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President Duterte’s first full year in office ended in a hopeful note. Only two weeks before 2017 
drew to a close, two landmark bills were signed into laws: the 2018 national budget and the 
tax reform bill. Both laws are widely seen as a fulfillment of Duterte’s campaign promise of 
fiscal policy reform. The Philippine Stock Exchange Index also ended the year at an all-time 
high, amidst progress in the government’s tax reform program and the promise of Build, Build, 
Build. In this edition of Economic Snapshots, we look at country’s economic performance for 
the past year and take a glimpse on how it is expected to perform for the year ahead. 
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ECONOMIC DEVELOPMENTS

Economic Growth

The economy expanded by 6.9% in the 3rd quarter 
of 2017, surpassing the growth forecasts of most 
private sector economists. While the third quarter 
gross domestic product (GDP) figure was the fastest 
for 2017, this was still lower than the 7.1% expansion 
during the same period in 2016, as most growth drivers 
expanded at a slower pace. Nevertheless, growth for 
the first three quarters of 2017 averaged at 6.7%, well 
within the government’s 6.5%-7.5% target. GDP growth 
for the final quarter of 2017 is projected to reach close 
to the midpoint target, supported by stronger private 
consumption accompanying the holiday season and 
faster government spending. The Philippine economy 
remains among the fastest-growing in the region, only 
behind China’s 6.8% average from January to October 
2017, and ahead of Vietnam’s 6.2% average. For 2018, 
the GDP is expected to reach 6.7% to 6.8%, with the 
implementation of the first tax reform package and 
as the government’s infrastructure drive starts to take 
shape. 

On the demand side, household consumption 
continues to be the main driver of growth, although 
its performance has decelerated compared to 2016. 
Growth in capital formation has also tempered, following 
an unusually rapid expansion in investments during 
the election year. Increased investments in mining 
and construction machines, as well as agriculture 
machineries, propped up growth in capital formation.

 

Source: BSP

Figure 1. GDP Growth Rates (%) in Selected Asian Countries

Figure 2. Demand-side Contribution to GDP 
(PHP Million)

Source: PSA
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On the supply-side, the economy is still dominated by the services sector, 
supported by the retail trade and real estate subsectors. Agriculture continued 
its third consecutive quarter of growth, recording an expansion of 2.5%, albeit 
lower than the 3% growth in 2016. Industry also continued its expansion, but the 
growth of the construction sector has moderated: public construction expanded 
by 12.6% for the third quarter, slower than the 20% recorded in 2016. This reflects 
the delays in the implementation of the government’s ambitious infrastructure 
projects. 

Source: PSA

Figure 3. Supply-side Contribution to GDP
(PHP Million)

Manufacturing continued its expansion, registering a growth of 9.4% for the 
quarter. The sector was supported by double-digit growth in fabricated metal 
products (66.8%), furniture and fixtures (32.3%), and office, accounting and 
computing machinery (25.5%). However, risks including higher global raw material 
costs, in addition to a weak peso, could dampen firms’ profit margins. 

 

Source: PSA

Figure 4. Purchasing Managers’ Index
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Figure 5. Total Merchandise Trade Performance 
(USD Million)

Source: PSA

Foreign Trade

The balance of trade widened for the first ten months of 2017, as imports 
continued to outpace exports. The trade deficit amounted to USD 22,114 million 
from January to October 2017, higher than the USD 20,015 million recorded during 
the comparable period in 2016. 

 
Despite this, exports were a bright spot in 2017—growing by 11.7% for the first 

ten months—as the economic recovery of key exports markets has supported the 
strong demand for the country’s commodities. Electronic products (particularly 
semiconductors), which make up the bulk of exports, continued its expansion, 
growing by 10.7% for the first three quarters of 2017. Exports of other manufactured 

products, such as machinery and transport equipment, also had a strong showing, 
growing by 24.6% during the same period. Exports of agro-based products also 
performed well, growing by 17.8%. Coconut oil, the top agricultural export, grew 
by 48.8%. 

