
Snap | 24 January 2019 1

THINK economic and financial analysis

Snap | 24 January 2019 Philippines

Philippines: Economy grows by 6.1 % in
4Q
Slowing growth leaves door wide open for BSP to ease policy in 2019

Source: Shutterstock

6.1% 4Q 2018 GDP

Lower than expected

We got your back: Government spending helps lift overall
growth
With other sectors of the economy facing headwinds, government spending helped offset the
slight deceleration in traditional growth sources to push overall growth to settle at 6.1%. 
Government expenditures expanded by 11.9% as the administration chased its target deficit-to-
GDP ratio of 3%.    
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Capital formation hampered by base effects
Capital formation, a key component in the economy’s recent run, sustained growth at 5.5%. This
was likely on strong construction efforts as durable equipment took a back seat on base effects.
Car sales contracted sharply in 4Q 2018.  This can be traced directly to the one-off car buying
spree seen in 2017 - these forced car sales in 2018 into steep contraction but auto dealers are
confident that sales will rebound in the coming year. Economic prospects remain bright and the
introduction of new model lineups should entice demand. 

Net exports continue to pose a drag
With exports struggling despite the Peso’s depreciation, the trade deficit has continued to test
historical wides as imports surge on a mixture of strong capital infusion from corporates, raw
materials for infrastructure spending, bloated fuel costs and still solid consumer goods purchases. 
Given the ambitious targets set by the national government, we can expect raw material and
capital goods purchases to continue. The trade deficit may see some relief as oil prices appear, at
least for the time being to be more well-behaved. 

The return of household consumption
Consumption remains the main cog in the Philippine growth engine and the sector managed to
post decent 5.4% growth - after it dipped to 5.2% in 3Q 2018 with inflation hitting multi-year
highs.  With inflation finally coming off the peak in 4Q and forecasted to slide back within the BSP's
2-4% target, we can expect household consumption to resume its strong performance to lead the
economy into 2019. Inflation has slowed to 5.1% as of December 2018. 

Outlook
2019 will likely remain a tale of two halves with the first 6 months of the year to see relatively
subdued growth. The government budget delay is seen to handicap one crucial leg of Philippine
growth, with government expenditures likely put off to the latter half of the year.  Furthermore,
knock-on effects from the BSP’s aggressive 175 bps rate hike in 2018 are expected to continue to
feed into the economy and sap investment momentum.  Meanwhile, household consumption will
likely be revived as inflation decelerates further and slides back within target as early as 2Q 2019. 

With the inflation specter curtailed for the time being, the BSP will likely unload a string of easing
measures to help buttress growth closer to the administration’s growth target of 7-8%.  With
liquidity conditions still relatively tight and the Governor’s pledge to slash reserve requirements
(RRR) to single digits by the end of his term, we can see the BSP slashing RRR further in 1Q followed
by a possible policy rate cut in 2Q to help bolster growth for the second half of the year.     
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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 BR000341) 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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