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Global Economic Crisis
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Overview of the Philippine economy

The structure of the economy 
has not changed significantly; 
the services sector dominates

The fastest growing sector is the 
services sector. But the economic 
slowdown is broad-based.
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Aggregate demand slowed in 2008

The economy is consumer-driven; 
capital formation is low and falling

Personal consumption steady, 
capital formation erratic;  slowdown 
in 2008 was across-the-board
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Impact on the Philippine Economy

�Ò Sharp slowdown in economic growth: the 
Philippine economy has significantly slowed 
to 4.6% in 2008 from a robust growth of 
7.2% in 2007. 

�Ò Economic growth is likely to slow further to 
less than 3.0% in 2009. 

�Ò The slower growth will exacerbate the 
critical unemployment problem.
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Economic growth has slowed --and the  
deceleration is expected to continue
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Macroeconomic Assumptions
All Bets Are Off

2007 2008 2009 Percent Error

BESF Actual BESF Proj Prop 2007 2008

Real GDP g.r. 5.7-6.5 7.2 6.1-6.8 5.95 6.1-7.1 -15.3 7.6

Inflation rate 4.3-4.8 2.8 3.0-4.0 10.0 6.0-8.0 62.5 -65.0

91-day T-bill 5.5-6.0 3.4 4.0-5.0 7.0 5.0-6.0 69.1 -35.7

Forex (P/US$) 51-53 46.15 46-48 43.50 42-45 12.7 8.0

LIBOR, 6-mos 5.6 5.3 5.0-5.5 3.5 3.0-4.0 5.7 50.0

Dubai Oil, $ 
per barrel

63-67 68.37 62-70 120.00 115-
125

-4.9 -45.0

Exports g.r. 10.5 6.0 11.0 5.0 7.0 75.0 120.0

Imports g.r. 12.0 8.1 11.0 10.0 10.0 48.1 10.0
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2009 GDP Forecasts
Institution Growth Rate (%)

Philippines Gov’t [Feb 25th rev] 3.7-4.7 [4.4]

Asian Development Bank 3.5

World Bank 3.0

International Monetary Fund 2.25

Moody’s 3.3

Fitch 2.5

Standard & Poor’s 2.2

Economist Intelligence Unit 1.8

UBS AG 1.8

Standard Chartered Bank 0.7

Consensus 2.34
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Diagnosis

�Ò The world economic crisis has affected the 
Philippine economy in three ways: exports have 
declined, remittances of Filipino overseas workers 
have slowed, and foreign direct investments have 
decelerated.

�Ò The real problem is rising unemployment – not the 
closure of Philippine banks. The financial sector is 
sound. Two reasons: first, sound financial policy 
adopted after the Asian financial crisis;  and second, 
Philippine banks have limited exposure to ‘toxic 
assets’

Diokno Ieconomic Briefing March 09

9

Diagnosis

�Ò Consumers are not buying and investors are not 
investing because of excess capacity and uncertainty. 
As a result, the government has to stimulate the 
economy  by spending more, taxing less, or both. [In 
general, economists prefer higher government 
spending].

�Ò But higher government spending in the Philippines 
will be constrained by weak finances and poor 
governance (specifically, corrupt practices, poor 
implementation capability, lack of transparency)
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Consumer outlook on economic condition
Pessimists continue to outnumber the optimists

Q107 Q207 Q307 Q407 Q108 Q208 Q308 Q408 Q109

Overall -47.5 -40.4 -36.1 -55.9 -53.6 -73.0 -81.2 -69.9 -44.6
Less than 
P10,000 -49.9 -43.4 -36.8 -58.6 -56.6 -71.9 -81.2 -70.4 -45.5
P10,000-
P29,999 -41.9 -33.8 -35.9 -52.4 -48.4 -75.3 -81.2 -70.1 -43.0
P30,000 
and over -27.1 -23.5 -23.3 -36.2 -47.6 -73.9 -82.4 -65.2 -42.9
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Consumer outlook on economic condition
Pessimists continue to outnumber the optimists; pessimism is broad-based
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Consumer outlook on family financial situation
Pessimists outnumber the optimists; pessimism quite severe among the poor

