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 GDP Disappoints; Worst is Yet to Come

Worst is yet to come. Economy is likely to show its worst results in 2Q20 and 
3Q20. OFW remittances  are already showing weakness, reflected in the -4.4% 
contraction of net primary income that is included in the computation of the 
bigger Gross National Income (GNI) figure and has already flattened  consump-
tion spending to 0.2% in 1Q20. (Latest OFW stats were for last January only). 
Making up 20% of the economy, investments (local and private) were sharply 
lower, -18% and it was only government spending which grew, +7%, underscor-
ing the need for more funding if it were to remain the driver of the economy 
this year and next. As such the Philippine Recovery Plan which is yet to be 
funded to the tune of up to Php1.4 trillion is critical to the country’s keeping 
its triple B+ rating at least and the achievement of the target 6% GDP next 
year.  

Government has announced already a higher budget deficit 5.7% and debt to 
GDP of 47% this year based on latest government’s forecast precisely to fund 
said recovery plan. The silver lining is in how the essential services throve as 
they remained opened and proved resilient and capable of operating amid the 
crisis: banking was the outperformer of all, up 9.6% followed by health care 
services, communications and utilities.  

Will the country be downgraded because of the slower GDP? 
The rating agencies are not likely to do that early in the game, knowing that 
no country will have explosive growth in the context of the worst global reces-
sion. They will be waiting for more evidence of vulnerability in the Philippine 
economy, say a rapid deterioration in the budget deficit, faster-than-expect-
ed debt accumulation, triggering a crowding out and huge pressure on inter-
est rates. Rating agencies will be a lot more sensitive to how the fiscal house 
is being managed and whether resources/borrowings are contributing to an 
effective stimulus package and growth. So fiscal leakages should not happen. 
Fiscal stimulus (plus BSP helping to loosen up liquidity conditions and ensuring 
orderly financial markets) should help to put the economy back on the path 
of recovery, assuming health care facilities and testing capacities are appro-
priately augmented and calibrated in proportion to the infection rate upon 
the lifting of the ECQ, hopefully a flatter curve over time and a drug cure or 
a vaccine eventually reaches the local market. There is a so called “Recovery 
Plan,” that’s taking shape, known as the fourth pillar of the Bayanihan Heal 
As One” strategy which unfortunately isn’t fully funded yet.

Recession Affirmed. A first contraction since 1998 for Philippine GDP in the 
first quarter of -0.2% from 5.7% in 1Q19 is a grim forestate of what’s to come. 
Second quarter numbers would be the worst for the year as the bulk of the  
economy was on shutdown (NCR and Luzon representing  80% of the country’s 
Php19.5 trillion nominal GDP) in half of the quarter assuming the ECQ is lifted 
by mid-May. Local output  growth in 2Q20 could be the reverse of  the compa-
rable 5.4% last year, same period.   

OFW Squeeze. Gross National Income (GNI) growth was lower than GDP at 
-0.6% as transfers from abroad  shrank, -4.4%, indicative of  the pain on OFW 
remittances. It heralds the risk of OFW remittances further falling, which 
the country’s top economists predict to be as much as $6bn or -20% from last 
year’s $30bn receipts versus the more sanguine government forecast of just  
-2%. 

Hit on Biggest Industry Employers. Construction,-1.8%; manufacturing, 
-3.6%;  agriculture, -0.4% shrank altogether; the latter three were all signifi-
cant contributors to employment and therefore consumer spending, 36% con-
tribution to GDP. Transportation, -10.7%; accommodation and food services 
activities, -15.3% were hardest hit next to the worst which was mining, -22%.  

Banking Lives Up to its Resilient Track Record Thru Boom and Bust. As usual  
and aligned with history, it’s the financial services (banking and insurance) in-
dustry that has outperformed all the rest as it did in 2009 too, rising in 1Q2020 
by +9.6% followed by health care services, +9.2%. It led the growth of the big 
services sector which is 60% of the economy, but now sharply flattish at 1.4% 
from the 7%-8% pace of growth in all the quarters of 2019. The much touted 
beneficiary of  higher demand for digital services -  the information and com-
munication sector  - was only a far third,   +5.7%  and the utilities (electricity, 
gas and water), + 5.3% from banking. 

