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Philippines to Withstand GDP
Contraction on the back of Strong
Macroeconomic Fundamentals
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Economic Indicators
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Gradual

expected despite slipping

economic

technical recession in Q2

The Philippines entered
into a technical recession
after Gross Domestic
Product (GDP) dropped by
16.5% in Q2 2020, bringing
the first half average to -
9%. The figure is the lowest
recorded quarterly growth
since the 1981 series. This
was mainly caused by the
continued lockdown in the
various areas of the
country, which covered the
entire 3 months of the
second quarter. The
community quarantines,
together with other health
and safety measures, were
put in place to prevent the
spread of COVID-19,
despite the adverse effects
to the economy.

The sectors most adversely
affected by the lockdown
were  manufacturing (-
21.3%), construction (-
33.5%), and transportation
and storage (-59.2%).
During the various degrees
of community quarantines
in the country, businesses
which were able to operate
were either practicing a
work-from-home scheme,
maintaining a  skeletal
workforce system or both.

recovery
into
Demand coming from

consumers were mostly
limited to essential goods,
such as food and basic
pharmaceutical products.
Moreover, construction
activities and public
transportation were
brought to a standstill. This
led to the decline in the
aforementioned  sectors.
The lockdown was only
slightly relaxed in June with
the implementation of GCQ
in areas with  high-
concentration of COVID-19
cases, such as Metro
Manila.

Among all the segments,
only government final
consumption expenditure
posted positive growth,
currently at 22.1%. National

Economic and
Development Authority
(NEDA) adjusted its full-

year GDP growth forecast
to -5.5%, from -2% to -
3.4% in May 2020. In order
to achieve this, the
economy must not decline
by more than 2.2% in the
second half of the year.
Despite the dismal figures,
the government remains
optimistic that the effects
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Table 1
Philippine Credit Ratings

are only temporary and the
economy will gradually
bounce back supported by
strong macroeconomic
fundamentals.

The country reported an
inflation rate of 2.7% in July
2020, higher than the 2.5%
recorded in June. The
increase was attributed to
increasing transport costs
but the figure remained
well within the
government’s target. In
terms of interest rates,
Bangko Sentral ng Pilipinas
(BSP) had consecutively
trimmed down interest
rates, bringing the current
policy rate to 2.25% as of
June 2020. The Ilow
inflation, together with low
interest rates, supported
the domestic economic
activity by boosting credit
activities and encouraging
additional consumer
expenditure.

In addition, various credit
rating agencies have
assigned positive credit
ratings to the Philippines

despite the negative GDP
growth in Q1, while other
sovereigns have already
been given downgraded
ratings. Debt  watcher
Moody’s Investors Service
affirmed its “Baa2” rating
for the Philippines in July.
The rating is based on the
country’s decade-long
track record of improving
macroeconomic  stability
and credit metrics.
Similarly, S&P  Global
Ratings  assigned the
country a “BBB+” rating,
stating that the country’s

strength includes its
external position, peso’s
stability, and increased

dollar reserves during the
crisis.

Japan Credit Rating
Agency assigned the
country’s first grade “A”
level rating in June. The
new credit rating of “A-“
was an upgrade from the

previous “BBB+". This
reflects  the country’s
sustainable economic

performance and resiliency
to external shocks due to

Credit Rating

Agency Rating Outlook

Moody’s Investors
Service

S&P Global
Ratings

Baa2 Stable

BBB+ Stable

Stable

the government's solid
fiscal position and highly
sound banking sector.

However, Fitch Ratings
said that it will reevaluate
the “BBB” rating that it
gave the country in May,
taking into account the
GDP contraction in Q2.

In terms of economic
recovery, the government
continues to bank on the
gradual reopening of the
economy in the last half of
2020, increased
government spending on
infrastructure projects, and
the passing of Bayanihan 2
to kickstart the economy.
Under the Bayanihan 2 bill,
the government will
allocate PhP162 billion to
support operations and
response measures to the
heavily affected sectors.
On the other hand, Build
Build Build program is

expected to further
stimulate government
spending and generate

employment. Moreover, the
government plans to



