lowest in two decades. The central bank 
also reduced bank-reserve requirements and took other steps to support 
banking system liquidity and depositor confidence in late 2008, when the 
global financial crisis intensified. The peso depreciated by 2.9% against the 
US dollar in the first 8 months of 2009, after a 12.8% decline in 2008.

With ample liquidity in domestic markets, more firms turned to the 
debt market for funding. The private sector sold P94 billion of bonds in 
the first half, more than double the prior-year level. The stock market 
rallied in line with many of its regional peers: the composite index of 
stock prices rose by 54% in the first 8 months of 2009 (Figure 3.8.7). 
Improved investor sentiment was also shown in the narrowing of yield 
spreads between US and Philippine Treasuries, to 299 basis points at 
end-August from 546 basis points at end-2008 (Figure 3.8.8).

3.8.6 Inflation and policy rates
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3.8.7 Philippine Stock Exchange index
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3.8.5 Fiscal performance
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Prospects
The outlook assumes that there will be a smooth political transition in 
2010 following national elections scheduled for May, and that the new 
government pursues a credible economic program. As for monetary 
policy, the central bank kept its key policy rates steady in August and 
noted that the impact of the substantial monetary easing seen through 
July had yet to be fully felt in the economy. The forecasts assume that the 
monetary stance will remain accommodative, and gradually tighten in 
2010, with the timing depending on inflation and growth trends.

Private consumption is projected to pick up in the second half of 
2009. The consumer confidence index published in September showed 
an improvement in sentiment, based on low inflation, easing interest 
rates, and firmer international economic conditions. Illustrating this 
improvement, motor vehicle sales rose by 6.8% in August year on year, the 
fastest pace so far this year.

Remittances have held up better than expected, reaching a record 
$1.5 billion in June (up 3.3% from a year earlier—Figure 3.8.9) and 
aggregating to $8.5 billion in the first half of 2009. The Philippine 
Overseas Employment Administration estimated that from October 2008 
to June 2009 less than 1% of the 8.7 million Filipino workers abroad lost 
their jobs. New job orders held up well in January–June, with just over 
half the available jobs intended for professional and service workers, 
generally more secure jobs than lower-skill ones.

Public investment is expected to gain impetus as fiscal stimulus 
measures are stepped up (some faced delays in the first half of 2009). The 
index of business confidence for the third quarter of 2009 increased for 
the first time in a year (Figure 3.8.10). Still, uncertainty leading up to the 
elections, as well as the still-weak export environment, will likely keep 
private investment subdued. Investment pledges reported for the first half 
of 2009 by the Board of Investments and the Philippine Economic Zone 
Authority, which cover most of the investment pledges for the country, 
fell by about two thirds from prior-year levels.

From the supply perspective, services are forecast to expand by 3.0% 
in 2009. Modest growth in private consumption and election spending 
will support retail trade as well as transport and communications 
services. The industry association for business process outsourcing 
expects 23% growth in revenue to about $7.5 billion this year. 
Manufacturing will recover gradually: an index of manufacturing 
volume shows a slowing in the pace of decline since January. Moreover, 
average capacity utilization rose from 78.1% in January to 81.5% in June 
(Figure 3.8.11). However, agriculture faces an expected El Niño weather 
pattern, which can dent farm production.

Taking these influences into account, GDP growth is projected to 
step up to 2.2% in the second half of 2009. That would put full-year 
growth at 1.6%, below that anticipated in Asian Development Outlook 
2009 (ADO 2009) in March, a consequence of the weaker than expected 
first half performance and the downgrading of the global trade volume 
assumed in this Update.

In 2010, domestic demand will strengthen, supported by election 
spending through May and some expected improvement in the labor 
market resulting from a lift in business sentiment in the second half, on 

3.8.10 Overall business confidence index

-30

0

30

60

Next quarterCurrent quarter

Q3Q2Q1
09

Q4Q3Q2Q1
08

Q4Q3Q2Q1
2007

Index

Source: Bangko Sentral ng Pilipinas, available: www.bsp.
gov.ph, downloaded 4 September 2009.

Click here for figure data

3.8.9 Growth of remittances
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3.8.8 Risk sentiment indicators
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3.8.1 Selected economic indicators (%)

2009 2010

ADO 
2009

Update ADO 
2009

Update

GDP growth 2.5 1.6 3.5 3.3

Inflation 4.5 3.2 5.0 4.5

Current acct. bal. 
(share of GDP)

1.0 2.8 2.0 2.5

Source: Staff estimates. 

the assumption of a smooth election and transition in government. The 
modest rebound assumed for next year in global growth and world trade 
will provide some impetus. Net exports are expected to make a slight 
contribution to GDP growth. Due to modest funding increases in social 
services and a decline in infrastructure spending under the proposed 
2010 budget, the level of fiscal support to the economy may not be as 
strong as in 2009. Economic growth next year is forecast at 3.3%, still a 
half percentage point shy of the 2008 pace (Figure 3.8.12).

Merchandise exports in the fourth quarter of 2009 are projected to 
edge higher as demand abroad improves. Imports will also pick up, in line 
with a firming in private consumption and the restocking of inventories. 
The trade deficit for full-year 2009 will likely be narrower than was 
expected in March. Trade in services is projected to produce a surplus, 
largely reflecting the performance of business process outsourcing. These 
factors, coupled with remittance inflows, are forecast to keep the current 
account in surplus equivalent to 2.8% of GDP for 2009 (revised up from 
ADO 2009), and at a similar percentage in 2010.

Inflation is projected to gradually increase from August’s 0.1% rate, 
given the base effect caused by the peaking of the consumer price index 
in August 2008. It is now forecast to average 3.2% this year, revised 
down from ADO 2009 because domestic demand has been weaker than 
anticipated. The inflation forecast for 2010 is also lowered a touch, to 4.5%.

The Government aims to rein in its fiscal deficit to 2.8% of GDP in 
2010, targeting an increase in tax revenue to 14.3% of GDP from 13.9% 
in 2009 (this year’s goal looks ambitious considering the tax breaks and 
sluggish economic growth). Actual tax revenues were around 14% in 2007 
and 2008. However, the Government has not been able to win legislative 
approval for revenue-strengthening proposals (such as excise tax reforms 
and changes in fiscal incentives to investors).

Moody’s upgraded its sovereign credit rating for the Philippines in 
July 2009, from B1 to Ba3, citing the resilience of the financial system and 
external payments position in the face of the global slump. The rating is 
nevertheless below investment grade.

A key risk to the outlook is a weaker than anticipated global economic 
recovery. That would hurt exports, foreign investment inflows, and 
consumer and business sentiment which, while showing early signs 
of improvement, remain fragile. On the domestic front, maintaining 
investor and consumer confidence requires the elections to go smoothly.

3.8.12 GDP growth
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3.8.11 Average capacity utilization rate, 
manufacturing
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