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Recent Developments, Outlook, and Risks 

 

Context: The Philippines has been hit by the COVID-19 pandemic from a strong initial position. 

Structural reforms and prudent macroeconomic policies in recent years have supported sustained, strong 

GDP growth and macroeconomic stability, and have helped in containing vulnerabilities. At the conclusion 

of the Article IV consultation in late January 2020, real GDP growth was expected to strengthen further to 

6.3 percent in 2020 and inflation to be well within the target range of 2‒4 percent. The current account 

deficit was projected to increase to 2.3 percent of GDP from 0.1 percent in 2019, reflecting increased 

infrastructure investment. Gross international reserves of US$87.8 billion at end-2019 amounted 

to 200 percent of the IMF’s reserve adequacy metric. The banking system was well capitalized and liquid. 

 

The COVID-19 pandemic is exerting pressures on the economy. Travel restrictions, which have been 

in place since early February and tightened over time, have led to sharply lower tourist arrivals. The 

introduction of enhanced community quarantine on the Luzon island, including Metro Manila, on March 16 

has led to significant disruption to economic activity.1 At the same time, global financial turmoil has 

resulted in tighter external financial conditions for the Philippines. However, the peso exchange rate has 

remained broadly stable, as have gross international reserves (US$87.6 billion at end-February 2020).  

 

A significant negative economic impact of the COVID-19 pandemic is expected. In the context of the 

related global recession, real GDP growth in 2020 is now expected to drop to 0.6 percent, lower than the 

1.1 percent recorded in the global financial crisis. The virus outbreak is assumed to peak in the second 

quarter, leading to a gradual recovery in the second half of 2020. With economic policies mitigating the 

impact of COVID-19 and base effects, growth is projected to rebound to 7.6 percent in 2021. Lower 

activity and oil prices are expected to reduce headline inflation to 1.7 percent in 2020 before rebounding 

about 3 percent by end-2021. At 2.3 percent of GDP, the current account deficit in 2020 is broadly 

unchanged from earlier projections, with weaker exports and remittances offset by lower imports.  

 

Downside risks are large. The risks to this near-term outlook are larger than usual. The virus outbreak 

could be broader or longer lasting than expected, both globally and locally, which could lead to more 

social distancing measures and even a contraction in activity in 2020 and a delayed recovery, despite 

expected stronger policy response in such circumstances. Constraints on timely and adequate policy 

support could lead to increases in poverty and insolvencies among businesses and households, delaying 

the recovery and resulting in long-term scarring effects on tourism and supply chains. There are also 

downside risks to external demand, external financial conditions, and remittances.  

 

Policy Framework and Settings 

 

The authorities have taken swift actions to mitigate the impact of COVID-19. Measures have 

included macroeconomic policy actions and health policy interventions. Meanwhile, structural reforms 

 
1 The IMF’s policy tracker provides a detailed description of the authorities’ policy response to COVID-19: 

https://www.imf.org/en/Topics/imf-and-covid19/Policy-Responses-to-COVID-19. 

https://www.imf.org/en/Topics/imf-and-covid19/Policy-Responses-to-COVID-19
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continue, with several landmark reforms being implemented, including rice tariffication, a national 

digital ID, ease of doing business, and BSP charter amendments.  

 

The budget deficit will increase temporarily with the Covid-19 pandemic. Prior to the outbreak of 

COVID-19, the fiscal deficit target for 2020−22 was set at 3.2 percent of GDP, which implied a moderate 

reduction from the 3.5 percent deficit recorded in 2019 but nevertheless supportive of the government’s 

medium-term growth agenda. However, with the COVID-19 shock, a larger fiscal deficit is both expected 

and desirable, as weaker economic activity leads to lower revenue while rising demand for social 

protection, including unemployment benefits, increases expenditure.  

 

The fiscal policy response to the pandemic has been targeted. The government announced a 

PHP 27.1 billion fiscal package (about 0.2 percent of 2019 GDP) on March 16, which includes purchase 

of COVID-19 testing kits and health equipment, social protection for vulnerable workers—including those 

in the informal sector who have been hard hit—and retraining programs for displaced workers; and 

support to the tourism and agriculture sector. In addition, financial assistance will be provided to affected 

SMEs and vulnerable households through specialized microfinancing loans and loan restructuring. The 

government is also preparing to launch a PHP 200 billion cash aid program (about 1.1 percent of 2019 

GDP) for 18 million low-income households, with a transfer of PHP 5,000−8,000 a month per household 

for a period of two months.  

 

Timely deployment of these measures, reinforced by further fiscal support, will be critical for their 

effectiveness. The immediate priority is to contain the rapid spread of virus and its health impact, and to 

provide vital income support to the vulnerable. Given its low level of public debt (about 39 percent of 

GDP), the Philippines has considerable fiscal space to use to counter the impact of COVID-19 

aggressively while maintaining debt sustainability. 

 

The monetary policy stance is now accommodative. The BSP has promptly reduced its policy rate 

twice in 2020 by a cumulative 75 bps to 3.25 percent. Moreover, a 200 bps reduction of the reserve 

requirement ratio for banks (to 12 percent) became effective on March 30. The BSP has indicated its 

readiness to take further actions as needed given the considerable monetary policy space it still has. 

Furthermore, its plans to purchase PHP 300 billion worth of government securities (about 1.6 percent 

of 2019 GDP) to support the government’s programs to counter the impact of COVID-19. The authorities 

should continue to let the exchange rate move as a shock absorber in line with underlying fundamentals. 

FX intervention should be used, as needed, to mitigate disorderly market conditions. 

 

Regulatory relief aims to support access to credit and provide relief. The BSP has relaxed rules to 

allow banks to provide financial support to their borrowers while they experience temporary income 

losses, through temporary grace periods for loan payments or loan restructuring. These measures are 

expected to play a crucial role in cushioning the macroeconomic and financial impacts of the pandemic, 

although further measures might be needed. The authorities are closely monitoring the health of the 

financial system, including both the U.S. dollar and peso liquidity, during this period of increased risks.  

 

IMF Relations  

 

The Philippines is on a standard 12-month Article IV consultation cycle. The 2019 Article IV consultation 

was concluded by the IMF Executive Board on January 27, 2020. 
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