Exports were supported by increased receipts from top markets including the US, 
expanding by 4.4%, Hong Kong, by 31.6%, and China by 12.3%. However, exports to 
Japan, the largest market, contracted by 10.3%. Exports performance is still expected 
to remain strong in 2018, following initiatives such as the ASEAN Seamless Trade 
Facilitation Indicators, which is expected to reduce trade transaction costs by 10% 
by 2020; and the ASEAN Hong Kong Free Trade Agreement signed last November 
2017, which will further boost trade within the region. 
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 Meanwhile, imports expanded by 8.3% for the first 10 months of 2017, amounting 
to USD 75,057 million. Imports receipts from electronic products, which account 
for a quarter of total imports, amounted to USD 18,730 million, although it only 
expanded by 1%. Other top imports include iron and steel, transport equipment, 

and metalliferous ores and metal scrap, which expanded by 22.7%, 6.3%, and 708% 
respectively. China remains as the Philippines’ top source of imports, with imports 
receipts growing by 5.4%, followed by Japan, with imports expanding by 8.1% and 
Indonesia by 41%. 

Figure 6. Top 10 Exports Commodities
(USD Million) 

Source: PSA

Figure 7. Top 10 Exports Markets 
(USD Million) 

Source: PSA
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 Employment

The unemployment rate increased slightly to 5% in October 2017, up from 4.7% 
in 2016. This translates to around 2.2 million unemployed Filipinos. Among those 

who are unemployed, 72.8% belong to the 15-34 age group, signifying the high 
unemployment among the youth. On a more positive note, unemployment in this 
age group eased compared to the same period in 2016. The underemployment 
rate, or the share of the labor force that is looking for better jobs, has gone down to 

Figure 8. Top 10 Imports Commodities 
(USD Million) 

Source: PSA

Figure 9. Top 10 Imports Markets  
(USD Million) 

Source: PSA
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15.9%, the lowest figure in over a decade. The services sector, where over half of those 
in the labor force are employed, also has the highest proportion of underemployed 
persons at 47.9%, followed by 32.6% for those working in agriculture. 

 

Fiscal Performance

The budget deficit for the first eleven months of the year amounted to PHP 
243.9 billion, as public expenditures surged ahead of revenue collections. 

Revenue collections totaled to PHP 2,249 billion, expanding by almost 11%, while 
expenditures reached PHP 2,493 billion, increasing by 10% during the same period. 

Despite growth in its revenue collections, the Bureau of Internal Revenue (BIR) fell 
short of its PHP 1.49 trillion target by PHP 52.3 billion, collecting PHP 1.44 trillion for 
the first ten months of the year. The Bureau of Customs (BOC), which is now under 
the leadership of Isidro Lapeña, after his predecessor got entangled in the PHP 
6.4 billion shabu smuggling scandal, has reached record-high collections after the 
commissioner took office in September. Monthly collections since then have also 

Table 1. Labor Force Survey Results

Figure 10. Fiscal Balance   
(PHP Billion) 

Source: BTr
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averaged at PHP 40 billion, a marked improvement 
from the PHP 35 billion collected monthly before 
Lapeña’s term. While this is a remarkable progress, 
collections have yet to achieve the required monthly 
target of around PHP 50 billion from September to 
December to reach the full-year goal of PHP 468 billion.

 
Earlier in the year, Budget Secretary Benjamin Diokno 

declared that underspending was “a thing of the past,” 
remarking that for the first half of 2017, disbursements 
were almost “on the dot” for the programmed budget, 
with a shortfall of only PHP 6 billion. It is important 
to note, however, that spending targets, which have 
historically picked up pace as the year progresses, were 
backloaded to the second half of 2017. Unfortunately, 
the third quarter disbursements fell short of its goal, 
despite a 7% increase from the same period in 2016. 

 
Growth in infrastructure and capital outlay 

disbursements has also fallen by roughly 18 percentage 
points year-on-year for the first three quarters of 2017. 
The Duterte administration has expressed its preference 
for hybrid Public-Private Partnerships (PPPs), where 
the government builds and the private proponents 
operate and maintain the project. The country’s 
economic managers confidently pointed out that 
this mode will fast-track infrastructure development, 
but the two agencies primarily tasked to implement 
infrastructure projects — the Department of Public 
Works and Highways (DPWH) and the Department of 
Transportation (DoTr)— have widely disparate budget 
utilization rates. 

