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INTRODUCTION

Philippine economic growth for the year 2013 exceeded expectations — posting a 7.2
growth despite devastation brought about by the Zamboanga crisis and natural calami-
ties.

Economic performance: Upward trend in the demand side was
driven by consumer spending and domestic investment; on the other hand, the
main growth factor for the supply side was the services sector.

PHILIPPINES SUSTAINED GROWTH IN 2013 SUR-
PASSED OTHER ASIAN ECONOMIES

Despite volatile global financial conditions and challenges posed by natural
calamities in the second half of 2013, gross domestic product (GDP) growth
exceeded government’s target of 6-7 percent. GDP growth rose to 7.2 percent from
6.8 percent last year on strong consumer demand and capital formation backed up by
sound macroeconomic policies and optimistic sentiment. The country’s perfor-
mance exceeded that of other East Asian economies such as Indonesia and Singapore.
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Household spending slightly lost
steam. Though household consump-
tion still remained the largest contrib-
utor to growth, it displayed a slower
growth in the year 2013. Household
consumption stood at 5.6 percent,
lower than the previous year’s 6.6 per-
cent. Meanwhile, consumer spending
on utilities had the highest growth rate
at 6.9 percent. Other top contributors
to growth were expenditures on food
and non-alcoholic beverages at 5.5
percent and miscellaneous goods and
services at 6.9 percent respectively.

Domestic investment posted
impressive growth.  Driven by
high demand in the real estate
sectorandpublicconstruction,domestic
investment grew at a rapid rate of 18.2
percent from a negative 3.2 percent
growth the previous year. Although
the growth rate of construction slowed
down in the latter half of the year, the
durable equipment subsector made-up
for the decline with rapid double digit
growth starting in the third quarter.

Government spending finished
slightly lower. The strong spending
during election period and sustained
government  capital  expenditure
pushed government spending up dur-
ing the first half of 2013. Despite this,
government spending grew by only
8.6 percent, lower than the previous
year’s 12.2 percent on decreased per-
sonnel and operating & maintenance
expenses.  Moreover, rehabilitation
efforts in typhoon-affected areas did
not significantly increase government
spending.

Philippine exports slumped in the
1st half, regained momentum in
the 2nd. Export of goods in the first
quarter decreased at the rate of 8.4
percent primarily due to the decrease
in the electronic components subsec-
tor; however, this was mitigated by
the increase in exports of agricultural
products. This trend continued in the
second quarter, which resulted in an
8.7 percent decrease in total export of
goods.

However, there was a 4.0 growth
for export of services due to
increased exports of miscellaneous
services. For the latter half of 2013,

and 6.2 percent for the third and fourth
quarters respectively. The growth
was primarily due to the recovery
and acceleration of exports from the

export of goods grew by 11.5 percent

electronic components subsector.
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Services sector drove supply side
growth. By the end of 2013, the ser-
vices sector reportedly had a 7.1 per-
cent growth compared to 7.6 percent
last year. The sector remains the main
driver of supply side growth, and has
been the consistent driver in all four
quarters. The subsector financial
intermediation grew the most with a
12.4 percent growth. All subsectors
positively contributed to the sectors
growth, but the trade and repair sub-
sector had the biggest contribution.

Industry sector registered robust
expansions in manufacturing and
construction. Gaining momentum
from the final quarter of 2012, the
industry sector grew 9.5 percent in
2013. The strong performance of the
manufacturing and construction sub-
sector exceeded the previous year’s
growth of 6.8 percent. According to
the BSP annual report, growth in the
manufacturing sector was supported
by the positive performance of the fol-
lowing subsectors: chemicals, fixtures
and furnitures, communication equip-
ment, and beverage industries. On
the other hand, construction posted
double-digit growth rates due to the
favorable business environment.

