
Philippines 1Q2014 GDP Growth: A Temporary Setback          May 29, 2014 

Following the impressive GDP growth figures for full-

year 2013, economic expansion for the first quarter of 

the year came in at a lower-than-anticipated annual rate 

of 5.7%. The figure was much lower than the Bloomberg 

consensus estimate of 6.4%, which had been upwardly 

revised from 6.3% just days prior to the release. On a 

regional basis however, the Philippine economy is still 

growing at a faster pace, second only to China’s 7.4% 

for the first quarter.  

 

Broken down on the demand side, the slowdown was 

mainly due to a significant deceleration in government 

spending, up just 2.0% year-on-year vis a vis 1Q13’s 

10.0%, amid the lack of election-related spending at the 

earlier part of the year. There was a 0.9% contraction in 

construction spending, a significant turnaround from last 

year’s 33.7% growth in the first quarter, as spending in 

the private sector declined by 6.0% year-on-year. A 

sharp decline in inventory levels (raw materials, finished 

goods, etc.) likewise dragged on growth, as it subtracted 

a near full percentage point from the headline GDP 

growth figure. Meanwhile, continued robust growth in 

personal consumption (+5.8% YoY) and a recovery in 

exports (+12.6% YoY), served to soften the moderation 

in economic expansion. 

 

On the production side, weakness was observed in the 

agriculture and the industry sectors. Construction 

growth of only 0.9%year-on-year (1Q13: +31.1%) was 

the main culprit for the deceleration in the industry 

sector, which grew by 5.5% in 1Q14 compared to the 

previous year’s growth of 11.3%. Private infrastructure 

was the main drag, declining by 0.6%, while government 

spending in infrastructure remained robust at 22.3%, 

validating the government’s efforts to frontload 

infrastructure spending. Growth in agriculture, hunting, 

forestry and fishing slowed down to 0.9% (1Q13: +3.2%) 

as effects of Typhoon Yolanda in the sector continued to 

persist. Among the three broad components, only the 

services sector registered growth of 6.8%, slightly 

higher than the 6.5% recorded in 1Q13. Growth in the 

financial intermediation sector softened to 6.2% from 

18.0% the prior period, which was offset by an 

accelerated growth in the transport, storage, and 

communication, and real estate, renting and business 

activities.  

 

A temporary setback. Despite the lower than expected 

1Q2014 result, we still believe the Philippine economy 

will recover in the coming three quarters and post a 

6.2% year-on-year GDP growth rate for the year. This is 

in fact below the government’s target of 6.5-7.5% 

growth, but still above the country’s long term historical 

average. The weak 1Q2014 result merely confirms our 

view that the economy is particularly vulnerable to any BP
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Source: NSCB 

Figure I. Quarterly GDP Growth (YoY) 

Figure II. Regional 1Q14 GDP Growth (in %) 

Source: Bloomberg 
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Note that GDP growth for the fourth quarter of 2013 was 

revised to 6.3%, from the earlier published 6.5%, on the 

back of downward adjustments to the Transportation, 

Storage and Communication, Other Services and Mining 

and Quarrying. Nevertheless, the FY2013 GDP growth 

figure remains unchanged at 7.2%. 

1Q2014 GDP Growth (% YoY) 

Previous Quarter 

Consensus 

Estimate 
Actual 

6.3 6.4 5.7 

     Source: Bloomberg 

By Industrial Origin   

Agriculture 0.9% 

Industry 5.5% 

Services 6.8% 

    

By Expenditure Share   

Personal Consumption 5.8% 

Government Spending 2.0% 

Investments 7.7% 

Exports 12.6% 

Imports 8.0% 

    

GDP 5.7% 

Table I . GDP Growth Breakdown 

               Source: NSCB 



Market Focus 
slowdown in government spending. Furthermore, it is 

imperative that the government pushes forward with its 

private public partnership (PPP) programs, which are 

seen to contribute a total of Php295.06 billion to 

infrastructure spending.  
 

The implementation of the PPP projects will likewise 

support infrastructure spending in the private sector, 

especially as growth in construction and real estate are 

expected to slow in view of rising interest rates. Trade, 

on the other hand, may contribute negatively to growth 

as the country’s imports are expected to sustain strong 

growth momentum in light of the government’s 

reconstruction activities post-Yolanda. Private 

consumption growth will remain constant, supported by 

resilient remittances growth and potential revenues from 

the BPO sector.  
 

