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“20 years from now you will be disappointed by the things you didn’t do than by the one’s you did. So 
throw off the bowlines. Sail away from the safe harbor. Catch the trade winds in your sails. Explore. 

Dream. Discover.” - Mark Twain 
 
What is change? Is it a part of life that is to be welcomed or something that occurs from time to time 
and disturbs or equanimity and is to be resisted?1 Whatever the answer is, the fact still remains that in 
life, nothing else is permanent but change. 
 
News on Credit Rating Upgrade 
 

Last June 15, 2011, Moody's Investors Service raised its credit rating on the Philippines to Ba2, just two 
ratings below investment grade. Previously, S&P raised its rating on Philippine credit to BB from BB- in 
November. 

Most analysts are now seeing another credit rating upgrade to happen in the Philippines in the next six 
to twelve months due to the improving capacity of the country to service its debt. Last December, 
Indonesia regains its investment grade level for the first time since the Asian financial crisis. With an 
economy not far away from that of Indonesia, credit rating firms such as Moody’s and Fitch 
acknowledges the country’s lower debt ratios and increasing OFW remittances. However, the 
Philippines would still have to improve its fiscal position by further reducing its debt ratio and enhancing 
tax collection if the country sees itself stepping into investment grade status by 2013.1 

 

How can these changes affect bonds, time deposits and SDA? 
 
Bond price volatility comes as a result of two types of shock – interest rate change and credit rating 
change.2 By far, the biggest factor in bond prices is interest rate. We know from basic investment 
knowledge that interest rates and bond prices are inversely related. As interest rates rise, the prices of 
the bond drop and vice versa.  
 
On the other hand, credit ratings, as a measure of the probability of whether or not the bondholder will 
be paid his principal on maturity and his interest on coupon payments, affect the cost of borrowing to 
the issuer. Such that, a lower credit rating means that the issuer or the borrower is riskier. With this in 
mind, the issuer or the borrower will have to pay the investor or the lender more for the risk that the 
latter is taking. Thus, the more risk is taken, the more interest is demanded.  
 
For investors who have already locked in their money in long-tenored placements such as a 25-year or a 
30-year government bond and have taken advantage of purchasing these bonds when interest rates 
were higher, this might not pose a problem for them. But, what if a big chunk of your savings is invested 
in short-term holdings like the time deposit or the SDA? Keep in mind the power of INFLATION. 
 
Inflation, the rate at which the prices of goods and services rise, has been seen to go down for the past 3 
years. For 2011, the average inflation rate is at 4.8%. On the other hand, the average regular time 
deposit rate today for a less than 1-year placement is around 2% – 3% net per annum.3 The 30-day SDA 
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is at 3.05% net of tax and fees per annum (assuming a 0.50% trust fee). By comparing the latest inflation 
rate and the time deposit or SDA rates, we can see that instead of earning money, the investor is 
actually losing more. 
 
How can an investor benefit from these changes? 
It’s easier to take the safe route and invest in fixed income placements like time deposits and SDAs. But 
is this safe way, the best way to go today? You may earn regular income in these placements. However, 
given the factor of inflation, do you think that these investments will make your money work as hard as 
you do? 
 
Maybe it’s time to take the road less travelled – the pooled funds. Investment Pooled Funds can come in 
the form of a Unit Investment Trust Fund (UITF) or a Mutual Fund (MF).  
 
Although different in terms of their structure and regulation, UITFs and MFs may look the same, work 
the same and sometimes even perform the same. Both UITFs and MFs can also position you in the right 
investment track at this point of time as it poses the following advantages to any investor. 
 

1. Professional Management 
2. Liquidity 
3. Access to Financial Markets 
4. Cost Reduction 
5. Diversification 
 

Looking at the historical returns of the bond funds available in BPI, we can see clearly that most of the 
funds exceeded the inflation rate of 4.8%. In this case, investor’s money was not robbed by the 
“undercover robber,” inflation. Instead, their money worked harder for them.  
 

 CALENDAR YEAR PERFORMANCE (%) 

 2011 2010 2009 2008 2007 2006 
BPI PREMIUM 

BOND FUND 
5.19 7.31 3.96 3.95 6.2 13.64 

ALFM PESO BOND 
FUND (PHP) 

6.80 9.02 4.75 4.21 5.16 13.44 

ODYSSEY PESO 
BOND FUND (PHP) 

14.86 12.88 7.09 0.28 4.79 20.37 

 
So, pooled funds may be the road less travelled. Getting to where you need to be may take some time 
and the ride might be a little bumpy. But, in the end, arriving at the destination will have made the 
travel all worth it. 
 
 
 
 
 
 
_____________________________________________________________________________________ 
Sources  
1) Michelle V. Remo, Philippine Daily Inquirer | Friday, January 20th, 2012 
2) http://www.mysmp.com/bonds/bond-price-volatility.html 
3) http://philippines.deposits.org/ 
Bloomberg, PDEx, BPI Asset Management The Morning View, BPI Asset Management Market Wrap Up, BPI Asset 
Management The Weekly Market Wrap  Up, BPI Asset Management Research 
  

http://business.inquirer.net/byline/michelle-v-remo
http://business.inquirer.net/source/philippine-daily-inquirer
http://www.mysmp.com/bonds/bond-price-volatility.html
http://philippines.deposits.org/

