
Dangerous Politics. The only lesson learned from 

the whole debt ceiling debacle was the realization 

that Washington was troubling that they were willing 

to allow the public and global markets to undergo 

the same agonizing process 3-months later. Recall 

that both Congress and the Senate approved a bill 

that extended the US Treasury’s borrowing 

authority until Feb. 07, 2014 and an agreement on 

funding the government until January 15,2014. We 

reiterate that the whole debt ceiling debacle puts 

political game play head on with the interests of  

creditors. The fact that the government has allowed 

debt ceiling negotiations to go down to the wire, 

only fuels implied risks associated with US 

treasuries which as an asset class should be 

completely risk free. Not exactly comforting for 

creditors who as at October 17, 2013  held more 

than US$16.7trn of outstanding public debt (71% 

were held outside of the USA). ‘Kicking the can 

down the road’ has appeased markets temporarily 

but it has damaged the reputation of US treasuries 

as a safe haven. Subsequently expect investments 

to reduce their holdings and head offshore; a weak 

US regime to persist in the foreseeable future.  

 

Tapering delayed to 2Q2014. Deferring final 

resolution to the debt ceiling debacle until February 

07, 2014 effectively puts the FOMC in a corner from 

a tapering point of view. We believe the prospect of 

a technical default come Feb 2014 is even more 

inconceivable relative to the October 17, 2013 

deadline. The White House has shown it is not 

giving into the demands of delaying Obamacare. 

The collateral damage caused to the Republican 

party by the recent budget fight was worrying given 

that this immediately resulted in poor polling results 

even in safe seats. However, the prospect of 

another government shutdown as early as January 

2014  will force the Federal Reserve to be cautious  

about tapering. For good reason, as a result  of the 

16-day government shutdown, consensus placed 

the GDP growth rate in Q4 dropping to between 

1.9% - 2.0% instead of 2.5% as initially calculated. 

This was after taking into consideration the direct 

impact of the loss of government output during this 

16-day period and the slowdown in spending (by 

both consumers / businesses alike as they wait and 

see how long the economy recovers) caused by the 

disruption. 

The Risk is Very Much Back On                October 25, 2013 
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Upcoming FOMC Meetings are scheduled on: 

October 29-30 2013 

December 17-18 2013 

January 28-29* 2014 

March 18-19 2014 

April 29-30 2014 
*(Janet Yellen sits as new FED Chair) 

 

US Unemployment Rate    

Dec-12 7.80% 

Jan-13 7.90% 

Feb-13 7.70% 

Mar-13 7.60% 

Apr-13 7.50% 

May-13 7.60% 

Jun-13 7.60% 

Jul-13 7.40% 

Aug-13 7.30% 

Sep-13 7.20% 

Source: Bloomberg 

US$ Debt Distribution   

Total Outstanding US Treasuries* US$16.7 Tn 

Held outside the United States US$11.93 Tn 

*as of end Sept 2013 

 

Largest Foreign Holders of US$ Treasuries*  

China US$1.28 Tn 

Europe US$1.16 Tn 

Japan US$1.14 Tn 

Carribean Banking Centers US$0.29 Tn 

Oil Exporters (OPEC members) US$0.26 Tn 

Brazil US$0.26 Tn 
*as of end Sept 2013 

 

Source: US Treasury Department 

Source: US Treasury Department 

Source: Bloomberg 



Market Focus 
Given this scenario, we are confident regardless of 

the strength of the economic data in the 4Q2013, 

the earliest FOMC will begin tapering will be in the 

2Q2014 (after the debt ceiling has been lifted 

permanently) and until then monetary policy will 

remain accommodative. Note that members of the 

FOMC wanted to begin the wind down of asset 

purchases (14/17 voted to begin tapering) as early 

as end-September, only to be prevented by the 

lack of a steady stream of economic data showing 

that job gains have in fact accelerated and that  

demand has recovered (September 2013 

employment results confirm this).  

  

Buying Opportunity on Dips - PSEI 6,800 to 

7,000 on track by YE2013. We are maintaining 

our view that there is currently a buying 

opportunity and add portfolio risk given that  the 

6,800-7,000 target for the PSEI is well on track  by 

year end 2013. At this level, the PSEI will be 

trading at 17.5xPER (2014 earnings 8% EPS 

growth year on year), a 50.0% premium to the 

MSCI Asia ex-Japan multiple. Historically, the 

PSEI’s premium to the MSCI Asia (ex-Japan) is 

capped at 50%, but we expect multiple expansion 

in the next 4-months on account of foreign funds 

reverting back to EM Asia. An appreciating peso 

due to a weak US regime coupled with seasonal 

4Q increase in OFW remittances should attract the 

attention of foreign fund managers who we expect 

to revert back to a ‘hunt for yield’ strategy now that 

tapering will more than likely be postponed. At the 

end of 3Q2013, 71% of the retail money that 

moved into EM equities and bonds since the end 

of the Global Financial Crisis have left. Aside from 

tapering concerns, funds are currently underweight 

EM Asia due to the balance of payment concerns 

attributable to China’s slowdown. The situation is 

about to reverse after the respective governments 

(India, Thailand and Indonesia) raised their 

interest rates and slowed their economies. 

