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4Q19 Growth Gains Steam: 
Fiscal Ramp-up Ahead

Summary: Philippine real GDP growth accelerated to +6.4% year-on-year 
(yoy) in 4Q 2019 on par with market consensus of 6.4% but below govern-
ment’s own forecast of  6.6%. It puts 2019 GDP growth below 6% at 5.9% near 
the low end of the full year 2019 target growth range of 6.0%-6.5%.   

Though growth was at an eight- year low, the PSEi rallied yesterday, up  
147 points to 7616.35 as investors focused more on the sustained growth 
momentum  likely spilling into  2020.  Last year was the first time Philippine 
GDP growth slipped below 6% since 2012 when it stood at  6.7% .  

There were four growth drivers in 4Q19: government spending, +18.7%; 
household consumption, +5.6%; industry, +5.4%  and services, +7.9%. The 
weak parts were investments (gross capital formation), +0.4% and manu-
facturing, +3.7% and agriculture, +1.5%. Construction, +10.7%  and utilities 
(electricity, gas and water), +7.3%  were the winners within Industry while 
transport, storage and communications, +7.9%;  financial services, +10.9%  
and retail trade, 8.6%  pulled up the Services sector. 

Outlook: Fiscal spending will remain the pillar of growth in 2020 together 
with its job creation impact through  upbeat construction activities. Thanks  
to  prompt gov’t budget legislation worth a record Php4.1 trillion (20% of 
this year’s GDP) and parallel spending of  last year’s obligated but unspent 
budget estimated at Php200bn. The challenge is disbursement efficiency 
and impactful spending geared to infrastructure and human capital.  

Weak consumer confidence based on a BSP survey in 4Q19 and the inflation 
fallout of higher excise taxes on oil and colcanic eruption that damaged 
parts of the NCR and CALABARZON (making up 53% of the country’s GDP)   
will test the sustainability of household consumption growth. The corona 
virus is another complicating factor.  

The US China  trade deal phase 1 has somewhat stabilized global manufac-
turing supply chain and could provide some uplift to the sagging electronics 
exports of the country. 
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But it is too soon to expect much as phase 2 hangs and damps investment 
decisions related to trade inventory and equipment investments. But as 
imports get  a lift from the stepped-up infrastructure spending and GDP 
growth recovery, the country’s current account deficit will revert back to 2% 
of GDP by yearend from 1% in 1H19, causing some depreciation pressure on 
the local currency of as much as 4% to Php53 by yearend. 

Investments will be weak for as long as the regulatory environment is un-
certain and selectively hostile to certain  local business names.  A new fiscal 
incentives regime is long awaited and taxes on financial instruments hang 
in Congress. All these delays have dented sentiment, sparked foreign sell-
ing worth $104.4mn, weakening the local bourse, down -2.5% year-to-date.

Both the trade war and weak local investment climate may make it hard for 
foreign and local investments to recover quickly. A key risk in the horizon is 
a credit rating downgrade due to government’s  review of constracts that 
may spread beyond utilities, property  and infrastructure. 

Banking will benefit from the BSP’s monetary easing and will continue to be 
a winner as loan growth picks up to as much as 15% this year (foreign ana-
lysts’ forecast) in sync with GDP growth recovery to 6.3%-6.6% and system 
liquidity improves back to double digit growth for M3. EPS growth expecta-
tion for this year is 10% for Philippine banks, a deceleration from 35% (core 
earnings of PSEi banks only) last year.  

Property is another positive sector as the infrastructure projects complete 
until and beyond Duterte’s term and as mortgage rates remain affordable. 
REIT law is in place and Ayala Land is doing its maiden REIT issuance worth 
$500m. Both sectors together with allied industries of high consumer-ori-
entation (food service, communication, aviaton, tourism) are beneficiaries  
of favorable Philippine demographics, declining unemployment rate (to a 
record low 4.5%)  and  poverty alleviation (to a multi-year low of  16.6%) 
and rising affluence of  the middle class. We like attractively valued  con-
sumer-oriented  names:  MBT, BPI, ALI, JFC, URC and TEL. See next page or 
detailed discussion.