Q107 Q207 Q307 Q407 Q108 Q208 Q308 Q408 Q109

Overall -32.8 -25.6 -25.2 -28.9 -27.9 -40.6 -51.5 -35.0 -22.8
LT 
P10,000 -38.6 -31.7 -33.0 -39.8 -36.2 -49.6 -65.4 -53.5 -43.6
P10,000-
P29,999 -16.6 -12.5 -10.1 -11.2 -14.0 -27.9 -37.2 -20.1 -4.8
P30,000 
and over -1.5 8.3 10.2 7.5 -2.8 -1.9 -16.9 2.2 7.2

Diokno Ieconomic Briefing March 09

13

-70.0

-60.0

-50.0

-40.0

-30.0

-20.0

-10.0

0.0

10.0

20.0

Q107 Q207 Q307 Q407 Q108 Q208 Q308 Q408 Q109

Overall LT P10,000 P10,000-P29,999 P30,000 and over

Shrinking Market
Consumers remain unsure of the future

Percent of households who intend to buy in the next 12 months 

07Q1 07Q2 07Q3 07Q4 08Q1 08Q2 08Q3 08Q4 09Q1

Consumer
Durables

14.2 20.5 21.7 26.4 20.3 10.6 8.3 9.5 9.7

Motor 
Vehicle

5.9 6.3 8.1 8.3 7.6 5.3 3.7 3.9 4.6

House 
and Lot

7.7 9.5 11.1 11.2 11.2 8.0 5.9 7.6 8.3

Philippine 9.3 12.1 13.6 15.3 13.0 7.9 6.0 7.0 7.5
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Business sentiment has dropped sharply
BSP Business Expectations  Survey,  First Quarter 2009

2007 2008 2009
07Q1 07Q2 07Q3 07Q4 08Q1 08Q2 08Q3 08Q4 09Q1

Small(<100) 41.7 43.2 33.6 43.2 29.2 10.5 -19.2 -5.9 -19.0
Medium(100<500) 41.5 37.8 42.2 45.8 22.0 16.4 -5.6 6.8 -19.9
Large (500 &up) 42.3 54.4 39.5 53.0 30.9 15.4 -5.1 -20.5 -29.2
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Transmission Mechanisms

�Ò Slower exports, factory closures and layoffs

�Ò Overseas remittances slowing. Remittances 
account for 10-12% of GNP. Fall in remittances 
means lower consumer demand.

�Ò Lower foreign direct investment (FDIs) which 
means lower long-term growth and thus, lower 
employment opportunities and higher 
unemployment and underemployment.
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Exports Falling

�Ò Exports earnings in 2008 contracted by 
2.9% -- a sharp departure from the 
original growth target of  11%

�Ò The downward trajectory is alarming: 
12% decline in October, 11.4% fall in 
November, and 40.4 decline in 
December.

�Ò Electronic products, which account for 
58% of total exports, fell by 47.6 % in 
December after a 17.0 % plunge in 
November and a 13.6%  decline in 
October 2008.  
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Slower exports

�Ò Exports performance is expected to worsen 
in 2009. The economies of the top 10 
destinations of Philippine exports, which 
account for about 85% of total exports, are 
projected to deteriorate in 2009. 

�Ò Under the most optimistic scenario, these 
10 economies are expected to recover in 
2010.  But the economic recovery is 
expected to be weak.
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Export Performance
Country Jan-Oct 08 $mn Percent share Annual growth

Total 42,834 100.0 1.94

Top 10 countries Total 36,267 84.63 0.66

1. USA 7,022 16.39 (1.36)

2. Japan 6,643 15.51 9.45

3. China 4,932 11.51 2.83

4. Hong Kong 4,265 9.96 (13.34)

5. Netherlands 3,299 7.70 (4.58)

6.Germany 2,096 4.89 17.17

7. Korea, Republic of 2,268 5.29 53.32

8. Taiwan 1,633 3.81 (6.89)

9. Malaysia 1,762 4.11 (17.18)

10. Singapore 2,347 5.48 (6.69)

11. Others 6,568 15.33 9.62
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The worst is yet to come
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Remittances: positive but slowing

�Ò BSP expects remittances to grow 
by 6-9% in 2009 to about $18 
billion. This is unlikely. My 
forecast: zero or negative 
growth. BSP has revised forecast 
to zero growth. 