Figure 11. 2017 Revenue Collections Performance    
(PHP Million) 

Source: BIR, BOC, BTr

Figure 12. 2017 Disbursements Performance    
(PHP Billion) 

Source: DBM
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The DoTr has only utilized 7.3% of its capital outlay allotment, which makes up 
around 62% of its budget. For the first nine months of the year, the DoTr’s budget 
utilization rate was at 39.1%, well below the national government agencies’ average 
of 56.9%. DPWH fared better at 71%. Unsurprisingly, the project completion dates 

of some flagship projects have been pushed back. The DOTr’s dismal budget 
performance is particularly worrying since the agency is tasked to implement 
several crucial transport projects amounting to over PHP 1 trillion. 

 

Figure 13. Infrastructure and Capital Outlay Disbursements
(PHP Billion)

Source: DBM



Box 1.A Budget that Reforms and Transforms

The 2018 budget amounted to PHP 3.77 trillion, 12.4% higher than the 2017 budget, reflecting the expansionist fiscal strategy of this administration. This allows more 
spending on priority expenditures such as infrastructure and social services. The Department of Education received the highest budget allocation, as mandated by the 
1987 constitution, at PHP 553.3 billion, followed by the Department of Interior and Local Government (PHP 170.8 billion), the Department of National Defense (PHP 
149.7 billion) and the Department of Social Welfare and Development (PHP 141.8 billion). 

The 2018 budget provides funding for some big-ticket items:

•	 Nationwide subsidy for public tertiary education and technical vocational education 
The allocation of PHP 40 billion for the implementation of the Universal Access to Quality Tertiary Education is one of the biggest education subsidies. 
However, our economic managers have warned that there is a great danger of subsidizing the rich, as only 12% of poor students make it to state 
universities and colleges.

•	 Massive infrastructure investments
Our budget for infrastructure has increased to PHP 1.09 trillion or 6.3% of the GDP. This is higher than the 5.4% (PHP 659.2 billion) allocation for 
2017. While we recognize that infrastructure spending can create jobs and attract more investments, we have yet to see the successful gains of this 
administration in improving the absorptive capacity of agencies, especially the DPWH and the DOTr. A Congressional Policy and Budget Research 
Development (CPBRD) study pegged the total unused appropriations of the DPWH and DOTr for 2016 at PHP 144.5 billion and PHP 30.8 billion, 
respectively.  Unsurprisingly, the project completion dates of some flagship projects have been pushed back.

•	 Compensation adjustment for uniformed personnel from the Miscellaneous Personnel Benefit Fund
The increase in base pay of uniformed personnel will entail PHP 64 billion. This may lead to a bigger clamor from the civilian sector of government to 
increase their salary in the next few years. 

While the 2018 budget may help propel the economy and alleviate poverty, the government still has to be prudent in its spending to avoid wasting scarce resources 
to endemic corruption and red tape. A study published in September 2017 showed that from 2011 to 2016, the annual unused appropriations increased from PHP 238.9 
billion to PHP 596.7 billion. Since the Duterte administration took over, there was an improvement in the government’s spending performance, growing by 10% from 
January to October year-on-year. However, cash disbursements fell short of its targets by PHP 123.3 billion for the first three quarters of 2017. The administration has yet 
to successfully remedy the entrenched issues concerning the slow procurement process and the weak absorptive capacity of implementing agencies.  
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Figure 14. Foreign Direct Investments 
(USD Million)

Source: BSP

Financial Markets

Foreign Direct Investments

While investments have been increasing in August and September, total foreign 
direct investments (FDI), amounting to USD 5,840 million, declined by 2.7% year-on-
year for the first three quarters of 2017. Equity investments, or new investments, fell 
by 34.1% during this period. By sector, investments in manufacturing rebounded 
from its contraction in 2016, growing by 321.74% for the first eight months of 2017. 
Real estate continued to remain strong, growing by almost 60% during this period. 
However, there was a reversal of investments in financial and insurance activities, as 
it dropped by 91.62%. Investments in construction also dropped by 15.55%. While 
there was a divestment of funds from Japan, with withdrawals totaling USD 15.89 
million, there was a surge of investments amounting to USD 439.42 million from 

the US, a 407.72% increase, and USD 322.28 million from Singapore, an 88.65% 
jump. 