At Constant 2000 Prices 1Q18 2Q18 3Q18 4Q18 1Q19 2Q19 3Q19 4Q19 2019 2018

1. Household Final Consumption Expenditure 5.6 6.0 5.3 5.3 6.1 5.5 5.9 5.6 5.8 5.6

2.  Government Final Consumption Expenditure 13.6 11.9 14.3 12.6 7.4 7.3 9.6 18.7 10.5 13.0

3. Capital Formation (FC+CI) 10.3 20.0 19.6 4.9 8.0 -8.5 -2.6 0.4 -0.6 13.2

   A. Fixed Capital (FC) 8.2 19.3 16.6 8.5 6.4 -4.6 1.9 2.4 1.5 12.9

      1. Construction 10.8 11.9 13.3 17.6 6.4 2.8 16.6 11.8 9.4 13.6

      2. Durable Equipment 7.2 25.7 18.5 2.3 6.1 -12.8 -9.2 -5.9 -5.2 12.4

    3. Breeding Stock & Orchard Dev’t 4.1 3.6 6.2 5.2 3.8 3.6 3.4 3.6 3.6 4.7

  4. Intellectual Property Products 11.1 26.7 24.0 25.2 14.0 28.4 31.1 23.5 24.7 21.9

4. Exports 10.3 14.7 14.2 14.4 5.7 4.8 0.7 2.0 3.2 13.4

   A. Exports of Goods 8.8 16.1 16.8 16.1 6.3 4.9 -0.7 1.4 2.7 14.6

   B. Exports of Services 15.8 9.7 1.9 7.4 3.6 4.3 8.2 4.5 5.0 8.9

5. Less : Imports 11.3 21.0 19.1 12.4 8.6 -0.1 -0.2 0.3 2.1 16.0

   A. Imports of Goods 11.9 23.0 21.2 12.8 9.0 -0.3 -0.6 -0.1 1.9 17.4

   B. Imports of Services 9.0 10.4 8.1 10.8 6.8 1.1 2.0 1.9 3.0 9.6

GROSS DOMESTIC PRODUCT 6.5 6.2 6.0 6.3 5.6 5.5 6.0 6.4 5.9 6.2

Table 1. Real GDP by Type of Expenditure, Growth Rates %



At Constant 2000 Prices 1Q18 2Q18 3Q18 4Q18 1Q19 2Q19 3Q19 4Q19 2019 2018

1. AGRI., HUNTING, FORESTRY AND FISHING 1.1 0.3 0.0 1.8 0.7 0.8 3.1 1.5 1.5 0.9

   a. Agriculture and forestry 2.0 0.3 0.2 1.7 0.6 0.4 3.5 1.0 1.3 1.1

   b. Fishing -3.6 0.4 -0.9 2.5 1.4 3.4 1.0 3.9 2.5 -0.2

2. INDUSTRY SECTOR 7.7 6.5 6.0 6.6 4.8 3.7 5.6 5.4 4.9 6.7

   a. Mining & Quarrying 7.4 -5.4 -1.3 8.1 4.7 14.6 -3.2 2.1 5.9 1.3

   b. Manufacturing 7.3 5.7 3.8 3.2 4.9 3.9 2.6 3.7 3.8 4.9

   c. Construction 10.2 13.0 15.2 20.0 5.4 -0.5 15.4 10.7 7.7 14.9

   d. Electricity, Gas and Water Supply 6.4 4.1 5.0 6.7 3.1 7.8 7.2 7.3 6.5 5.5

3. SERVICE SECTOR 6.7 6.7 6.9 6.8 6.8 7.1 6.7 7.9 7.1 6.8

   a. Transport, Storage & Communication 6.6 6.0 5.4 3.7 7.6 5.9 8.2 5.6 6.7 5.4

   b. Trade and Repair of Motor Vehicles, Motorcycles, Personal and 
Household Goods"

6.1 6.0 5.1 6.7 7.3 8.4 7.8 8.6 8.0 6.0

   c. Financial Intermediation 7.8 7.6 7.2 6.3 10.2 9.2 11.2 10.9 10.4 7.2

   d. R. Estate, Renting & Business Activities 4.6 4.5 5.7 4.1 3.7 3.8 4.1 3.3 3.7 4.7

   e. Public Administration & Defense;  
         Compulsory Social Security"

