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Staying Calm Amidst the Panic 
 
With the recent news that Standard and Poor’s (S&P) downgraded the United States’ credit rating for the very first 
time from AAA to AA+ with a “negative” rating outlook, many investors are worried about the effects on their 
investments.   "Should we pull out of our investment funds?”  “What should we do with our dollars?”  “Where do I 
shift my investments?” 
 
Reasons for the Downgrade 
For the first half of the year, the US’ GDP expanded by less than 1%.  Likewise, lower consumer spending further 
pointed a weakening US economy.  The political bickering among Republicans and Democrats on how to solve 
America’s deficit and debt problems was met by disgust and disappointment.  As a result, investors have lost 
confidence in their leaders.  The debt crisis in the Eurozone, which has threatened to engulf Spain and Italy, only 
complicates the current situation more. 
 
Possible Implications 

•US treasury rates will not rise dramatically to AA+ levels.  Investors still continue to flock to US treasuries 
as it continues to have the safe haven and liquidity appeal, and lack of other alternatives, as the Eurozone 
is faced with their own debt crisis. 
•We may see immediate pressure on Republic of the Philippines bonds (ROPs) as investors try to sell long-
term ROPs due to increased risk aversion which may lead to lower ROP prices for those with maturities 10 
years or longer. 
•There would be less pressure on peso-denominated bonds which are supported by strong local data on 
the inflation and fiscal front. 
•Equity declines may be more of a knee-jerk reaction as the market has been anticipating the downgrade 
beforehand. 
•Consensus would be that the US will still maintain some growth although slower than forecasted.  
Globally, growth would still be led by emerging markets. 

 
What Now? 
In the coming months, there would be a lot of uncertainty and volatility in markets.  However, given the strong 
fundamentals of the Philippine economy, we expect volatility to be short-term. In the long run, our outlook for the 
Philippine market remains bullish and optimistic given that inflation is still within Bangko Sentral ng Pilipinas’ 
target; the country’s US dollar reserves are at an all-time high; the budget deficit is lower than last year’s record; 
and the debt-to-GDP ratio as of end-March has dropped to 51.2% from a peak of 74.4% in 2004. 
 
In fact, contrary to the US credit rating downgrade, our country has recently been upgraded by two credit rating 
agencies.  The Philippines’ long term local currency rating are now one notch below investment grade based on 
Fitch’s rating and two notches away  based on Standard & Poor’s and Moody’s ratings.  This shows the increasing 
confidence in how we run our economy.  Thus, given all the crisis and uncertainties in the market, investing locally 
is still a better option. 
 
The Specifics 
In uncertain times like this, it is easy to succumb to panic or fear.  But it is best to keep in mind your investment 
objective, investment horizon, and your asset allocation before you make any drastic moves.  These are all 
encompassed in the Client Suitability Assessment and Investment Policy Statement. 
 
Since there is less pressure on peso-denominated bonds due to positive data on inflation and strong fiscal position, 
peso bond fund investors are better off staying the course as current fluctuations in the Net Asset Value per Unit 
or Net Asset Value per Share of peso bond funds are seen to be short-lived and temporary.  For dollar bond funds, 
it is also better to stay on the course since our dollar bond funds are mostly in ROPs.  However, you may want to 
check your US dollar exposure as the peso is posed to continue to appreciate especially since the US announced  



 

 
This material, which is strictly for information purposes only, is for your sole use, does not constitute a recommendation or an offer to sell or a solicitation to buy any financial product. Any information is subject to change 
without notice and BPI is not under any obligation to update or keep current the information contained herein. You are advised to make your own independent judgment with respect to the matter contained in this 
document. No liability whatsoever is accepted for any loss that may arise (whether direct or consequential) from any use of the information contained herein. 
All funds managed by BPI Asset Management 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. 

last night that they will not be increasing rates until 2013 to promote the ongoing economic recovery and to help 
ensure that inflation is consistent with its mandate.  For peso equity funds, this may be a good time to increase 
equity exposure if your current portfolio based on your risk profile still allows for additional equity holdings.  For 
dollar-denominated equity funds, we see that there is still an upside as the valuations of our US holdings are good 
and our Asian market holdings are well supported. 
 

 

 