 
Approved foreign investments, or prospective investments from foreigners in 

Special Economic Zones, dropped by 9.9% year-on-year, amounting to PHP 84,067.6 
million for the first three quarters of 2017. Investments in CALABARZON and Ilocos 
increased by 61% and 65% respectively, while investments in several regions 
including Central Luzon, NCR, Western and Central Visayas, contracted. By sector, 
manufacturing, which accounts for over half of total investments, grew by 60.5% 
during this period. Prospective investments in real estate activities also saw a huge 
478.5% increase. By country of origin, investments from Japan, which accounts for 
roughly a third of total investments, increased by 93.6%. The share of investments 
from China is also rising, with approved investments growing by 288.4%. However, 
these gains were offset by contractions in pledged investments from countries such 
as Netherlands (-43.6%), Singapore (-49.9%), South Korea (-85%) and the US (-51%). 
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Foreign investments in the Philippines, usually 
among the lowest in the region, have been deterred 
by the country’s restrictive foreign ownership rules, 
infrastructure quality, and high costs of doing 
business. On 21 November, Malacañang released 
Memorandum Order No. 16, which directs the 
National Economic Development Authority (NEDA) 
board to ease restrictions on certain investment 
areas.  Priority sectors include the practice of 
professions, public services excluding public 
utilities, retail trade enterprises, domestic market 
enterprises, contracts for the construction and repair 
of locally-funded public works, culture, production, 
milling, processing, and trading of rice and corn. 
A few months earlier, NEDA Secretary Ernesto 
Pernia already announced that the administration 
intends to release a drastically shorter 11th Foreign 
Investment Negative List before the end of 2017. 
However, the government has not released the list 
as of this writing. 

Foreign Portfolio Investments

Foreign portfolio investments (FPI), or hot money, 
posted net outflows of USD 635 million for the 
first eleven months of the year, a reversal from the 
USD 673 million in inflows during the same period 
in 2016. At least 80% of hot money is channeled 
into securities listed on the stock exchange. The 
net outflows were attributed to international 
developments, such as the interest rate hikes by 
the US Federal Reserve, US airstrikes in Syria, global 
terrorist attacks, US and North Korea tension; and 
domestic concerns including the closure orders for 

Source: PSA

Figure 15. Total Approved Investments by Region 
(PHP Million)

Figure 16. Foreign Portfolio Investments  
(USD Million) 

Source: BSP
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several mining companies, the conflict in Marawi, and the declaration of Martial Law in Mindanao. In November, FPI yielded net inflows of USD 108 million, reversing 
the net outflows of USD 563 million in October. This could be attributed in part to positive developments on the government’s tax reform program. 

 

Inflation

Inflation slowed to 3.3% in November, reversing its increasing trend since June. For the first eleven months of 2017, inflation has averaged at 3.3%, higher than 1.7% 
in the comparable period for 2016, but still within the government target of 2%-4%. There are several upside risks to inflation for the year ahead. Higher electricity rates, 
as well as increasing coal and fuel prices, will put an upward pressure on prices. International crude oil prices are expected to rise as the Organization of the Petroleum 
Exporting Countries has agreed to extend production cuts until the end of 2018. The administration’s tax reform program, which will increase taxes on commodities 
such as sugar-sweetened beverages, petroleum fuel, automobiles, and cigarette, will also push prices upwards. The Department of Finance (DOF) estimates the impact 
to be minimal, only adding 0.4 percentage points to headline inflation for 2018, due to the staggered increase in taxes. Conversely, the proposed reforms in the rice 
industry, particularly levying tariffs on rice imports instead of quantitative restrictions and the deregulation of rice imports, could ease inflation. The Bangko Sentral ng 
Pilipinas (BSP) projects inflation to reach 3.4% in 2018. 

Figure 17. Headline and Core Inflation Rate
(%)

Source: PSA



Box 2. Tax Reform for Acceleration and Inclusion (TRAIN)

The TRAIN bill is the first of five tax reform packages under the government’s Comprehensive Tax Reform Program (CTRP), which aims to overhaul the current tax 
system and make it simpler, fairer, and more efficient, while raising the necessary revenues for the government’s ambitious public investment programs. Arguably the 
most important legislation the Duterte government has passed to date, the passage of the first package of the tax reform program has been met with wide acclaim by 
the business community. Fitch Ratings, for instance, has noted that the TRAIN has been one of the factors in its recent decision to upgrade the country’s sovereign rating 
to BBB.

