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Transformation and Possibilities Recession risk estimates are getting more precise.  From just -1% GDP growth dip this year, Govern-
ment forecasts the slide could be -3.4% at most, lower than the estimates of more pessimistic research 
houses abroad like Capital Economics based on how tough and long the Philippine lockdown has been.  
See the stringency index in Figure 1 and the revised macro parameters for the Philippine economy this 
year and next in Table 1. 

And there are industries which will suffer more than others due to the pandemic. There will be 
industry transformations to ensure survival and growth under the new normal. Among the industry 
casualties, top of the list is manufacturing. And because of the pandemic, global supply chains of the 
manufacturing industries will shift away from its current high dependency on China.  The question is 
will this possibility benefit the Philippines. Much of the answer depends on the local incentives now 
being fixed under the repackaged corporate income tax and incentives rationalization act (CITIRA) 
and the exploitable resources not present in neighboring countries. Shifting global supply chains and 
the rising tide of protectionism reshoring industries and labor merely form part of the deglobalization 
trend, one of three emerging megatrends that the Economist magazine cited as having been triggered 
by the pandemic. See Figure 5. 

Already weak, the local manufacturing sector which is a fifth of Philippine industrial output and em-
ploys 1.2m people would be hit the hardest with ripple effects on household consumption, according 
to a report of the Philippine Institute for Development Studies last April. See Table 3. Manufacturing is 
in large part domestic, topped by food and beverage, radio, television and communication equipment 
and apparatus, chemical and chemical products, petroleum and other fuel products and beverage 
industries. There’s also the export-oriented manufacturing subsector which is a third of the economy 
on gross basis but negative 8% when based on net of imports.  

The IHS Markit Philippines Manufacturing tumbled to the lowest on record of 31.6 in April 2020 from 
39.7 in a month earlier, as the extended lockdown of Luzon island to prevent the spread of COVID-19 
had a strong impact on the sector. Output, new orders and export sales declined at record paces. 
Based on the Monthly Integrated Survey of Selected Industries (MISSI), the value of production index 
(VaPI) for manufacturing sector continued to drop at an annual rate of 11.3 percent in March 2020, 
faster than the reported decreases in the previous month at 1.0 percent and in March 2019 at 4.4 per-
cent. That’s due to  the decreases in the indices of 17 major industry groups; first three of  which had 
at least 30 percent annual declines were petroleum products at -40.5 percent; tobacco products, -30.9 
percent; and miscellaneous manufactures, -30.2 percent. At the same time, job shedding continued 
but at a softer pace, while firms reduced input purchases at the quickest rate in the series history. 
Employment stood at 1.2m heads in the Philippine manufacturing sector based on the latest survey 
done 2017 and released last March 2020. Please see Table 4 on next page.

The country’s biggest conglomerate San Miguel Corporation with exposure to petroleum and food and 
beverage manufacturing was hit hard by the pandemic with earnings dropping to Php1bn in 1Q20 from 
Php13bn a year ago, same period. The big drag was its petroleum business Petron Corporation which 
suffered Php4.9bn losses in the first quarter from Php1.3bn net profits in the previous year due to the 
oil demand shock, leading to Php7.4bn worth of  crude  inventory losses, a slump in oil prices down to 
$23/ba from $67/ba a year ago, same period, -15% drop in sales volume and negative refining margins 
from previously $10/ba to  $40/ba range for diesel/gas and jet fuel, respectively. The crude oil refin-
ery was shut down (same policy as Shell Philippines) in sync with the reduced global refinery capacity 
utilization which reduced to 60% from 80% due to the recession. 

Beer, gin and the branded foods were altogether lower in net profits, down 20% to Php5.8bn in 1Q20 
from Php7.4bn, same period. That’s mainly ascribed to the beer and gin sales volumes which dipped 
24% and 14% to 53.2m and 8.9m cases, respectively, cutting down income of  the beer business  by 44% 
and  the gin arm by 23% to Php3.8bn and Php474m, respectively.

