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Key Policy Recommendation

Although the Consumer Price Index (CPI) remains the primary indicator for

monitoring inflation because of its simplicity and familiarity, it may not fully

capture broader economy-wide inflationary pressures due to its construction,

particularly during periods of external shocks, exchange rate volatility, and

import-driven inflation. Hence, broader deflator-based inflation indicators

derived from the national accounts may provide useful complementary

information. Among the deflator-based inflation measures considered in the

study, we recommend the Total Supply (TS) deflator-based inflation measure as

a complement to CPI inflation. 

Although the TS deflator is not directly reported in the Quarterly National

Accounts, it can be calculated by taking the ratio of nominal to real Total

Supply. To obtain nominal and real Total Supply, the nominal and real values of

imports are added back to the nominal and real Gross Domestic Product (GDP),

respectively. 

Monthly estimates of the implicit deflators can then be obtained through

temporal disaggregation using a set of monthly indicators. This would allow

policymakers to use the information contained in broader, lower-frequency

national accounts-based inflation measures. The corresponding inflation rate,

computed as the year-on-year growth rate of the monthly TS deflator,

incorporates both domestic production prices and imported input prices,

making it particularly relevant for inflation analysis.
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Why Use the TS Deflator?

First, the broad coverage of the TS deflator is useful for economies like the

Philippines, in which the reliance on imported intermediate inputs has been

increasing.

Figure 1 shows the author’s calculation of the ratio of imports to final consumption

and the ratio of imports to intermediate inputs of sectors based on the input-

output data for 2000 and 2007 – 2007constructed by the Asian Development

Bank (ADB, 2023). Although the figure suggests that final consumption remains

relatively less import-intensive, the share of imports in total intermediate inputs

has increased over time, pointing to a growing import dependence in production

activities across sectors.

Figure 1

Source: Author’s Calculation from ADB I-O Table
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Second, the study finds that the TS deflator-based inflation measure exhibits

greater volatility than CPI inflation, particularly during periods of global financial

disruption and in the post-pandemic period. This reflects the wider range that

captures the external inflationary pressures (see Figure 2).

Figure 2

For instance, from 2008 to 2009, the period during and immediately after the

2008 Global Financial Crisis, the TS deflator-based inflation declined much more

sharply than CPI inflation. The TS deflator-based inflation measure appeared to

better capture the decline in personal consumption and private investment (Yap

et al., 2009) and the drop in import prices, especially for crude oil (Bangko Sentral

ng Pilipinas, 2009) during that period. 
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Inflation measured by both the TS deflator and the CPI decelerated through

2019, with the former hovering below the latter. Over the next two years, both

measures staged a sharp recovery, with the TS deflator exhibiting higher

volatility. In 2022, the TS deflator rose at a much faster rate than the CPI. This

highlights how the TS deflator is more sensitive to supply-side shocks, hence

being better able to capture the price contractions during the pandemic and

the rapid inflationary expansions that followed, as well as the energy spikes

triggered by the Russia-Ukraine conflict (Bangko Sentral ng Pilipinas, 2022).

Lastly, the study applies the time-varying Granger causality (TVGC) tests to

evaluate whether the deflator-based inflation measures contain additional

predictive information beyond CPI inflation. The tests show a unidirectional

relationship between TS deflator-based inflation and CPI inflation, with the

former demonstrating stronger and more persistent predictive content for the

latter, particularly during the post-pandemic period. This suggests that the TS

deflator contains additional information on external and imported inflation

pressures that is not fully captured by the CPI.

Conclusion

Due to its heavy reliance on imported fuel, raw materials, and intermediate

goods, the Philippines remains highly vulnerable to import price inflation. This

makes the TS deflator a valuable analytical tool, as it captures aggregate cost

pressures, exchange rate effects, and global supply-chain shocks more

effectively than the CPI.
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Although the CPI remains essential for inflation targeting, relying on it alone

risks overlooking broader macroeconomic developments. The TS deflator

serves as a vital complement, providing early signals of upstream inflationary

pressures before they transmit to consumer prices.

The Philippines remains highly exposed to import price inflation due to its

dependence on imported fuel, raw materials, and intermediate goods. This

makes the TS deflator particularly valuable for inflation analysis, as it captures

broader, economy-wide cost pressures, exchange rate fluctuations, and global

supply-chain shocks that relying solely on CPI inflation might overlook. This

wider coverage becomes especially important during periods of shocks.

Furthermore, the TS deflator may provide supplementary signals regarding

inflationary pressures that could eventually transmit to consumer prices.

Complementing the CPI with wider national accounts-based inflation indicators,

specifically the TS deflator, may improve inflation monitoring and

understanding of inflation dynamics in the Philippine economy.
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Brief Summary

The study examined three complementary inflation measures: 

The GDP deflator captures price changes across all domestically produced goods and

services rather than only household consumption items. It reflects economy-wide price

movements beyond consumer markets.

The HFCE deflator measures household consumption expenditures using the broader

framework of the national accounts. Unlike the CPI, it incorporates changing expenditure

patterns and captures a wider set of consumption-related transactions.

The TS deflator incorporates both domestic production prices and imported input prices.

This makes it particularly useful for economies like the Philippines, in which the reliance on

imported intermediate inputs has been steadily increasing. 

Despite the advantages, these deflators are not available monthly as the series from which

they are derived are released quarterly. Their lower publication frequency limits their

usefulness for real-time policy monitoring and short-term macroeconomic analysis.

This study addresses the frequency mismatch by applying the dynamic temporal

disaggregation framework of Poissonnier (2017) to construct monthly estimates of nominal

and real quarterly national accounts series. The chosen temporal disaggregation method

requires one or more monthly indicators. The number of monthly indicators, and their

corresponding characteristics, as well as the number of past periods of the nominal and real

series to be considered, are critical to model specification and can affect the resulting

monthly estimates. The disaggregated series are then used to generate monthly deflators,

which allows for the calculation of monthly inflation measures that complement CPI

inflation.
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We find that GDP and HFCE deflator-based inflation measures show strong co-movements

with CPI inflation, although both exhibit greater fluctuations during periods of high economic

volatility. The HFCE deflator tracks the CPI most closely. Meanwhile, the TS deflator differs

from the CPI across periods of economic stress and external shocks.

In addition, after testing for the predictive content of the deflator-based inflation measures,

it was observed that over the full sample period, bidirectional causality exists between CPI

inflation and each of the three deflator-based inflation measures. However, for most periods,

the CPI seems to strongly predict GDP and HFCE deflator-based inflation over time. Lastly,

TS deflator-based inflation has a more persistent and time-varying predictive content for CPI

inflation, particularly during periods of external volatility and imported inflation pressure.

This makes the TS deflator a more promising candidate as a complementary inflation

measure, especially in periods of structural change or heightened external volatility.
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