BSP expected to stay on course with its interest rate 

policy tightening. Despite the slower-than-expected 

economic growth figure for the first quarter of 2014, the 

BSP is still expected to follow through with its policy 

tightening in the form of at least a 25 basis point policy 

rate hike before the end of the year. This is in line with 

its intention to temper money supply growth, which may 

lead to rapid credit expansion and consequently cause 

the economy to overheat. Moreover, the rate hike would 

be needed in order to defend its 2.0%-4.0% inflation 

target for 2015, especially as consumer prices are 

expected to face upward pressure given the El Nino 

phenomenon and other potential weather-related 

disturbances. 
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Investment implications. Given our view that the BSP 

would still raise rates despite the slowdown in the 1Q14 

GDP growth figure, we will maintain a low duration 

strategy in order to temper volatility in our fixed income 

portfolios. We will likewise continue to look into 

corporate notes and bonds for yield enhancement. 

Meanwhile, we continue to be bullish on local equities. 

The disappointing 1Q2014 GDP figure may give cause 

for investors to profit take on gains from the recent 

run-up (+18% YTD at its peak). The PSEI’s 

outperformance relative to other Emerging Markets 

exposes it to profit-taking (particularly local funds), 

especially as investors are still wary of volatility in 

Emerging Market currencies, rising inflation and 

expectations of further monetary tightening pre-empting 

the Federal Reserve. Nevertheless, we still expect the 

PSEi to recover to 6,865 by year-end due to higher 

corporate earnings growth in 2015, which should lead to 

more compelling valuation propositions.  

 

 

Project Cost (PHP Bn) 

Awarded   

Daang Hari-SLEX Link Road Project 2.01 

PPP for School Infrastructure Project (PSIP) Phase I 16.28 

NAIA Expressway Project 15.52 

PPP for School Infrastructure Project (PSIP) Phase II 3.86 

Modernization of the Philippine Orthopedic Center 5.69 

Automatic Fare Collection System 1.72 

Mactan-Cebu International Airport Passenger Terminal Building 17.52 

Total 62.60 

Other PPP in the Pipeline   

Cavite-Laguna Expressway 35.42 

LRT Line 1 Cavite Extension and O&M 64.90 

Integrated Transport System - Southwest Terminal Project 2.50 

Bulacan Bulk Water Supply Project 24.40 

Integrated Transport System - South Terminal Project 5.20 

Operation and Maintenance of the Laguindingan Airport 15.92 

Enhanced Operation and Maintenance of the New Bohol (Panglao) Airport 2.34 

New Centennial Water Supply Source Project 18.78 

Total 232.06 

Table II. PPP Projects 
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 2014 In-House Forecasts 

   Real GDP (growth in %) 6.2 

   CPI Inflation (2006-based) 4.1 

   USD/PHP (EOY) 45.125 

   BSP O/N 3.75 

   PSEi  6,865 
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Disclaimers: 

 

The views expressed in this report reflect the analyst’s personal views and not necessarily the 

Bank of the Philippine Islands’. Furthermore, no part of any of the research analyst's 

compensation was, is, or will be directly or indirectly related to the specific recommendations 

or views expressed by the research analyst in this report. 

  

The information contained herein is published by the Bank of the Philippine Islands Asset Management 

and Trust Group (or “BPI AMTG”). It is based on information obtained from sources considered to be 

reliable, but BPI AMTG does not make any representation or warranty, express or implied, as to its 

accuracy, completeness, timeliness or correctness for any purpose. All the tables are taken from 

publicly available sources or derived from proprietary data. Expressed opinions may be subject to 

change without prior notice. Any recommendation contained herein does not pertain to any specific 

investment objectives, financial situation and the particular needs of any addressee. The information 

herein is published for the information of addressees only and is not to be taken in substitution for the 

exercise of judgment by addressees who should obtain separate legal or financial advice. BPI AMTG, 

or any of its related companies or any individuals connected with the group accepts no liability for any 

direct, special, indirect, consequential, incidental damages or any other loss or damages of any kind 

arising from any use of the information herein (including any error, omission or misstatement herein, 

negligent or otherwise) or further communication thereof, even if BPI AMTG or any other person has 

been advised of the possibility thereof. The information herein is not to be construed as a solicitation to 

buy or sell any securities, futures, options or other financial instruments or to provide any investment 

advice or services. BPI AMTG and its associates, their directors, officers and/or employees may have 

positions or other interests in, and may affect transactions in securities mentioned herein and may also 

perform or seek to perform brokering, investment banking and other banking or financial services for 

these companies. The information herein is not intended for distribution to, or use by, any person or 

entity in any jurisdiction or country where such distribution or use would be contrary to law or 

regulation. 

 

All funds managed by BPI AMTG and affiliates are Trust and/or Investment Management Funds, which 

do not carry any guarantee of income or principal, and are NOT covered by the Philippine Deposit 

Insurance Corporation. Past performance is not a guarantee of future results. BPI Investment Funds 

are valued daily using the marked-to-market method. 
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