Big Demand Drivers Fizzled Out. The larger part and the great locomotive  
consumption spending slowed sharply to 0.2% from 6.2% in 1Q19 and 5.7% in 
4Q19. Consumption is now a bigger 75% of the economy based on GDP rebased 
on 2018 prices. Accounting for 13% of the economy, Government spending  
lost its momentum growth in 1Q20 to a mere 7% from the fastest climb of 9% 
in 3Q19 to 17% in 4Q19. Another big hit was inflicted on investments, -18.3%,  
representing a fifth of the economy.

Table 1. GNI and GDP by Expenditure and Industry

Source: PSA

Growth Rates (%), at Constant 2018 Prices 2018-2019 2019-2020

Expenditure Q1 Q2 Q3 Q4 Q1

01. Household final consumption expenditure 6.2 5.6 6.0 5.7 0.2

02. Government final consumption expenditure 6.4 6.8 8.8 17.0 7.1

03. Gross capital formation 9.8 -0.8 -0.1 2.5 -18.3

A. Gross fixed capital formation 7.8 -2.9 5.9 5.8 -4.3

1. Construction 9.6 1.3 14.3 11.4 -3.4

2. Durable equipment 5.5 -15.1 -9.7 -6.5 -7.7

3. Breeding stocks and orchard development 2.1 3.0 -0.5 1.4 -1.2

4. Intellectual property products 15.2 30.4 33.5 25.4 6.6

B. Changes in inventories

C. Valuables -76.9 -14.1 182.9 -68.9 -29.6

04. Exports of goods and services 4.2 3.1 1.8 0.3 -3.0

A. Exports of goods 5.5 2.9 -1.9 -1.6 -1.8

B. Exports of services 2.8 3.3 7.8 3.2 -4.3

05. Less : Imports of goods and services 8.9 0.1 -0.1 -0.7 -9.0

A. Imports of goods 9.0 -0.5 -0.9 -1.7 -11.2

B. Imports of services 8.5 3.1 3.4 3.1 -0.3

Gross Domestic Product 5.7 5.4 6.3 6.7 -0.2

Net primary income from the rest of the world -1.6 0.3 -4.6 -2.8 -4.4

Gross National Income 5.0 4.9 5.2 5.8 -0.6

Industry Q1 Q2 Q3 Q4 Q1

Agriculture, forestry, and fishing 0.5 0.7 3.0 0.8 -0.4

Industry 4.9 2.5 5.4 6.0 -3.0

01. Mining and quarrying 3.4 14.2 -3.5 -4.0 -22.3

02. Manufacturing 5.2 2.0 0.9 4.3 -3.6

03. Electricity, steam, water & waste management 3.4 8.1 7.3 7.3 5.3

04. Construction 5.0 -0.1 15.3 10.7 -1.8

Services 7.1 7.5 7.3 8.1 1.4

01. Wholesale and retail trade; repair  
      of motor vehicles and motorcycles

7.0 8.6 8.3 8.5 1.1

02. Transportation and storage 6.8 6.1 7.9 4.7 -10.7

03. Accommodation and food service activities 6.0 4.9 6.0 7.8 -15.3

04. Information and communication 9.9 5.6 5.5 5.3 5.7

05. Financial and insurance activities 12.1 10.7 12.8 12.1 9.6

06. Real estate and ownership of dwellings 5.1 4.9 6.2 4.5 2.2

07. Professional and business services 1.1 3.0 2.7 2.2 0.7

08. Public administration and defense;  
      compulsory social activities"

11.7 11.4 8.7 21.3 5.2

09. Education 5.1 12.0 2.1 4.5 0.9

10. Human health and social work activities 3.0 -0.6 5.8 9.2 9.2

11. Other services 6.7 6.6 5.2 7.3 -7.6

Gross Domestic Product 5.7 5.4 6.3 6.7 -0.2

Net primary income from the rest of the world -1.6 0.3 -4.6 -2.8 -4.4

Gross National Income 5.0 4.9 5.2 5.8 -0.6


