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First quarter 2018 growth performance of 6.8 percent edged above the annual 2017 growth of 6.7 
percent due to substantial expansion in fiscal expenditures, capital investments, and industry output 
despite a rise in the inflation rate and critical external factors that are weakening the peso. 

 
Philippine’s domestic economy rebounds in the first quarter of 2018. First quarter growth was  
6.8 percent, up from 6.7 percent the previous year. Higher investments and government expenditures 
contributed to the economic expansion. Industry sector served as the main driver for growth. 
Improved economic performance supports optimism for the year ahead. 
 

• Major components of aggregate demand  
 

• Household spending growth slowed due to higher prices. Private consumption 
in the first quarter slightly decreased to 5.6 percent year-on-year (y-o-y) from 5.9 
percent the previous year. According to the Philippine Statistics Authority (PSA)2, 
Food and Non-alcoholic Beverages, the component with the largest 38.7 percent  
share in consumption, displayed substantial decrease in growth (4.6 percent from 
5.9 percent, y-o-y). Furthermore, Alcoholic beverages and Tobacco consumption 
significantly contracted (-10.5 percent from -1.3 percent, y-o-y). Meanwhile, 
remarkable growth in Communication (7.5 percent from 1.6 percent, y-o-y), 
Furnishings, Household Equipment and Routine Household Maintenance, and 
Housing (7.6 percent from 2.5 percent, y-o-y), Water, Electricity, Gas and Other 
Fuels (7.8 percent from 5.6 percent, y-o-y) contributed to the growth of the 
expenditure component. The overall slowdown in household spending in Q1 2018 
may be attributable to higher oil prices and the recently implemented TRAIN Law. 
While this law may have increased disposable income of households, higher 
commodity prices offset this effect. 

 

• Gross domestic capital formation accelerated. Domestic investment growth 
improved to 12.5 percent from 11.4 the previous year. PSA3 reported that additions 
to inventories totaled ₱26.9 billion, which is over seven times more than ₱3.7 
billion last Q1 2017. Investments grew in Construction by 10.1 percent, in Durable 
Equipment by 8.4 percent, and in Breeding Stocks and Orchard Development by 
4.2 percent. On the other hand, growth in Intellectual Property Products (IPP) 
slowed down to 12.7 percent from 30.1 percent the same quarter the previous 

                                                           
1 Report is based on latest available data as of May 23, 2018. For comments and questions, please email mitzie.conchada@dlsu.edu.ph 
2 http://psa.gov.ph/nap-press-release/sector/Household%20Final%20Consumption 
3 http://psa.gov.ph/nap-press-release/sector/Capital%20Formation 
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year. This was influenced by the sluggish pace of investments in computer 
software and databases.  

 

• Fiscal expansion is expected to bolster growth prospects. The surge in  
government spending by 13.6 percent in the first quarter is remarkably higher than 
the 0.1 percent rise, y-o-y. As reported by PSA 4 , the significant growth was 
contributed by the creation and filling up of government positions and the increase 
in the base pay of civilian and military and uniformed personnel. Moreover, 
expenses of various government agencies in fulfillment of their respective 
programs contributed to the increase.  

 
• Curtailed exports and imports of goods further widened trade deficit. At the 

end of March, exports and imports were recorded at 5.5 billion USD (2.9 percent 
growth y-o-y) and 8.1 billion USD (9.3 percent growth y-o-y), respectively. First 
quarter left a trade balance of -2.6 billion USD. Growth in export of goods slowed 
considerably to 2.9 percent from 21.3 percent the previous year due to weakened 
external demand. However, growth in import of goods also slowed to 9.3 percent 
from 21.4 percent the previous year. The recorded growth in imports was lowest 
since Q4 2014. The National Economic and Development Authority (NEDA) 5 
indicated that the government should take into account the downside risks of the 
rising tensions between the United States and China as it may disrupt global trade 
and further worsen the Philippine trade deficit.  
 