�Ò Of the top 10 host countries, the 
October remittances from 
countries in the Americas and 
Europe had the biggest declines

�Ò Remittances from and coursed 
through the U.S. accounts for 
more than half (56%) of total 
October remittance.
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Foreign direct investments down sharply

FDIs were low by international 
standard; hit rock-bottom in 2001

FDIs reached $1.5b, 47.9% lower 
than the $2.9b level in 2007. Lower 
FDI means lower long-term growth 
and lower employment.

Diokno Ieconomic Briefing March 09

22

1,247

2,240

195

1,542

491
688

1,854

2,9212,916

1,520

0

500

1,000

1,500

2,000

2,500

3,000

3,500

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

Low and falling
FDIs

79.6

-91.3

690.8

-68.2

40.1

169.5

57.6
2.2

-47.9

-200.0

-100.0

0.0

100.0

200.0

300.0

400.0

500.0

600.0

700.0

800.0

2000 2001 2002 2003 2004 2005 2006 2007 2008

Slowdown started in 2006

Growth rates

State of Unemployment

�Ò It’s unemployment stupid: the focus of 
government intervention should be on job 
creation and job preservation.

�Ò Initial condition is important: even before the 
global economic crisis, the Philippines’ 
employment situation was in a critical state: in 
2007, there were on average, 2.7 million 
unemployed and 6.8 million underemployed. In 
addition, 1-1.5 million young Filipinos join the 
labor force every year. 
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Unemployment Crisis
Year/Survey Unemployed

In thousand
Underemply
In thousand

Unemploymt 
Rate (%)

Underemply 
Rate(%)

2008 (Aver) 2,716 6,574 7.4 19.3

January 2,675 6,368 7.4 18.9

April 2,914 6,625 8.0 19.8

July 2,750 7,275 7.4 21.0

October 2,525 6,028 6.8 17.5

2007 (Aver) 2,653 6,757 7.3 20.1

January 2,850 7,214 7.8 21.5

April 2,692 6,378 7.4 18.9

July 2,824 7,327 7.8 22.0

October 2,246 6,109 6.3 18.1
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Will the P330-B fiscal stimulus work?

�Ò P160 billion in incremental government allocations

�Ò P100 billion for government corporations, financial 
institutions and the private sector

�Ò P40billion for corporate and individual income tax 
breaks

�Ò P30billion in temporary additional benefits from GSIS, 
SSS and Philhealth
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How much is real, recycled, redundant?

�Ò The PhP160 billion in incremental governmental 
allocations is bloated
�Ò The real amount is only P75 billion if the increase in 

personal services (salaries and wages) and increase in the 
Internal Revenue Allotment are netted out. The level 
proposed in 2009 based legally mandated under the Local 
Government Code of 1991.

�Ò It matters whether the project to be funded is labor-
intensive or capital-intensive (in some cases, land-
intensive like an airport) or whether the project is small 
or large.
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The P100 billion public-private sector fund

�Ò Why are the unelected private individuals directly involved 
in the identification, selection and funding of public 
infrastructures?

�Ò How can the government ensure transparency and fiscal 
accountability in the use of funds to be provided by 
government banks (DBP and LBP), social security agencies 
(GSIS and SSS) and the National Development Company?

�Ò How soon can these projects get implemented? Details are 
sketchy. [Latest news: Zapped but government, through 
Phil Eximbank, to provide guarantee]
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Tax cuts as fiscal stimulus?

�Ò The reduction of the corporate income tax rate from 35% to 
30% should not be counted as a fiscal stimulus. That was 
part of the law passed in 2005. It has been announced even 
before the global economic crisis. It won’t have much effect 
in an economy where corporate profits are falling.

�Ò Personal income tax cut was cut in 2008. But its effect has 
been fully integrated in the individual income stream. It’s 
not new and thus should not be counted as part of the 
fiscal stimulus package. 

�Ò For the jobless and laid off workers, tax cuts don’t matter.
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P30 billion in temporary social security benefits

�Ò This part of the Philippine Economic Resiliency Plan 
is terribly sketchy and its effectiveness doubtful.