The last comprehensive tax reform was implemented in 1997 towards the end of the Ramos administration. Heeding lessons from the previous tax reform experiences, 
the Duterte administration embarked on tax reform early in the president’s term to take advantage of his popularity and his supermajority in Congress. The DOF 
submitted its tax reform proposal to Congress in September 2016, barely three months into its term. Duterte has also certified the TRAIN bill as urgent, which fast-tracks 
the approval of the bill in the legislative branch. This underscores the administration’s seriousness is pushing for tax reform. 

The House of Representatives (HOR) passed its version of the bill on May 31, 2017. The congressmen tempered parts of the DOF’s proposal (e.g. the excise tax on 
automobiles) and introduced a tax on sugar-sweetened beverage to compensate. On November 29, the Senate approved its own version of the TRAIN bill, which 
watered-down several provisions of the House bill such as the excise taxes on petroleum and sugar-sweetened beverages. Amidst criticism that the TRAIN bill is anti-
poor, the Senate included excise taxes geared towards the better off, including capital gains from the sale of shares of stock not listed in the stock exchange, cosmetic 
procedures, and mineral products. On December 13, both houses of congress have ratified the committee report on the TRAIN bill, finally ending months of deliberations. 
Tax rates provided under the consolidated version were generally at the midpoint of the Senate and House versions. The President signed the TRAIN bill into law on 
December 19, but vetoed 5 items including the earmarking of tobacco revenues, exemption of petroleum products from excise tax when used as an input in the 
manufacture of petrochemical products, reduced income tax rate of employees in Regional Headquarters and Regional Operating Headquarters, zero-rating of sales of 
goods and services to separate customs territory and tourism enterprise zones, and the exemption from percentage tax of gross sales not exceeding PHP 500,000. 

With the veto of these provisions, the country’s economic managers expect the tax reform law to add PHP 90 billion in revenues in its first year of implementation, 
higher than the PHP 82.3 billion estimated before the veto. However, this is still lower than the PHP 157 billion in revenues that the DOF originally targeted. Package 1B, 
which Congress reportedly committed to pass by the first quarter of 2018, is forecasted to add another PHP 38 to 40 billion in tax collections. Package 1B focuses on 
complementary measures such as the tax amnesty program, adjustments in the Motor Vehicle Users Charge, and relaxation of the Bank Secrecy Law. With the shortfall 
in projected revenues, the government had to adjust its medium term fiscal program, lowering its revenue target to PHP 2.789 trillion from PHP 2.84 trillion. In addition 
to funding the government’s infrastructure drive, revenues from the tax reform will also be crucial to fund new legislation covering free tuition in state universities and 
colleges, free irrigation, and a hike in social pension benefits. 

Four other packages are still lined up. Preparations are already underway for the second package, focused on lowering corporate income tax rates and rationalizing 
fiscal incentives, which the DOF hopes to present to Congress by January 2018. 
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Figure 18. Monthly OFW Remittance 
(USD Million)

Source: BSP

Remittances

Cash remittances continued to remain robust, as receipts from Overseas Filipino 
Workers registered a growth of 4.2% year-on-year to USD 23 billion for the first ten 
months of 2017. The increase was supported by greater inflows of remittances 
from land-based and sea-based workers, which both grew by 4.2% compared to 
the level posted in 2016. The top countries that contributed to the increase in 
total cash remittances include the US, UAE, Saudi Arabia, Singapore, Japan, United 
Kingdom, Qatar, Kuwait, Germany, and Hong Kong, accounting for 80.2% of total 
cash remittances.

Gross International Reserves 

Foreign exchange reserves, which buffers the economy during external shocks, 
have been declining since the end of 2016. The gross international reserves (GIR) for 
the first eleven months of the year which reached USD 893 billion, is USD 27.7 billion 
lower than the same period last year. The decline can be attributed to outflows from 
the BSP’s foreign exchange operations, payments by the government for its maturing 
foreign obligations, and revaluation adjustments on the BSP’s gold holdings from 
the fluctuation of gold prices in the international market. The outflows are offset 
by net foreign currency deposits by the government and income from the central 

Figure 19. Gross International Reserves  
(USD Million)

Source: BSP
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bank’s investments abroad. The import cover has also been declining, albeit much higher than the 3-month international standard. As of November, it can only cover 
8.4 months’ worth of imports of goods and payments of services and primary income, compared to 9.1 months in the previous year.  