The automotive industry won’t be spared. IHS Markit said Tuesday that it expects global vehicle sales 
to decline 22% this year to 70.3 million. The U.S. is projected to lead the global decline with a 26.6% 
fall in domestic vehicle sales. Locally, the industry association expects sales to drop 20% this year  to 
330k from 416k as vehicles are a non-essential. 2020 was supposed to be a landmark year for the Philip-
pine auto industry. In 2015 industry executives projected that by 2020 the Philippines will see 500,000 
unit sales. The industry was actually building up to that level, averaging 425,000 units annually from 
2016 to 2019; the high being in the (fear of) excise tax-driven 2017. That year alone, the country saw 
almost 474,000 units sold. 

Also, the biggest exporting segment will suffer -- electronics and semiconductor -- as world merchan-
dise trade could shrink by as much as 32% this year according to the World Trade Organization (WTO). 
Trade was already slowing in 2019 before the virus struck, weighed down by trade tensions and slowing 
economic growth. World merchandise trade registered a slight decline for the year of 0.1% in volume 
terms after rising by 2.9% in the previous year. Trade is likely to fall more steeply in sectors character-
ized by complex value chain linkages, particularly in electronics and automotive products. According 
to the OECD Trade In Value Added (TiVa) database, the share of foreign value added in electronics 
exports was around 10% for the United States, 25% for China, more than 30% for Korea, greater than 
40% for Singapore and more than 50% for Mexico, Malaysia and  Vietnam. For the Philippines, 40% of the 
Philippines’ electronic parts supply comes from China and Taiwan. The spillover effects of a disruption 
in Chinese supply to the Philippines would roil different industries in the country. As of February 2020, 
the communication equipment industry in the Philippines is estimated to lose 115 million U.S. dollars 
from a two percent reduction in China exports of intermediate inputs. See Figure 2 on next page.

There are also a number of industry transformations occurring. The local industry association of IT and 
Business Process Outsourcing told a recent briefing that manufacturing will become more focused on 
essentials from non-essentials. Banking will shift from traditional services to online and other innova-
tive delivery channels. Energy production based on dirty fuel will expand to include renewable sources 
in a bigger way.  Shopping online/ecommerce will grow by leaps and bounds. It is now evident that 
the mall operators are thinking differently about their business. SM plans to integrate SM Retail Inc. 
and the malls as  pick-up points for online goods purchases and are linking up fast with  e-commerce 
platforms such as Lazada, Zalora and Grab. See Figure 3. There will be self- contained communities 
from just gated ones and more LEED (Leadership in Energy and Environmental Design) and Green-
certified buildings that are deep into sanitation, disinfection and with facilities tailor-fit to a healthier 
corporate setting, more geared to the health needs of workers/tenants in the office buildings. Figure 4 
lists the industries that are more advantaged than others such as food processing, logistics, sanitation, 
agriculture, health care, safety and security versus those damaged by the pandemic such as  aviation, 
tourism and automotive. These three may face a slow recovery. 

Because of the many challenges faced by the economy, government is putting together a stimulus 
package estimated to be Php370bn as part of  Bayanihan Heal as One 2, which together with the earlier 
Php395bn disbursements from the “realigned” 2019 National Government budget economic planners 
believe  would produce GDP growth of 6% next year. That’s  on the principle of  a 1.5x multiplier effect 
which means by spending almost Php800bn, the economy will recapture lost output this year worth 
Php1.4 trillion. Such a recovery scenario  assumes the reopening of the global economy  on a sustained 
basis without the  infection curve  rising anew  this year.  News of  a vaccine on commercial mode early 
next year would be a bonus. See Table 2.

