
Philippine Equities... Down but not Out  
June 14, 2013 

Normalization of markets begin. The Philippine Stock 

Exchange Index (PSEI) has contracted 15.6% from its 

peak of 7,392.20 achieved last May 15, 2013 as risk off 

sentiment borne out of Bernanke's comments about 

‘tapering QE3’ sparked a sell off across emerging 

markets. The PSEI corrected the most in the Asia Ex-

Japan region, which was not a surprise since it was  

trading at 19.5x PER (2013 earnings), a 68% premium to 

the regional valuation of 11.6x PER (2013 earnings) Asia 

Pacific Region (ex-Japan). To put the Philippine market’s 

decline in context, Asian equities as represented by the 

MSCI Asia – ex Japan index only  fell 9.21% during the 

same period.    
 

The Emerging Market (EM) sell off was fuelled by profit 

taking (MSCI Asia ex-Japan ended 2012 +18.7% year-

on-year) and concerns over the growth trajectory of EM 

economies going forward given the weaker-than-

expected global economic growth for 2013 (the World 

Bank reduced its global growth forecast to 2.2% in its 

June 2013 report from 2.4% previously). Note that EM 

equities are viewed as a ‘risk on’ asset class,  thus, the 

rising bond yields in the US coupled with a rallying USD 

– on flight to safety move -  will result in more foreign 

funds opting out of emerging markets (including the 

Philippines) and shift to USD denominated assets. 
 

Déja vu.  The recent sell off in equities and bonds was 

similar to the unloading of EM assets which transpired in 

August 2011 after the US sovereign rating was 

downgraded from AAA to AA+. During this period, the 

PSEI contracted 15% from peak levels after appreciating 

50% between Jan-2010 to mid-Aug 2011. The sell-off 

lasted six weeks and only started reversing after it 

became obviously clear that the Federal Reserve was 

not going to tighten liquidity in the medium term.  Note 

the PSEI yielded a 52% return year on year in absolute 

terms at its peak.  
 

Market jitters will only subside upon further  confirmation 

from the Federal Reserve that monetary policy will 

remain accommodative in the medium term and that if 

ever some tightening is in the horizon,  it will be marginal 

(read: QE3 taper – or scaling down bond purchases).  

We believe this assurance from the Federal Reserve will 

be forthcoming as early as 3Q2013 given that inflation in 

the US is only 1.1% (April 2013)  and the unemployment 

rate (currently 7.6% as of May 2013) remains high (well 

below Bernanke’s expectations of 2.0% inflation and 

200,000/month new payroll increases). Any tightening 

now of monetary policy will run the risk of derailing the 

economy’s recovery specially if we take into 

consideration that fiscal tightening (equivalent to 2.0% of 

GDP) will make its full impact by 2H 2013. 
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Figure1: Forward PER Band Chart 
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at 13x 

at 15
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  Index Weight 2013F (YY) 2014F( YY) 

TELCO 13% 3% 8% 

BANKS 16% 30% -6% 

PROPERTY 15% 22% 20% 

HOLDINGS 33% 16% 16% 

UTILITIES 9% 9% 18% 

MINING 3% 32% 36% 

CONSUMER 6% 18% 17% 

GAMING  2% -4405% 88% 

SERVICES 3% 18% 18% 

TOTAL 100% 18% 14% 

Ex PLDT 88% 21% 15% 

Table 1: Forecasted Corporate Earnings 

Figure 2: PSEI Foreign Activity 

Source: Bloomberg 

Source: PSE 

Source: BPI AMTG Estimates 
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Gauging the breadth of foreign selling. The critical 

question now is how much longer will foreign selling 

prevail in the market given that approximately  

USD$477 Mn (net)  or (25% of total net foreign inflow 

year to date) have already been withdrawn from the 

Philippines in the last 3-weeks. To be clear, much of the 

foreign selling has been triggered by redemptions 

overseas on emerging market funds (in which the 

Philippines is part), as foreign investors took profit on 

well in the money positions. During the sell-off period in 

2011, we estimate that 34% of foreign funds 

(USD$592Mn) exited the country. Using the sell-off 

period in August 2011 as a basis of comparison, we 

believe foreign selling will continue for another 12- 

trading days assuming foreign fund participation of 53% 

(this is the average foreign participation in the market 

during the current sell off period between mid-May to 

June 2013).  Chart wise, the market could potentially 

correct another 5.5% hitting the  PSEI level of 5,900 to 

accommodate the balance in the estimated foreign 

selling activity. 