13.2 15.0 17.8 14.7 9.7 8.6 5.3 17.1 10.3 15.2

   f. Other Services 7.0 6.8 7.9 9.4 5.3 7.7 4.2 7.0 6.1 7.7

GROSS DOMESTIC PRODUCT 6.5 6.2 6.0 6.3 5.6 5.5 6.0 6.4 5.9 6.2

Table 2. Real GDP by Type of Industry, Growth Rates %

GDP By TYPE OF  EXPENDITURE

Expenditures Showed Fiscal Ramp Up. Rest of Sectors Slower. On the ex-
penditure side,  the  growth drivers were   government spending which ad-
vanced  further to 18.6% growth in 4Q19 from 9.6%. For the whole year, it 
rose 10.5% from the year-ago’s much faster 13.0%.   

Weak HH Consumption:  BSP Policy Easing Not Enough? The rest was  slower  
such as household consumption, surprisingly moving slower by 5.6%  from 
5.9% in 3Q19 and a bit higher than 4Q18’s 5.3%. It seemed the policy easing 
by the BSP, low inflation and  stable exchange rate were not enough to boost 
consumer confidence which in the fourth quarter 2019 was weaker than in 
the third quarter based on the latest  BSP survey.   

Weak Investments Due to  Pending  Tax Reform Legislation. Capital forma-
tion was  flat at 0.4% in 4Q19, though it was an improvement from 3Q19’s 
-2.6% and the prior quarter of -8.5%.  Capital formation in the entire year 
of 2019 was in negative territory, - 0.6% vs 13.2% in 2018, reflecting weak 
business confidence which in a BSP survey also showed pessimism.  The non-
passage last year of key tax reforms related to fiscal incentives, corporate 
income tax and passive income contributed to the uncertainties in the invest-
ment climate. 

Construction is Key to Jobs Creation As Factory Activity Slowed. The 
strongest component of fixed capital formation was construction, in sync 
with increased government spending. Construction  grew 11.8% in 4Q19, a 
bit slower than 3Q19’s 16.6% and much slower than 4Q18’s growth of 17.6%. 
For the entire year, growth  fell from  double-digit pace  to 9.4%  versus the 
yearago’s 13.6%. The strength of construction was  behind the sharp  fall in 
the latest  unemployment print  to 4.5%, the lowest level since 2016’s 4.7% 
and   2003’s peak  of 10.2%.  Another key job creator has been weak, making 
construction the main driver of employment uplift in the country.  Philippine  
factory activity as reflected in manufacturing output growth  slipped from 
7.3% in 1Q2018 to 3.2% in  4Q18 and 3.7% in 4Q19. Another measure of  Phil-
ippine manufacturing activities  called the  Market Philippines Manufacturing 
PMI remained  in expansion mode of 51.7 as of December 2019, but has been 

on a downward trajectory from the year’s start of 52.3 in January 2019. 

Private Construction Led, Public Construction Lagged. Despite the ramp up 
in fiscal spending,  public construction hugely lagged behind, contracting by 
-2.4% in the whole of 2019 against growth of 13.8% by private construction. 
This is measured in terms of gross value (GV) in the sector.  Private and public 
sector output combined, it grew by 9.4% for the whole year 2019  from 14% 
in 2018. 

US China Trade War:  Philippines Vulnerable. Trade Deficit Narrowed.      
Exports were  apparently weaker than last year, growing by just 3.2% in the 
whole of 2019 versus 13.4% in 2018. The export sector sustained a decelerat-
ing trend, with growth slipping to just 2.0% in 4Q19  (though up from 3Q19’s 
0.7%)  from 1Q19’s 5.7%  and 2Q19’s 4.8%. Exports of  goods  proved  more vul-
nerable to the  trade war as it slowed  sharply to 2.7% growth in 2019  versus 
growth of  14.6% in 2018 compared  to services exports which rose by a faster 
5% but also slower than  2018’s 8.9%. It seemed that expectations of  a trade 
deal  between the US and China in 4Q19 helped sentiment and confidence 
such that  exports somewhat recovered. But  imports had a more dramatic 
flattening last year, up only by 2.1% versus 2018’s robust 16% growth.  Starting 
in 2Q19, imports  swung to negative territory and  remained flat until  4Q19’s 
0.3% growth from 1Q19’s 8.6%. 