Moreover, we believe downside risks to Korea and 

China are equally limited since we see global 

funds rotating out of rate cyclicals and shifting into 

consumer names but not reducing their holdings. 

Despite the structural issues in China, the 

downside risks are equally limited since we see 

global funds rotating out of rate cyclicals and 

shifting into consumer names but not reducing 

their holdings.  
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Despite the structural issues in China, the consumer 

sector continues to grow strongly (+3.5% year on 

year 3Q2013) led by retail sales (+13.2% year on 

year). n the upcoming Third Plenum of the 

Communist Party of China, expect more 

government stimulus to support further growth in 

consumption, a good hedge to any ‘tapering’ 

concerns expected in 2Q2014. This is important 

since the PSEI cannot realize further multiple 

expansion if MSCI Asia (ex-Japan) 2014 P/E 

multiples contract due to sell offs in China and 

Korea (both have 25% and 21% weighting in MSCI 

Asia ex-Japan respectively).  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Likewise, we expect the BSP will keep system wide 

liquidity at current levels amidst expectations of low 

inflation heading into 2014.  

 

Inflation is seen expanding to 3.5%-4.0% year on 

year in 2014, due to base effect rather than an over 

heating economy. This is well within the  BSP’s 

range of 3%-5% and should result in a significant 

shift in monetary policy.  

 

  
Return for 

the Month 

YTD 

Return 

PSEi PER 

Premium to MSCI 

Asia Ex Japan 

Feb-12 4.6% 12.0% 25.0% 

Mar-12 4.3% 16.8% 35.9% 

Apr-12 1.9% 19.0% 40.8% 

May-12 -2.1% 16.5% 48.2% 

Jun-12 3.0% 20.0% 49.0% 

Jul-12 1.2% 21.4% 45.9% 

Aug-12 -2.1% 18.9% 40.7% 

Sep-12 2.9% 22.3% 38.5% 

Oct-12 1.5% 24.1% 40.8% 

Nov-12 4.0% 29.0% 44.7% 

Dec-12 3.1% 33.0% 44.6% 

Jan-13 7.4% 7.4% 49.1% 

Feb-13 7.7% 15.6% 63.7% 

Mar-13 1.9% 17.8% 72.3% 

Apr-13 3.3% 21.6% 79.2% 

May-13 -0.7% 20.8% 78.2% 

Jun-13 -7.9% 11.2% 72.3% 

Jul-13 2.7% 14.2% 73.3% 

Aug-13 -8.5% 4.5% 57.2% 

Sep-13 1.9% 6.5% 54.4% 
Source: Bloomberg 



Market Focus 
Correspondingly,  we expect at least 3%-5% (circa 

Php60bn-Php100bn or 12.5 days of trading) of the 

SDA funds will find its way to the stock market by 

virtue of the low rates on offer for capital 

guaranteed products. Notably, upcoming IPOs in 

November (Robinsons Retail US$650m,Traveller’s 

Inter US$500m and Del Monte Philippines 

US$150m) should be easily absorbed by local 

funds, most of which have 10%-15% of their 

portfolios in cash leading up to the conclusion of 

the debt ceiling debacle. All told, we have raised 

our equity exposure to overweight from slight 

overweight. We are  reducing position in issues 

trading at more than a 50% premium to the market 

and taking advantage of any dips to accumulate 

issues with  good dividend yields as well as value 

(telecommunication and consumer sectors). 

Moving forward, we look to remain overweight but 

still below maximum as we aim to maintain some 

liquidity in anticipation of ‘tapering neurosis’ once 

again dominating investor sentiment in 1H2014. 

To be clear, any amount of tapering will cause 

long term rates to rise and correspondingly 

mortgage rates to rise as well.  

 

Fixed Income  

Market volatility has declined meaningfully upon 

announcement of the short term solution in the 

debt ceiling debacle. Nevertheless, the medium to 

long term view is still for interest rates to go up as 

the postponed “Sep-taper” is seen to begin by 

1H2014. In this light, we have already taken 

advantage of the improved sentiment following the 

Fed’s no-taper last September and lightened up on 

our duration positions. In the coming weeks, we 

will continue to lower exposure in the longer tenors 

and shift to shorter to medium tenor securities as 

the liquidity improves. Given the healthy supply in 

the 4Q2013, we will also be looking to purchase 

corporate notes and bonds for yield uplift.  
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Equity Flows (YTD End Sept 2013) 

Country US$Mn 

N. America             100,510  

Adv. Asia               47,212  

Adv. Europe               45,525  

EM Asia                 7,394  

EM                 4,985  

Korea                 4,929  

Mexico                 1,875  

South Africa                 1,132  

Hong Kong                 1,108  

Indonesia                    941  

Taiwan                    883  

Thailand                    781  

Singapore                    582  

Philippines                    472  

Israel                    449  

Malaysia                    254  

Turkey                    103  

Peru                     (81) 

Chile                     (86) 

Poland                   (118) 

EMEA                   (161) 

India                   (228) 

Latam                (2,249) 

China                (2,527) 

Russia                (2,654) 

Brazil                 4,691  

Source: Bloomberg 
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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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