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EQUITIES 

The Philippine Stock Exchange (PSE) has been one of the best performing equity markets, 

returning 18.19% year-to-date as of June 25, as foreign participants helped support the bourse’s 

robust growth. Data showed that the Philippines garnered US$283 million worth of foreign buying in 

May when peers (Indonesia, Korea, Taiwan, and Thailand) all reported net foreign selling. Global 

players seemed to be convinced by the country’s improving economic backdrop: a resilient banking 

sector, improved debt ratios, benign inflation expectations, and unwavering dollar flows from the 

BPO sector and from OFW remittances. Much of the foreign interest was reflected in the strong 

take-up of GT Capital’s initial public offering last April 20, where the foreign tranche of the offer was 

more than five times subscribed.  

In valuation terms, however, the Philippine stock market remains to be the most expensive, flashing 

a 2012 forecast Price-Earnings ratio (PER) of 15.83x, above the country’s 15-year average of 15.5x 

but significantly lower than its peak of 16.7x back in 2007.  

Assuming a 10% year-on-year earnings growth rate for 2012, a PER of 16.7x implies a PSEi level 

of approximately 5,500. Is this level possible to reach? Figures from 1996, 2007, and 2011 (years 

when the PSEi recorded the highest year-end closing levels) indicate that the country is indeed in a 

far better position today. First, OFW remittances and BPO revenues continue to support domestic 

consumption. Second, record high gross international reserves provide a healthy buffer for external 

shocks. Third, the average annual inflation rate, although higher, remains well-within the 

government’s target range. Fourth, banks’ asset quality continues to improve and serves as 

insurance against potential banking-system led crises. Lastly, the PSE’s market turnover continues 

to trend higher. With these numbers in mind, we do not see any reason why the PSEi cannot reach 

the 16.7x PER target and the 5,500 level by year-end.  

Economic Indicators for the Years 1996, 2007, and 2011 

Economic Indicators 1996 2007 2011 

PSEi Level 3,171 3,622 4,372 

OFW Remittances (US$ Bn) 4.3 14.5 20.1 

BPO Revenues (US$ Bn) N/A 4.9 10.9 

Gross International Reserves 11.8 33.7 75.3 

PHP/US$ 26.2 46.1 43.3 

91-Day T-Bill (% Average) 12.39% 3.37% 1.39% 

Inflation Rate* 7.5% 2.9%* 4.7%* 

Loans (Php Bn) 1,222 2,195 3,252 

NPL Ratio 2.8% 4.5% 2.2% 

NPA Ratio 3.8% 11.4% 5.7% 

PSE Market Turnover (US$ Mn/Day) 102.5 109.7 130.3 

*2006-Base Year 
Source: Bloomberg 
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In the mean time, we believe that local and foreign investors will take cue from political and 

economic developments abroad. New found semblance of stability in Europe will lead to a liquidity-

led re-rating of the local bourse once again. In instances when the market sells on negative news 

on the European front and weaker economic data from the US, we will increase our positions in 

preferred names. 

 Sector-wise, we continue to like property firms, construction companies, and financial institutions—

the best performing sectors year-to-date. We believe these sectors have the highest probability of 

posting earnings surprises in 2012, if the economy posts stronger-than-expected growth. Within 

these sectors, we remain selective about the issues we prefer, only positioning on undervalued 

companies with predictable earnings streams driven by the very nature of their competitive 

advantages. We cannot discount, however, that there are still looming concerns on the Euro-zone’s 

debt crisis, China’s hard landing, and Asia’s mounting inflation.  

We reckon that these risks are manageable. First, lower interest rates in the Euro-zone may be 

forthcoming in the second half of 2012, as we expect economic growth to suffer on the back of a 

longer-than-expected recovery. While it is too early to call for deflation in the zone, the lack of a 

swift fiscal/monetary policy response (similar to Bernanke’s response in 2008) will be the catalyst to 

restructuring. Second, we believe that transition is on the way in China. We expect the government 

to be more reliant on open market operations to stimulate the economy in the medium-term as it 

shifts from an export- and investment-led economy to a consumption driven economy. Finally, we 

do not see any major threat from inflation in light of a slowing global economy. Food prices in the 

Philippines (which account for roughly 50% of the consumer price index) are down 6% to 16% from 

year-end 2011 levels while Dubai crude is down 14%. 