Imports contracted in 2Q19 and 3Q19, down 0.1% and 0.2%, respectively,  
versus  year-ago levels. Philippine trade deficit narrowed to $34.59bn as of 
last November compared to $43bn in the whole of 2019 due to collapsing 
imports.

Philippine Major Electronic Exports: Flattish A closer inspection of  the 
major commodity exports and imports revealed  that total manufactured 
goods  which were  84% of total exports for the period Jan-Nov. 2019 worth 
$62bn   contracted by 0.2%. Its major component, electronics which ac-
counted for 64% of  total manufactured goods, was flat, up only by 2.6% and 
that’s because some sub-sectors contracted such as medical and industrial 

Source: Philippine Statistic Authority



instrumentation and control instrumentation, down by 10% and 24%, re-
spectively. Garments also dipped by  8.6%, textile and yarn, down 10% and  
wood manufactures, lower by  21.5%. The upbeat sector  was agro-based 
product exports, up 7.6% and  led by refined sugar, up 60%,  fruits and 
vegetables such as banana, up 40%,  pineapple juice and concentrates  up 
333% and 11.4%, respectively  and mangoes, up 4%. Tobacco and seaweed 
exports also rose by 118% and 13%, respectively. Gold exports were also 
up 7%. 

Crude Oil, Iron and Steel, Electronic Parts, Aircrafts Imports Contract-
ed. On the imports side, it was raw materials imports that collapsed, down 
by 12.6%, in sync with the slowdown in factory  activities. Also capital 
goods were flattish, up only by 2.6%. This  was  of Jan-November 2019. Of 
the capital goods, aircrafts posted the biggest drop of 23% for the period 
followed by flat growth of  power generating and specialized machines, 
which rose 0.5%. On the other hand, office and EDP machines together with 
telecom equipment and electrical machineries grew 16% and 4%, respec-
tively. Thirdly, fuel and  oil dropped by 10%, led by crude imports, down 
sharply by 35.5% as global crude oil prices (WTI)  slipped 2.8%  to $51.7/
barrel last year from $ 53.2/barrel  in 2018. Consumer goods imports were 
up 4.2%,  led by  home appliances which were up 8% but offset by the fall 
in car imports, down by 9%. Non-durable goods also rose, up 8%, driven by 
growth in dairy products imports, up 13% while rice imports were up 25%  
on import liberalization.

GDP by type of INDUSTRY 

From an industry standpoint, the services sector was the key driver in the 
fourth quarter 2019,  up 8.6% in 4Q19 from 6.7% in 3Q19 and 6.8% in 2018.  
For the whole year, services was the fastest growing sub-sector, up by 7.1% 
from 6.8% in 2018. The industry sector followed with a growth of 5.4% in 
4Q19 from 3Q19’s 5.6% but slower than 2018’s 6.6%.  It grew  4.9% in the 
entire year of 2019, slower than 6.7% achieved in 2018. Agriculture was 
the  weakest  of the industry sub-sectors, flat at 1.5% in 4Q19 from 3.1% in 
3Q19 and 4Q18’s  1.8%. For the entire year of 2019, agriculture improved 
to 1.5% from 0.9% because of the lesser storms last year compared to 
2018.  Rice tariffication law was also another factor for the weakness in 
agriculture as more rice imports discouraged planting, resulting in lower 
farm output. Palay output contracted in 3Q19 by 5% to 3.3m metric ton.   
Six months after the law took effect, farm-gate prices of palay dropped 
by 30.1%  to P16.18 per kilo from P23.14 per kilo compared to the same 
period last year, September data from the Philippine Statistics Authority 
(PSA) showed. 

The services sector was buoyed by strong growth of banking, wholesale 
and retail  trade which rose by 11% and 8.6%, respectively,  helped by the 
wider margins of banks due to the BSP’s 400 bps cut in triple R and pick up 
in loan growth back to double-digit to 10.1% last  November  from 9.3% in 
October 2019. Liquidity also improved, with M3 rising by 9.9%in November 
2019 from 8.5% a month ago. The other sectors that slowed were real 
estate and renting, up only by 3.3% in 4Q19 from 4.1% in the prior quarter 
and 4.1% in 4Q18.  Transport and storage also rose more slowly, up by 5.6% 
in 4Q19 from 8.2% in 3Q19 but better than  4Q18’s 3.7%. 