 

Balance of Payments

The overall balance of payments (BOP) position for the first eleven months of 2017 registered a deficit of USD 1.8 billion, higher than the USD 206 million posted in 
the same period for 2016. The higher deficit can be largely attributed to the huge outflows of foreign portfolio investments. The BSP projects the deficit to reach USD 
1.4 billion for the full-year 2017. The current account deficit is also expected to improve to USD 100 million, from the previous projection of USD 600 million, as the trade 
balance continues to improve. For 2018, the deficit is expected to narrow to USD 1 billion due a projected reversal of the financial account to a net inflow. The current 
account, however, is forecasted to widen to USD 700 million, predominantly driven by faster imports of goods.  

Figure 20. Balance of Payments Position
(USD Million) 

Source: BSP
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Expectations Survey

Business sentiment was also more upbeat for the final quarter of 2017, due to factors including positive expectations accompanying the holiday season, improved 
government spending, and favorable macroeconomic conditions. Exporters’ outlook was also at a record-high, which can be attributed to expectations of increased 
availability of raw materials, improved production and market prices in the mining industry, business expansion, and higher volume of business process outsourcing 
services during the holidays. Domestic-oriented firms also had a rosier outlook due to higher consumer demand during the holiday season, improved quality of 
products and services, new projects, and a more favorable business climate. For 4th quarter of 2017, business sentiment was highest in the services sector, followed by 
wholesale and retail trade. The outlook is less optimistic for the first quarter of 2018 due to the expected slowdown after the holidays. In general, business conditions are 
improving as business constraints, such as insufficient demand and competition, are on a downward trend. 

Figure 21. Business Expectations Survey

Source: BSP
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Consumer sentiment was positive for the fourth quarter of 2017, supported by the increase in incomes and the availability of more jobs. This optimism, however, was 
tempered by higher prices of commodities, peace and order issues, calamities, and poor health. For the full-year 2017, consumer outlook was more positive compared 
to 2016, however, the outlook for the rest of 2018 turned less optimistic. The proportion of households with savings decreased to 35.6% in the fourth quarter from 36.8% 
in the previous period. Most savings are typically used for emergencies, education, health, retirement, business investments, and real estate purchases. Consumers also 
expect inflation to inch higher, interest and unemployment rates to rise, and the peso to weaken in 2018—a sentiment also shared by businesses. 

Figure 22. Consumer Expectations Survey

Source: BSP
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Global Rankings

The World Bank’s Doing Business 2018: Reforming to Create Jobs

The Philippines ranked 113th out of 190 economies surveyed in the World Bank’s 
2018 Ease of Doing Business Report, trailing behind its peers in the region. Once 
again, New Zealand topped the list, followed by Singapore. The report measures 
different regulations affecting ten areas in a business lifecycle. In the 2017 report, 
the country placed in the 99th spot. The latest report, however, is not directly 
comparable to previous ones since the World Bank introduced changes in its 
methodology.

On a more positive note, the report cited some measures that the country 
implemented to improve its business processes, including the creation of a new 
asset management system and a new scheduling and planning office which 
reduced the time to get an electricity connection. The country also introduced a 
new electronic system for the payment and collection of housing development 
fund contributions. 

The government is still aiming to be in the top 20% of the rankings by 2020. 
The administration has been pursuing efforts to simplify the country’s business 
procedures, particularly in digitizing its processes. In December, the administration 
launched the Philippine Business Data Bank, an online platform that consolidates 
all government databases and streamlines business application and renewal 
procedures. On the legislative side, the Expanded Anti-Red Tape Act, which seeks 
to address deficiencies in the business application procedure, is in the advanced 
stages in Congress and is expected to be passed in early 2018.  Table 2. ASEAN Ease of Doing Business Rankings 

To put our dismal ranking into perspective, a Filipino entrepreneur would have 
to go through 16 procedures, take 28 days, and spend around 16% of income per 
capita to incorporate a business. A Filipino entrepreneur would also need to make 
20 different tax and contribution payments and visit multiple agencies in person. 
Additionally, 42.9% of business profits go to taxes and contributions annually.

Table 3. Philippine Performance in the 2018 Ease of Doing Business Rankings
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