 

We doubt if 100% of foreign funds which entered the 

Philippines from January to mid-May  2013 (at its peak, 

the PSEI saw total net foreign inflows equivalent to 

USD1.897 Bn) will exit during this sell off. A good 

proportion of these inflows were purchased by long only 

funds which have a much longer investment horizon 

than hedge funds. Moreover, we believe that these 

same funds will eventually revert back in the 2H2013 

given the strength of the domestic economy and 

continued economic weakness in developed economies.  

 

Expect foreign flows to return to local markets by 

2H2013 as positive fundamentals remain intact. Our 

confidence stems from the following reasons: 

 

a. The Philippines has, so far,  proven its well known 

resilience.  First quarter 2013 growth record shows 

that it is a standout globally – stronger growth,  low 

inflation,  healthy external position and continued 

fiscal consolidation.  The fact that the Philippines’ 

consumption growth remains strong (+6.1% year-

on-year rolling 4 quarters at the end of 1Q2013) 

and the economy is in the midst of an accelerating 

investment cycle (real investment has increased 

quarter-on-quarter for five consecutive quarters) 

both of which point to an economic growth rate 

above the long term average well into 2014.  

b. We forecast corporate earnings ex PLDT  to 

expand 22% and 14% year-on-year (ex-PLDT) in 

2013 and 2014, respectively, thriving in an 

environment of sustained growth and low inflation.  

 

Given our benign inflation outlook for 2014, we believe 

earnings expansion will continue to be led by cyclicals 

namely the banks (MBT,BDO,BPI) and property sectors 

(ex-commodities). Real estate issues (ALI, SMPH, 

BELLE, MEG) will continue to rerate on the back of the 

continuing robust pre-sales and NAV expansion (we 

expect above trend appreciation in property prices to 

continue). Similarly, we expect banks to surprise 

analysts on the upside as margins expand on account 

of lower funding costs (we expect SDA liquidity to revert 

to time deposits) and incremental shift upwards in the 

yield curve (refer to earnings table 1). Bank earnings 

will contract in 2014, but the correction will be minimal 

as we expect expanding net interest margins and  

robust loan growth to mitigate lower trading gains. 

Recall that based on our sensitivity analysis every 25-

bpts adjustment in net interest margins will result in a 

corresponding earnings variance of Php1.0bn.  

 

Selling over done. At current levels there are Buy 

signals abound which suggests the PSEI is again 

showing value given the prospects for solid earnings 

per share (EPS) growth next year. At the index level of 

6,172, the PSEI is trading at 13.8x P/E ratio (2014 

earnings) with a 13.79% ROE (consensus). The PSEI is 

now trading below its 10-year average of 15.8x P/E ratio 

and trading at a P/E to EPS growth (PEG) ratio of 1. 

This was the same PEG ratio last seen during the sell-

off period in 2011 and marked the bottom of the market. 

After this period, the PSEI appreciated more than 50% 

in the next 12-months on the back of both foreign and 

local flows. Finally, PSEI leader PLDT (index weight 

12.45%) is now giving a 6.55% per annum dividend 

yield after correcting 12.5% during this latest PSEI 

correction. This is even higher than the 6.16% per 

annum yield previously seen at the bottom of the market 

during the August 2011 correction. 

 

Positive sentiment in equities will prevail. In the 

short term, we acknowledge that market volatility will 

rise as foreign funds continue to be in a selling mode as 

the market appreciates, which should be offset by local 

investors adopting a ‘buy-on-dip strategy’. Despite the 

negativity, we reiterate our  year target of 7,500 -7,700 

for the PSEI. System wide liquidity levels will remain 

high unaffected by external events. If anything liquidity 

levels potentially available for equities will increase by 

the 4th quarter as outstanding SDAs are unwound and 

in the process raise valuations back to above the long 

term average.  
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Disclaimers: 

 

The views expressed in this report reflect the analyst’s personal views and not necessarily the 

Bank of the Philippine Islands’. Furthermore, no part of any of the research analyst's 

compensation was, is, or will be directly or indirectly related to the specific recommendations 

or views expressed by the research analyst in this report. 

  

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 if 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. 
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