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Mr. Balisacan said persistent 
inflation and tighter monetary 
conditions impacted growth in 
the first quarter.

“One cannot discount that 
the slowdown that we have seen 
in the first quarter is partly the 
effect of high inflation… When 
the prices are high, there’s less 
(consumer) demand, then that 
obviously is reflected in the 
economy,” he said.

Inflation accelerated to a 
14-year high of 8.7% in January 
before easing to 8.6% in Febru-
ary and 7.6% in March. Inflation 
averaged 8.3% in the first quar-
ter, still well above the Bangko 
Sentral ng Pilipinas’ (BSP) 2-4% 
target range and 6% full-year 
forecast. 

Since May 2022, the Bangko 
Sentral ng Pilipinas (BSP) has 
raised rates by 425 basis points 
to combat inflation. This brought 
the key policy rate to a near 16-
year high of 6.25%.

“ H i g h  i n f l a t i o n  r e m a i n s 
a challenge, the BSP’s move to 
raise its key policy rates to anchor 
inflation expectations and en-
sure price stability, may dampen 
future growth. But the improve-
ment in the business climate can 
counter this unintended effect,” 
he added. 

The NEDA secretary said 
expectations that inflation will 
return to the 2-4% target band 
by the end of the year could re-
build consumer and business 
confidence, which would boost 
spending and investments.

“This slowdown, if you want 
to call it, it’s just a temporary 
thing. I think this favorable in-
vestment climate that will come 
out as a result of the decreased 
inflation will more than out-
weigh any residual effects of the 
past increases in interest rates,” 
he said.

Meanwhile, government ex-
penditure growth rose to 6.2%, 
faster than the 3.5% in the first 
quarter last year and 3.3% in the 
fourth quarter.

“This (reflects) a robust public 
construction performance pri-
marily driven by the road infra-
structure and railway projects of 
the Department of Public Works 
and Highways and the Depart-
ment of Transportation,” Mr. 
Balisacan said.

Gross capital formation, the 
investment component of the 
economy, jumped 12.2% from 
3.8% in the fourth quarter. How-
ever, this was slower than the 
17.7% growth in the first quarter 
of 2022.

Among major industries, ser-
vices rose by 8.38% in the first 
quarter, easing from 8.42% in the 
same quarter of 2022 and 9.8% in 
the previous quarter.

“Services had the biggest 
contribution to growth, at five 
percentage points, followed by 
industry at 1.2 points and agri-
culture at 0.2 point,” Mr. Mapa 
said.

Industry growth eased to 3.9% 
from 10% a year ago, while agri-
culture expanded by 2.2% from 
0.2% a year ago.

“Agriculture’s performance 
this quarter — primarily due to 
favorable weather conditions 
— is a promising beginning 
to 2023, especially given the 
expected challenge of El Niño 
later in the year,” Mr. Balisacan 
said.

Net primary income from the 
rest of the world was 81.2%, lower 
than the 102.7% in the first quar-
ter of 2022 but better than the 
59.9% in the previous quarter.

Gross national income — the 
sum of the nation’s GDP and net 
income received from overseas — 
rose by 9.9%, slightly lower than 
the 10.5% a year ago, but higher 
than the 9.3% in the fourth quarter. 

 
ON TRACK 
In order to achieve the lower end 
of the government’s 6-7% target, 
Mr. Balisacan said that the next 
three quarters must grow by an 
average of 5.9%.

GDP growth should average 
7.2% in the next three quarters to 
meet the upper end of the target, 
he added.

“Looking at what’s driving the 
growth, we do think that’s still very 
much doable,” the NEDA secre-
tary said.

H o w e v e r,  M r.  B a l i s a c a n 
flagged several risks to the growth 

outlook, including the looming El 
Niño weather phenomenon. 

The state weather bureau said 
El Niño may emerge in the next 
three months at an 80% prob-
ability and may persist until the 
first quarter of 2024. This would 
increase the likelihood of below-
normal rainfall conditions, which 
could bring dry spells and drought 
in some areas.

“The El Niño can affect the 
economy in different ways, 
the most obvious one is on the 
production side, especially ag-
riculture… During the strong 
El Niño years, rice production 
could decrease by double dig-
its. Even a slight El Niño could 
cause agricultural production 
to decrease by 1-2%,” Mr. Bali-
sacan said.

Since agriculture only ac-
counts for 10% of GDP, he said El 
Niño “may not deeply impact the 
economy.” 

El Niño can also impact the 
supply of electricity, particularly 
dams and power plants that are 
dependent on water, Mr. Bali-
sacan said.

The country’s last episode of 
El Niño was in 2019. In the first 
quarter of 2019, GDP grew by 
5.6%.

 
OUTLOOK
ING Bank N.V. Manila Senior 
Economist Nicholas Antonio T. 
Mapa said first-quarter growth 
was faster than most had antici-
pated but 6.4% print could be the 
highest for the year.

“We expect GDP to remain in 
expansion mode for the rest of 
the year, although we are bracing 
for a likely slowdown as the triple 
threat of high infl ation, elevated 
borrowing costs and rising debt 
levels weigh on momentum,” he 
said in a note.

ING’s Mr. Mapa said pent-
up demand from the economic 
reopening “will be completely 
washed out by the second quar-
ter.”

“Challenges are also mount-
ing across sectors with the agri-
cultural sector facing an El Niño 
episode, which could also take 
down with it a substantial part 
of the Philippine manufacturing 
sector given the sizable contri-
bution of food manufacturers,” 
he added.

Capital Economics Senior 
Asia Economist Gareth Leather 
said the Philippine economy is 
expected to further weaken in 
the next quarters amid elevated 
interest rates and weak global 
demand.

Mr. Leather said exports are 
“likely to remain subdued” and 
consumer spending will “slow 
further over the coming quar-
ters.”

