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Philippines: Economy contracts 9.5% in
2020, with the slump set to extend into
early 2021

The Philippine economy contracted by 8.3% in 4Q 2020. Partial
lockdowns and elevated unemployment continure to weigh on the
recovery
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Worse than expected

4Q GDP slump worse than expected

Despite relaxing some mobility restrictions, 4Q2020 dropped by an unexpected 8.3% with
mainstay household consumption weaker by 7.1%, stifled by still elevated unemployment.
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Meanwhile, capital formation struggled on dimming economic growth prospects, highlighted by a
34% dip in construction activity while investment in durable equipment slid by 24.7%. The lone
bright spot for the economy in 4Q2020 was government spending which rose by 4.4%, with the
authorities deploying the remainder of its modest fiscal stimulus spending package. On the
income side, all three major sectors recorded declines with agriculture falling by 2.5%, industry
sliding by 9.9% and the services sector contracting by 8.4%. The 4Q reading translated to a 9.5%
contraction in GDP for the whole of 2020 with officials touting a “strong comeback” in 2021. GDP is

forecast to rise sharply, by 6.5-7.5%, with the economy returning to pre-pandemic levels by
mid-2022.

Don't expect the cavalry

Despite the 9.5% contraction in the economy, we are not counting on the authorities to offer any
form of stimulus to offset the downturn, both on the monetary or fiscal front. Bangko Sentral ng
Pilipinas (BSP) Governor Diokno has front-loaded a flurry of rate cuts in 2020 and is likely out of
ammunition with the policy rate at 2.0% while inflation trends closer to the top-end of their 2-4%
inflation target. Meanwhile, the fiscal authorities appear confident in a strong recovery in 2021
and beyond with acting planning secretary Chua suggesting that growth would hit 8% by 2022.

The 2021 budget was bumped up by 10% in 2021 and will not likely be enough to move the needle
to jumpstart the ailing economuy.

The Big Dip: Philippine GDP growth and forecasts
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The “Big Dip” to extend into 1Q 2021

ING expects GDP to remain in contraction in 1Q 2021 before posting a substantial 13.0% rise by 2Q,
mainly on base effects. Household spending, the main growth engine of the economy will likely
stay in low gear with the unemployment rate at 8.7% with prospects for a quick turnaround in
consumption confounded further by the return of inflation, which is expected to breach BSP's
inflation target as early as April. Capital formation is another sector that is not expected to make a
significant comeback with commercial bank loan growth grinding to a mere 0.3% expansion in
November of last year. With only a modest pickup in government outlays expected in 2021 and
with the trade balance forecast to remain in deficit, we do not see a stark pickup in economic
activity with GDP growth powered mainly by base effects with the economy still lacking

substantial momentum to drive growth back to the 6% level.
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BRO00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.
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