Agriculture sector displayed posi-
tive growth. Despite weather con-
ditions throughout the year, by the
end of 2013, the agriculture sector
displayed a 1.1 percent growth on in-
creased production of palay, poultry,
and livestock. The forestry subsector
improved for most of the year with a
growth of 37.3 percent. Agriculture
in the second quarter declined by 1.1
percent due to intense heat and lack
of water supply in the Visayas regions
but recovered in the fourth quarter.

BSP policy rates settled at a steady
rate. The Monetary Board kept its
key policy rate at 3.5 percent. This
has been the policy rate since Octo-
ber 2012. One of the factors of main-
taining the policy rate is the manage-
able inflation rate and stable domestic
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economic growth in the past year.
Policy rates have been at record
lows since 2010, making the market
favorabletolocal and foreigninvestors.

Philippine remittance ended strong
in December. The Bangko Sentral ng
Pilipinas (BSP) announced that cash
remittances amounted to USD25 bil-
lion by end of December, 9 percent
higher than the same period last year.
The boost in remittance was from
land-based workers mainly from the
United States, Saudi Arabia, and the
United Kingdom. The increase in the
number of remittance centers and cor-
respondent banks have also contrib-
uted to the inflow of remittance.

Gross international reserves slack-
ened in December. The gross inter-
national reserves (less gold) by end
of December grew by only 3 percent
with USD 75.6 billion, compared to 9
percent the previous year. This was a
result of the revaluation adjustments
on BSP’s gold holdings and payments
by the National Government of its for-
eign exchange obligations. Accord-
ing to the BSP, a large portion of the
reserves were held in foreign invest-
ments while a portion went to gold
reserves and combined holdings of
Special Drawing Rights and foreign

exchange.

Unemployment rate sent alarming
signals about the labor market. The
latest unemployment figures for the
year 2013 revealed that there were
more people who were unemployed
compared to the previous year. As of
July 2013, unemployment rate was at
7.3 percent, higher than last year’s 7.0
percent. Based on the Labor Force
Survey, most of the unemployed were
males (62.1 %), were high school
graduates (32.7%) and belonged to
the age group of 15 to 24 years old
(48.8%). The National Capital Re-
gion had the lowest employment rate
of 89.1 percent.

December inflation remained above
the 4 percent level. Average head-
line inflation for December was re-
corded at 4.1 percent, higher than last
year’s 3.4 percent. The increase was
the effect of higher fuel prices. This
was reflected in higher prices of food
and non-alcoholic beverages, along
with clothing and footwear; furnish-
ing, household equipment; health; and
recreation and culture. The Bangko
Sentral ng Pilipinas continued to
monitor global as well as domestic
developments that may have a sig-
nificant impact on the level of prices.
The looming electricity price hike and
fare hike were some of the domestic
factors that threatened to cause infla-
tionary pressure.
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SPECIAL REPORT: THE
US FEDERAL
RESERVES’ MONETARY
POLICY ON
QUANTITATIVE EASING

With the US Federal Reserve’s mon-
etary policy on quantitative easing
on its third round, apprehensions
that it will soon end have caused ap-
prehensions in emerging economies
such as the Philippines. Quantita-
tive easing is a special monetary
policy that involves keeping interest
rates low to keep investors’ confi-
dence and increase money supply to
stimulate the economy during a reces-
sion. This is done through the purchas-
ing of government bonds or securities.

The main reason for its

implementation is the weak job
market in the US. To stimulate the

Philippines Economic Data
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economy, the Federal Reserve
plans to keep interest rates low
with hopes of fueling spending and
eventually, hiring. Reports that the
Federal Reserve would gradually
lessen its purchases of government
securities and bonds mid last year
had created speculations, which
created volatility in the stock market.
During the time of the rumored taper-
ing, Philippine Stock Exchange (PSE)

plunged at the second and third weeks
of June while the Philippine peso also
depreciated to approximately PhP 43
from its value of PhP 40 to PhP 42.
Although the PSE index slowly recov-
ered, and the Philippine peso remained
at PhP 43 (or higher), per US dollar. At
the end of 2013, the Federal Reserve
announced its approach to start QE3
tapering due to improvement of eco-
nomic conditions in the United States.