“The lagged impact of mon-
etary tightening will curtail 
private consumption growth 
in the coming quarters. Fur-
thermore, the central bank’s 
index on consumer sentiment 
remains firmly in negative ter-
ritory,” he added.

Both Mr. Mapa and Mr. Leath-
er expect GDP growth of 5.5% this 
year.

Pantheon Chief Emerging Asia 
Economist Miguel Chanco said 
that the economy “clearly lost 
more momentum at the start of 
this year,” citing slowing exports 
and household consumption.

Despite global headwinds, 
Robert Dan J. Roces, chief econo-
mist at Security Bank Corp., said 
the Philippines is likely to “re-
main a standout performer in the 
region,” citing robust household 
spending and investments as 
drivers of growth.

Mr. Roces also said that slower 
first-quarter growth may give 
room for the BSP to pause its 
tightening cycle.

“The first-quarter GDP data, 
coupled with signs of cooling 
price pressures, may encourage 
the central bank to consider a 
more cautious stance on further 
tightening measures, potential-
ly leading to a pause of interest 
rate hikes,” he said in a Viber 
message.

“With inflation on the down-
trend and growth showing signs of 
slowing, we believe this opens the 
door for BSP Governor Felipe M. 
Medalla to pause and keep policy 
rates at 6.25%,” Mr. Mapa added.

The Monetary Board is set to 
meet on May 18.

RESIDENTIAL CUSTOMERS 
in areas served by Manila Elec-
tric Co. (Meralco) will see higher 
power bills this month due to the 
increase in the generation charge. 

Meralco in a statement said 
the overall rate for a typical 
household went up by P0.1761 
per kilowatt-hour ( kWh) to 
P11.49 per kWh in May from 
P11.32 per kWh in April. 

Households that consume 
200 kWh of electricity will see an 
increase of P35 in their May elec-
tricity bills. Meanwhile, those con-
suming 300 kWh, 400 kWh, and 
500 kWh would see an increase 
of P53, P70, and P88, respectively. 

Joe R. Zaldarriaga, Meralco 
spokesperson and vice-president 
for corporate communications, 
said at a virtual briefing that 
higher spot market prices and 
power supply agreement (PSA) 
costs drove up generation charges 
this month. 

The generation charge in-
creased by P0.34 to P7.67 this 
month. This includes the collection 
of the fi nal instalment of deferred 
charges, equivalent to P0.20.

In March, the Energy Regula-
tory Commission said Meralco 

had proposed to stagger the col-
lection of an estimated P1.1 bil-
lion in generation charges in the 
April-to-May period to “cushion 
its impact” on consumers. 

This month, wholesale Elec-
tricity Spot Market ( WESM) 
charges went up by P1.74 per kWh 
to P8.92 per kWh as the second-
ary price cap was triggered 22% of 
the time in April.

Supply tightened in April as Lu-
zon’s peak demand came in at 12,235 
megawatts (MW), 732 MW higher 
than the peak demand in March. 

WESM accounted for 18% of 
Meralco’s energy share for the 
month, significantly lower than 
32% share in April. 

Charges from PSAs, which ac-
count for 47% of Meralco’s sup-
ply, rose by P0.91 per kWh to P7.11 
per kWh. 

Meralco said the peso depreci-
ation impacted 26% of PSA costs 
that were dollar denominated. 
The peso closed at P55.38 against 
the US dollar on April 28, losing 
P1.02 from its P54.36 close on 
March 31. 

Mr. Zaldarriaga said that two of 
Meralco’s emergency PSA (EPSA) 
drove up the costs in May. Meralco 

had secured two EPSAs with South 
Premiere Power Corp. (SPPC) and 
Therma Luzon, Inc. with an imple-
mented date of March 26 and April 
12, respectively. 

Charges from the independent 
power producers (IPPs), however, 
decreased by P1.40 per kWh to 
P7.63 per kWh. IPPs account for 
35% of Meralco’s total requirement. 

However, Mr. Zaldarriaga said 
this month’s rate hike was already 
tempered by a reduction in trans-
mission charge by about P0.25 
per kWh due to lower ancillary 
service charges. 

Meanwhile, Mr. Zaldarriaga 
warned consumers to brace for 
more rate hikes in the coming 
months after the Energy depart-
ment projected Luzon’s power 
demand to go as high as 13,125 
MW in May. 

“Both in terms of pricing 
and consumption, it tapers off 
by July. It is really for March to 
June when we expect an increase 
both in terms of consumption 
and price because all the factors 
usually come into play in those 
months,” Mr. Zaldarriaga said. 

On Monday, the Luzon power 
grid was placed on red alert twice 

and on yellow alert once after Lu-
zon’s demand hit 12,418 MW, the 
highest so far for this year. The sup-
ply instability a� ected the export of 
power to the Visayas grid, which was 
placed under yellow alert as a result. 

Lawrence S. Fernandez, vice-
president and head of utility 
economics of Meralco, said that 
with the looming El Niño, energy 
consumption is also expected to 
increase further.

“The potential impact of an El 
Niño event is elevated tempera-
tures, or less rainfall which will 
affect hydro plants, higher tem-
peratures will affect consump-
tion,” he said. 

The Philippines’ state weather 
bureau said on May 2 that El Niño 
would likely develop in the next 
three months and might last until 
the fi rst quarter of next year. 

Meralco’s controlling stake-
holder, Beacon Electric Asset 
Holdings, Inc., is partly owned 
by PLDT Inc. Hastings Holdings, 
Inc., a unit of PLDT Beneficial 
Trust Fund subsidiary Media-
Quest Holdings, Inc., has inter-
est in BusinessWorld through the 
Philippine Star Group, which it 
controls. — Ashley Erika O. Jose
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