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Philippines: Exports post fourth month of
gains amid trade war

The Philippines posted a fourth straight month of gains as shipments
to the US jumped 8.9%

Source: Shutterstock
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As expected

Trade war?

The Philippines recorded a fourth straight month of rising exports despite the escalation in the US-
China trade spat, while imports contracted for a fourth month. Despite the growth in exports and
the pullback in inbound shipments, the trade deficit widened to $3.39 billion, only slightly wider
than expected and roughly $1bn more than the deficit posted in the previous month. The still
substantial trade gap will likely curtail the peso's appreciation but the direction of the local
currency appears to be more affected by sharp swings in sentiment related to the trade war and
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the direction of global monetary policy.

Looks like you made a new friend

Exports to the United States jumped 8.9% in July with outbound shipments to the US posting
growth for six out of seven months of the year as electronics exports proved expectations wrong
by showing 2.9% growth for the month. Electronics corner the lion's share of the Philippine export
sector and where the mainstay sector goes, we can expect the fortunes of the entire export sector
to follow. Despite the trade war and the relative strength of the peso, exports have managed to
post gains (albeit on the back of a favourable base) with manufacturers finding creative ways to
skirt the new levies.

Rate hikes and budget delay hit home

The recent run of GDP above 6% coincided with a stable base of household consumption
complemented by a nascent investment-driven expansion and topped off by government
spending. This year however presented the double whammy of a heavy-handed Bangko Sentral
ng Pilipinas (BSP) rate bazooka- which all but knocked out capital formation- and the budget delay,
which scuttled public construction. The July import numbers show a stark contraction in raw
materials (-11.7%) as construction components such as iron and steel (-35.8%) and non-ferrous
metals (-14.5%) weighed on the subsector. Meanwhile, 2Q GDP showed that capital formation, in
particular durable equipment cratered, plunging the entire capital formation account into the

red. BSP’s 175 basis point rate hike barrage, which was designed to combat inflation, did its job but
at the cost of capital formation, with capital goods showing a mere 3.4% growth for July.

Imports a barometer for 3Q GDP

With the July import numbers showing likely weakness in capital formation as capital imports
show modest gains and raw material inbound shipments contracting, we may have to rely once
again on household spending to carry the load as we chase 6% growth. BSP's 50-bps redux on
rates and the government budget online will probably help but jump starting the Philippine
economy in time to save the second half may be increasingly challenging, as the ill effects of rate
hikes and budget delays continue to sap already fading growth momentum.
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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.
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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 BR0O00341) 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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