�Ò Includes condonation of interest and penalties for 
loans of those who lost their jobs. Not much to 
make a difference in consumer behavior since there 
is no direct increase in consumer income. And even 
if there is, consumption behavior may not change 
because the increase in income is temporary. 
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Necessary conditions for  FS to work
�Ò High labor content: focus on projects with high labor content that 

are doable within the year. 

�Ò Local government participation in project implementation: 
authorities from 81 provinces, 136 cities and some large, first-
class municipalities should be involved in the reconstruction, 
repairs and maintenance of local roads.

�Ò Transparency: All projects funded under the fiscal stimulus 
program should be subject to sunlight. List of projects and their 
details (cost per project, date start and end, name of contractor) 
should be posted in the website for ease of monitoring

�Ò Fiscal accountability: The implementation of projects should 
comply with existing budget, accounting and auditing rules.
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Constraints to the implementation of the  
fiscal stimulus program

�Ò Limited fiscal capacity: Tax effort—
taxes as % of GDP – is low and sliding. 
The 2009 budget deficit could range 
from PhP180- 200 billion. But large 
deficits will add to public debt (P4.2 
trillion as of Nov 2008). 

�Ò Poor governance:there are serious 
doubts on the ability of the Executive 
department to implement projects on 
a large scale. Allegations of corruption 
persist. Poor executive-legislative 
relationship delays budget approval. 
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Long-term economic reforms

�Ò Diversify exports. This should have been done many years ago. 
But with changing consumer behavior in developed countries, 
export diversification has become imperative.

�Ò Revisit the labor export policy. An unwanted consequence of 
the large Filipino overseas workers’ remittances is that important 
policy reforms have been postponed or ignored.

�Ò Adopt and implement a strong population management 
program. Enact the Reproduction Health Bill to improve the 
social and economic welfare of the representative Filipino.

�Ò Reform the tax system and the budget process. Higher taxes on 
consumption, lower taxes on income. Better allocation and more 
efficient use of resources. Adopt a multi-year budget framework.
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World economy has turned from bad to worse

�Ò IMF predicts a world recession [from a recently 
adjusted 0.5 % GDP growth rate]

�Ò “It’s fallen off the cliff. Not only has the economy 
slowed down a lot, but people have really changed 
like I haven’t seen” –Billionaire Warren Buffett, 2nd

richest man in the world

�Ò “The global economic crisis will be with us for a 
generation, not just a year or two, because it is really 
a transition to sustainability.” – Jeffrey D. Sachs, 
professor of economics and director of the Earth 
Institute of Columbia University

�Ò

Crisis will change the economic landscape
�Ò A new international financial infrastructure will emerge

�Ò The design and development of cities will change driven by the 
desire to conserve energy ( would lead to higher density)

�Ò Smarter, more fuel-efficient homes will be in demand

�Ò Demand for smaller, smarter and greener cars will rise [this 
suggests a leaner car manufacturing industry]

�Ò There will be shift away from fossil fuel and more focus on 
alternative sources of energy (wind, solar, geothermal)

�Ò The role of government will be revisited; more government 
intervention in the short and medium term
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Concluding Remarks

�Ò Consumer spending has lost momentum in 2008 and 
this is expected to continue to weaken in 2009 
because of rising unemployment and weak consumer 
confidence.

�Ò Investment has deteriorated because of excess 
capacity, fragile markets and uncertainty. 

�Ò With weak consumer spending and slowing 
investment, the government has to put in place a 
prudent and strategicfiscal stimulus package.
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Concluding Remarks

�Ò Prudent: because the government’s fiscal capacity is 
limited. In the long-run, the government has to worry 
about the effects of higher deficits on the existing high 
level of public debt.

�Ò Strategic: the government must try to achieve multiple 
objectives under a more difficult external environment and 
serious internal shortcomings. It should address the 
worsening unemployment problem, deepening poverty 
and rising incidence of hunger. At the same time, it must 
strengthen political and economic institutions necessary 
for sustained and robust long-run growth.

Diokno Ieconomic Briefing March 09

36



4/8/2009

10

Thank you!

Benjamin E. Diokno, Ph.D.

School of Economics, U. of the Philippines

�� bediokno@gmail.com
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