Figure 1. Covid-19 Containment Measures

Source: NEDA and BSP

Source: Bloomberg

Parameter
Projections

2020 2021 2022

Real GDP Growth (%) (3.4) - (2.0) 7.1-8.1 7.0-8.0

Inflation (%)

    Target 2.0-4.0 2.0-4.0 2.0-4.0

    Forecast 1.75-3.75 2.0-4.0 2.0-4.0

FOREX (Php/US$) 50-54 50-54 50-54

Dubai Oil Price (US$/bbl) 23-38 35-50 35-50

Exports Per BPM6

    Goods

      Growth (%) (4.0) 5.0 5.0

    Services

       Growth (%) (3.0) 9.0 9.0

Imports Per BPM6

    Goods

      Growth (%) (5.5) 8.0 8.0

    Services

       Growth (%) 4.0 5.0 5.0

*Approved by the Development Budget Coordination Committee on May 12, 2020
**Inflation: using the 2012-based CPI 

Table 1. Macroeconomic Parameters Assumption, 2020-2022

Table 2. Stimulus Package: Econometric Model and Simulations

Source: Congresswoman Stella Quimbo, PhD from UP and  
UP School of Economics Professor



Table 3. Projected 2020 Output Loss of Key Philippines Industries

In Php bn
BEST  

1 mo Lockdown

MODERATE  
Lockdown Lifted 

by May

WORST  
Outbreak Not Contained 

Beyond Sept. 2020

Manufacturing 82.1 421.8 855.2

Wholesale and retail trade 93.2 497.7 724.8

Other services 41.5 221 356.9

Financial intermediation 18.5 98.9 141.3

Transportation, storage, and 
communication

11.7 61.6 124.3

Agriculture, forestry and 
fishing

9.4 50.5 110.3

Real estate, renting and busi-
ness activities

10.7 56.8 79.7

Electricity, gas and water 5.7 30.5 44.3

Mining and quarrying 1.7 8.6 26.9

Construction 1.7 9 19.3

Table 4. Summary Statistics for All Manufacturing Establishments

Indicators 2017 2016
Growth 
Rate %

Number of Establishments 24,200 28,003 -13.6

Total Employment 1,278,392 1,277,400 0.1

Employment per Establishment 53 46 15.2

Compensation (in thousand Php) 370,724,558 353,565,384 4.9

Average Annual Compensation 294,325 281,469 4.6

Value of Output (in thousand Php) 5,282,360,506 4,847,244,843 9.0

Intermediate Expense (in thousand Php) 3,467,663,175 3,178,708,650 9.1

Income per Peso Expense 1.16 1.14 1.8

Value Added (in thousand Php) 1,429,227,807 1,310,319,949 9.1

Labor Productivity 1,117,988 1,025,771 9.0

Source: PSA, Release on 09 March 2020

Figure 2. Estimated economic trade impact from Chinese supply 
disruptions due to the Covid-19 pandemic in the Philippines as of 
February 2020, by Industry
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Figure 3. Philippines: Pre-Covid19 vs Post Covid19

Figure 4. Philippines: Affected vs Advantaged Figure 5. Mega Trends: From The Economist Magazine

Figure 6. How much does government need to spend?

HOW MUCH IS THE POTENTIAL LOSS IN GDP DUE TO COVID-19?
• Going from target 6+ percent growth to close to zero percent growth—1.08 trillion pesos

HOW MUCH FISCAL STIMULUS DO WE NEED?
• Government needs to spend less than 1.08 trillion pesos.

* Multiplier effects: one peso spent by government will spur business activity and raise 
GDP by more than one peso.
• If the fiscal multiplier is roughly 1.53, government needs to spend 700 billion pesos.

* 330 billion – spending under the Bayanihan to Heal as One Act
* 370 billion – amount for fiscal stimulus package geared towards labor retention via 

business continuity

Source: Congresswoman Stella Quimbo, PhD from UP and  
UP School of Economics Professor

Source: IT/BPM Association

Source: Dr. Jesus Estanislao; Youtube webinar

Source: IT/BPM Association