• Major components of aggregate supply 
 
In this report, we present results from an alternative to the “traditional” (TRAD) method of 
decomposing growth of GDP in constant prices into sector contributions.  This alternative method is a 
“generalized” (GEN) growth decomposition that applies to GDP in constant prices (e.g., in the 
Philippines) and to GDP in chained prices (e.g., in Canada and the US).  While TRAD recognizes 
only “quantity” growth as the source of a sector’s contribution to GDP growth, GEN posits that a 
sector’s contribution comes from “quantity” growth and from “real price” growth where this price is, by 
definition, the ratio of a sector’s deflator to the overall GDP deflator.  The GDP deflator as the 
common denominator of the above ratio makes real GDP the numeraire and, thus, this ratio is the 
relative price or exchange value of the GDP of a sector in “GDP units,” i.e., the “real price” of a 
sector’s GDP.  Therefore, a sector’s positive “quantity” growth contribution will be diminished if 
accompanied by a negative “real price” growth of the same sector that may even result in a negative 
net contribution by the sector to GDP growth.  On the other hand, a sector’s positive “quantity” growth 
contribution will be enhanced if accompanied by a positive “real price” growth (see Table 3).6 
 

• Services sector remained as the major contributor of the supply-side. 
Services sector’s share in GDP remained at a robust rate of 56.8 percent, 
unchanged from the previous year. It posted the highest contribution to growth, 

                                                           
4 http://psa.gov.ph/nap-press-release/sector/Government%20Final%20Consumption 
5 http://www.neda.gov.ph/2018/04/11/globally-competitive-environment-to-sustain-ph-trade-growth-neda/ 
6 The results in Table 3 are AKI-DLSU Philippine Economic Monitor calculations by applying the data in Table 1 to a "generalized" (GEN) exactly additive 
decomposition of GDP growth into pure growth effect (PGE) and price change effect (PCE) as an alternative to the "traditional" (TRAD) GDP growth 
decomposition.  Analytically, PGE is the result of real GDP or “quantity” growth holding real price constant and PCE is the result of relative price or “real price” 
growth holding quantity constant.  The GEN formulas for PGE and PCE and the TRAD formula are given, respectively, by equations (12), (13), and (17) in 
Dumagan, Jesus C. (2016), "Effects of Relative Prices on Contributions to the Level and Growth of Real GDP," Working Paper Series No. 2016-036, Angelo 
King Institute for Economic and Business Studies, De La Salle University, Manila.  This alternative framework follows from the decomposition of "aggregate 
labor productivity" (ALP) growth in Dumagan, Jesus C. (2013), "A Generalized Exactly Additive Decomposition of Aggregate Labor Productivity Growth," 
Review of Income and Wealth, 59 (Issue 1): 157-168, where ALP is the ratio of GDP to total labor employment.  Thus, by removing the labor variable, the 
decomposition of ALP growth in the latter paper yields the decomposition of GDP growth into PGE and PCE in the former paper which is implemented in Table 
2. 
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with 3.86 percentage points from positive quantity and real price growth (see Table 
3). The sector expanded by 7.0 percent, which was higher compared to the 
previous year’s 6.7 percent growth. Other services were the main driver of growth 
in the sector with 8.8 percent growth performance.  
 

• Industry sector grew the fastest, with manufacturing as the main driver of 
growth. The industry sector grew the fastest among the three sectors with an 
expanded growth of 7.9 percent, higher than the 6.5 percent the previous year. The 
sector contributed 2.34 percentage points to GDP growth (see Table 3) while 
maintaining a 34.5 percent share in GDP. Manufacturing (MAN) remained as the 
top contributor to the industry, with a high 72.0 percent share in the sector. MAN 
rose by 8.0 percent from 7.7 percent the previous year. Other contributors, more 
specifically mining and quarrying (MQ) needs a revival, as it is always the industry 
component with the lowest contribution. In the first quarter, MQ remained stagnant 
at a 2.7 percent contribution to the industry sector, registering the same share as 
the previous year.  
 

• Lower agriculture sector production experienced. From improved performance 
the previous year and quarters, the agriculture sector posted a slow growth of 1.5 
percent, y-o-y. This was lower than the reported 4.9 percent growth rate the 
previous year. The sector was able to contribute only 0.63 percentage points to 
GDP growth (see Table 3). The slowdown was partly due to the decline in fisheries 
as the period December to March is closed fishing season in the country. 
Nonetheless, sector performance is expected to improve with pending initiatives of 
the government. 
 

Figure 1. Contributions to GDP growth (y-o-y, %) from Aggregate Supply 

  

Source: Author’s calculations based on data in Table 3 below.  
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Challenges facing the economy   
 

• Peso-dollar exchange rate continued to depreciate7.  The peso weakened by 0.97 
percent to average ₱51.43/US$1, on a quarter-on-quarter basis, from the previous average 
of ₱50.93/US$1. Correspondingly, on a year-on-year basis, peso depreciated by 2.78 
percent, from the previous year’s ₱50.00/US$1 average. Further weakening of peso was 
mainly attributed by market’s concerns over the Philippines’ widening trade gap and growing 
expectations of further US Federal Reserve rate hikes during the year. Additionally, the peso 
in the first quarter, recorded at 1.50 percent, has been more volatile compared to previous 
quarter’s closing rate of 1.02 percent.  