Monthly Leading Jan-13 Feb-13 Mar-13 Apr-13  May-13 Jun-13 Jul-13 Aug-13 Sep-13 Oct-13  Nov-13 Dec-13
Industrial Production (y-o-y, %) 10.0 5.4 -1.0 9.0 20.2 9.0 14.5 18.6 20.0 223 19.8 25.1
Consumer Price Index (y-o-y, %) 3.1 3.4 3.2 2.6 2.6 2.8 2.5 2.1 2.7 2.9 3.3 4.1
Retail Sales (y-o-y, %) 10.4 10.1 7.1 23.7 18.9 19.8 27.9 30.3 ...
Broad Money (y-o-y, %) 8.8 10.6 13.4 13.2 16.1 20.0 30.1 31.0 31.3 32.5 36.5 ...
Exports (y-o-y, %) -2.7 -15.6 0.1 -11.1 -0.8 4.1 2.3 20.2 5.1 14.0 18.9 15.8
Imports (y-o-y, %) -8.0 -5.8 -8.4 7.4 -2.4 -4.8 8.7 7.0 7.2 -8.6 0.5 -0.1
Trade Balance, USS million -716 -966 -593 -1,020 -365 -370 -650 -965 -655 202 -942 -695
Total Reserves (less gold), USS billion 75 74 74 74 73 74 75 74 75 75 76 76
Policy Rate 3.5 3.5 3.5 3.5 3.5 3.5 3.5 3.5 3.5 3.5 3.5 3.5
Fiscal Balance (million pesos) -19,531 -11,749 35,198 36,803 -13,164 -8,451 -53,222 21,901 -18,616 -11,237 1,000 ...
Quarterly/Annual i 2008 2009 2010 2011 1Q2012 2Q2012 3Q2012 4Q2012 1Q2013 2Q2013 3Q2013  4Q2013
Real GDP (y-o-y, %) 4.2 1.1 7.6 3.6 6.5 6.3 7.3 7.1 7.7 7.6 6.9 6.5
- Private Consumption 3.7 2.3 3.4 5.7 6.9 6.6 6.7 6.2 6.6 6.5 6.5 6.5
- Government Consumption 0.3 10.9 4.0 2.1 21.3 7.2 12.3 9.5 12.6 10.4 11.2 10.9
- Gross Capital Fixed Formation 23.4 -8.7 31.6 2.0 -31.3 3.6 6.2 9.5 -3.0 4.1 4.2 3.7
Current Account (% of GDP) 2.1 5.6 4.5 2.3 0.7 3.7 3.7 3.1 5.0 3.8 5.0 ...
Financial Account ( USS$ million) -1702 -1731 7290 5610 -4821 722 510 -2542 -655 835 1183 ...
- Net Direct Investments, USS million 1285 1604 682 1277 -898 80 -42 -92 -1336 502 -589 ...
- Net Portfolio Investments, USS million -3627 -625 4365 4390 -1248 -363 -61 1851 -1697 -255 217 ...
Overall BOP position (USS, million) 89 6421 14308 11400 1243 73 4515 3405 1536 1041 1247 ...
Unemployment rate 7.4 7.7 7.3 7.4 7.2 6.9 7.0 6.8 7.1 7.5 7.3 6.5
Others Jan-13 Feb-13 Mar-13 Apr-13  May-13 Jun-13 Jul-13 Aug-13 Sep-13 Oct-13 Nov-13 Dec-13
Overseas Filipinos' Remittances (USS, million) 1,699 1,700 1,768 1,819 1,879 1,935 1,946 1,938 1,953 2,079 2,080 2,173

...=not available

Source: Bangko Sentral ng Pilipinas, National Statistics Office, International Financial Statistics , IMF, Asian Development Bank.
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