
 

 
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. 

Issue no. 03 

Series 2013 

March 12, 2013 
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'So if you are asking if we can keep interest rates low, yes, we can afford to keep interest rates low" 
    - BSP Governor Amando Tetangco 

The BSP has indicated it is exploring various  tools in its ‘tool kit’ to enhance its ability to control capital flows, 
perhaps even issuing its own securities to minimize its reliance on SDAs to perform open market operations. 
The statement comes after the BSP reduced rates on SDAs to 3.0% p.a. across all tenors last February 2013. We 
believe the risk is to the upside that the BSP will more than likely reduce SDA rates more than once this year, 
much to the frustration of SDA investors as foreign currency (FX) sterilization costs escalate. There is no relief in 
sight for the peso as capital inflows are expected to grow meaningfully in anticipation of the Philippines 
obtaining an investment grade status and its strong macro-economic fundamentals being sustained in the 
foreseeable future. Net foreign funds buying in the Philippine Stock Exchange (PSEI) so far year to date has 
already reached $818mn (32% of the total for last year of US$2.54bn); larger than Thailand (US$23mn) but 
lower than Indonesia (US$1.97bn).  

The BSP cannot sustain absorbing the costs of maintaining SDA rates at current levels (reportedly costing the 
BSP Php48.0bn/year) and the burgeoning costs of actively participating in the peso market (Gross International 
Reserves or GIR USD$86bn + 11% year on year as of January 2013). We maintain our view that one of the 
biggest risks to the Philippine growth story is a sustained appreciation in the Philippine Peso falling below 
USD$1:Php40.00, which negatively impacts the local Business Process Outsourcing industry, remittance flows 
and the country's export competitiveness. With the risk of a sustained rise in inflation being low (February 
Consumer Price Index at 3.4%; low end of the BSP 3%-5% range) the BSP will more than likely opt to reduce 
the rates on SDAs (closer to the 91-day T-bill which is currently yielding 0.05% p.a.) and lower the low end of 
its proposed interest corridor rather than reduce its USD purchases.  

SDA investors are advised to shift a higher proportion of their portfolio to peso bond funds for yield 
enhancement. In this environment of an unprecedented level of market liquidity and consequently pro-longed 
low interest rates, time deposits will offer no relief to investors as yields are also expected to contract given 
that the SDA rate is the reference rate used by banks to set time deposit returns.    Both ALFM Peso Bond Fund 
and BPI Premium Bond Fund (Peso) provide good vehicles to capture further contraction in rates (across all 
tenors), with both funds posting historical 5-year average annualized returns of 6.19% and 5.10% respectively. 
The prospect for higher returns going forward is high should the BSP begins to cut the SDA rates and raise 
volatility in the long end of the yield curve in the process. Based on the recent guidance given by the BSP, 
there is scope for them to keep rates low given that the inflation outlook remains favourable and any uptick in 
the CPI rate will be temporary. Both ALFM Peso Bond Fund and BPI Premium Bond Fund (Peso) are well placed 
in the event of a sudden shift in interest rate policy due to inflation concerns with the duration of both funds at 
5.815 years and 3.712 years respectively (as of end February 2013).  

Investors with a higher risk appetite are advised to increase their exposure in equities as the yield curve 
flattens further. The PSEI will maintain its recent uptrend (+16% year to date), trading at the higher end of its 
Price/Earnings (P/E) ratio band (19x P/E ratio) and ending the year between 6,800 - 7,200 (+17% to +23% 
year-on- year for 2013). We expect the combination of an improvement in corporate earnings (+15% to 20% 
year-on- year earnings growth versus 13% previously), further reduction in the cost of capital and compressing 
yield on SDAs will spur the PSEI to higher levels. The rise of the PSEI will be led by property issues which will 
continue to revalue on the back of brisk property price appreciation (rental yields are still attractive among the 
highest in the region at 5% p.a. on average) and strong revenue growth.  
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The safest way to participate in the stock market is to increase exposure via equity index tracker fund 
(Philippine Stock Index Fund).  The PSIF allows investors to participate in the stock market’s appreciation and in 
the property boom with marginal liquidity risk. Listed companies with direct property exposure account for 
11% of the PSEI allocation and companies with indirect property exposure account for 55% of the index. 
Moreover, the majority of foreign funds entering the Philippines will find its way in index issues due to liquidity 
constraints associated with non-index issues. Likewise, local investors will position in mainly index issues as 
the memory of taking heavy losses in 2nd and 3rd line issues during the 1997-1998 Asian Financial crisis due to 
lack of liquidity will be top of mind for most experienced investors.  

 
 

 