 

• Weather disturbances serve as a threat to the Philippine economy. Unforeseen 
inclement weather conditions, natural disasters, and the like may interrupt agricultural 
activities in the country. These harsh conditions may aggravate poverty level and further 
threaten food security, especially the poor Filipinos. Infrastructural improvements are 
deemed necessary to augment agriculture sector’s resiliency. 

 

 

 

Other economic news 
 

• BSP is optimistic about Philippine economic growth this 2018.8. The World Bank 
found the Philippines as the fastest-growing economy in ASEAN for 2018-2020. Third-
party assessors give cheerful growth projections, consistent with the national 
government’s target of 7.0 percent to 8.0 percent growth in the next three years. 
Buoyant industry output and capital investments, alongside with sustained investments 
in job-creating industries, give a favorable economic environment for greater economic 
activities. BSP will continuously watch out domestic and international markets for a 
more stabilized and resilient economic environment.  

 

• Stock market reports increased PSEi9 ,.  At the close of the first quarter, PSEi 
reported a quarter-on-quarter rise of 2.6 percent with an average index points of 
8,571.05. Expectations of higher inflation and interest rates suppress favorable 
sentiments in Q1 2018.  

 

• Inflation level hits highest quarterly average in 4 years10. This 2018, the BSP 
expects inflation level to be in the higher ends of its target range of 2.0 percent to 4.0 
percent. The rise in the consumer price index in the first quarter was recorded at an 
average of 4.3 percent (see Figure 2), going over the target range. High inflation levels 
in the coming months are highly expected mostly due to the recently implemented 
TRAIN Law, which would drive commodity prices higher. Also, weaker peso against the 
US dollar and tightening of US monetary policy contributed to the high CPI. Inflation 
rate is forecasted to ease by the start of 2019.  

 

 
 
 

                                                           
7 http://www.bsp.gov.ph/downloads/Publications/FAQs/exchange.pdf  
8 http://www.bsp.gov.ph/publications/speeches.asp?id=602 
9 http://www.bsp.gov.ph/downloads/Publications/2018/IR1qtr_2018.pdf 
10 https://www.rappler.com/business/199017-philippines-bsp-consumer-expectations-survey-q1-2018 
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Figure 2. Consumer price index (y-o-y, %) 
 

 

 
   

Source: Graph prepared by author based on Philippine Statistics Authority data. 
 
 

• Consumer sentiment plunged11. Overall confidence index (CI) dropped to 1.7 
percent from 9.5 percent the previous quarter. The pessimistic sentiment was due 
to expectations of (a) higher prices of goods, (b) low income, and (c) rise in 
household expenses. The trend of weakened consumer confidence was 
observable across income groups.  

 
 

 

 
      

                                                           
11 http://www.bsp.gov.ph/publications/media.asp?id=4642&yr=2018 
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Table 1. Philippine Economic Indicators 
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Table 2. Level of Philippine GDP, 2017Q1 – 2018Q1 
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Table 3. Industry Contributions to Philippine GDP Growth, 2017Q1 – 2018Q1 

 
 
Source:  DLSU-AKI Philippine Economic Monitor calculations by applying the data in Table 2 to a "generalized" (GEN) exactly addtive decomposition of GDP growth into pure growth effect (PGE) and 
price change effect (PCE) as an alternative to the "traditional" (TRAD) GDP growth decomposition.  The GEN formulas for PGE and PCE and the TRAD formula are given, respectively, by equations 
(12), (13), and (17) in Dumagan, Jesus C. (2016), "Effects of Relative Prices on Contributions to the Level and Growth of Real GDP," Working Paper Series No. 2016-036, Angelo King Institute for 
Economic and Business Studies, De La Salle University, Manila.  Analytically, PGE is the result of real GDP or “quantity” growth holding real price constant and PCE is the result of relative price or 
“real price” growth holding quantity constant. This alternative framework follows from the decomposition of "aggregate labor productivity" (ALP) growth in Dumagan, Jesus C. (2013), "A Generalized 
Exactly Additive Decomposition of Aggregate Labor Productivity Growth," Review of Income and Wealth, 59 (Issue 1): 157-168, where ALP is the ratio of GDP to total labor employment.  Thus, by 
removing the labor variable, the decomposition of ALP growth in the latter paper yields the decomposition of GDP growth into PGE and PCE which is implemented in this Table 3. 