 

FIXED INCOME 

In May, yields experienced mixed movements with short-term yields decreasing by 3 basis points 

and medium- and long-term yields increasing by 3 and 11 basis points, respectively. Analysts 

attributed the decline in short-term yields to the awarding of the 182- and 364-day Treasury bills in 

the auction held last May 28 and the rise in medium- and long-term yields to the better-than-

expected gross domestic figures posted in the first quarter of 2012. The long-end of the curve, 

likewise, suffered from supply worries as the Bureau of the Treasury announced it could borrow as 

much as Php40 billion on behalf of the Power Sector Assets Liabilities Management Corporation 

(PSALM). 

On a year-to-date basis, peso yields were up by 26 basis points, on average, as of June 25, 2012 

as global developments—the Euro-zone debt problem and a sluggish US economic growth—
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continued to adversely affect investors’ risk appetite. Consequently, we reduced the duration of our 

peso fixed income funds in view of these external headwinds. 

In the long-run, however, we continue to be bullish on the local bond market in lieu of the country’s 

low inflation environment, continued strong fiscal figures, and ample market liquidity. We expect 

inflation to remain manageable after registering at 2.9% in May. We believe that the government 

will keep to their target budget for the year, despite registering a year-to-date deficit of Php2.9 

billion as of April. Liquidity remains high in the market as Special Deposit Accounts (SDA) levels 

continue to be above Php1.6 trillion and RRP levels continue be close to Php250 billion. 

We see trading opportunities in the long-end (10- to 20-year tenors). We may also take positions in 

the belly ahead of the planned debt exchange. We continue to favor the stability of SDAs and 

deposit substitutes over short-term government securities. For yield enhancement, we continue to 

hold corporate papers, which offer roughly a 30 to 200 basis point spread over comparable 

government securities. 

Moving to foreign-denominated securities, ROP prices traded 0.74 points lower in May as negative 

developments abroad overshadowed positive news on the domestic front. Investor sentiment 

deteriorated once again after US non-farm payrolls rose by just 69,000, versus the market estimate 

of 150,000; after Moody’s Investor Service downgraded several Spanish banks to A3; and after 

Fitch Ratings downgraded Japan’s sovereign credit rating by one notch to A+. Lingering Greek-exit 

worries only exacerbated matters on the prevailing issues. Against this backdrop, investors sought 

safe-haven debt, causing US Treasury prices to rally. 

Some investors, however, continue to focus on Asia and Emerging Markets’ healthier economic 

and fiscal positions. On a year-to-date basis, cumulative inflows of Emerging Market funds for hard 

currency is at US$8.71 billion, versus the US$1.17 billion recorded during the same period in 2011. 

Similar to these investors, we still favor ROPs over US Treasuries and Euro government bonds, 

buying 8- to 22-year securities on dips. For yield enhancement, we continue to like investment 

grade corporates and Asian quasi-sovereign credit. 
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Disclaimer: 

 
The information contained herein is published by the Bank of the Philippine Islands Asset Management and Trust Group (or “BPI  AMTG”). It is based 
on information obtained from sources considered to be reliable, but BPI AMTG does not make any representation or warranty, express or implied, as 
to its accuracy, completeness, timeliness or correctness for any purpose. All the tables are taken from publicly available sources or derived from 
proprietary data. Expressed opinions may be subject to change without prior notice. Any recommendation contained herein does not pertain to any 
specific investment objectives, financial situation and the particular needs of any addressee. The information herein is published for the information of 
addressees only and is not to be taken in substitution for the exercise of judgment by addressees who should obtain separate legal or financial 
advice. BPI AMTG, or any of its related companies or any individuals connected with the group accepts no liability for any direct, special, indirect, 
consequential, incidental damages or any other loss or damages of any kind arising from any use of the information herein (including any error, 
omission or misstatement herein, negligent or otherwise) or further communication thereof, even i f BPI AMTG or any other person has been advised 
of the possibility thereof. The information herein is not to be construed as a solicitation to buy or sell any securities, futures, options or other financial 
instruments or to provide any investment advice or services. BPI AMTG and its associates, their directors, officers and/or employees may have 
positions or other interests in, and may affect transactions in securities mentioned herein and may also perform or seek to perform brokering, 
investment banking and other banking or financial services for these companies. The information herein is not intended for distribution to, or use by, 
any person or entity in any jurisdiction or country where such distribution or use would be contrary to law or regulation. 
 
All funds managed by BPI AMTG 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. 

 
 


