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Market Update 

Turbulence in financial markets is something that we have all become familiar with since the 2008 Global Financial Crisis. In recent 

months, markets were once again shaken up by a similar kind of volatility, albeit for a different reason. Recall that it all began in May 

last year, when the US Federal Reserve (the Fed) first began to talk of winding down its Quantitative Easing (QE) program. As 

background, the objective of QE is to speed up US economic recovery that has been sluggish since the 2008 global financial crisis. 

To do so, the Fed has been injecting significant amounts of liquidity into the financial system to fuel economic growth. While keeping 

interest rates low, this move was also expected to encourage borrowing from banks and ultimately create jobs.  

After seeing some improvements in US economic data, the Fed began to wind down its stimulus measures, trimming US$10 billion 

from its monthly bond purchases starting January 2014. Though the Fed has remained adamant about a gradual wind-down of its 

stimulus program with every action still dependent on all forthcoming economic data, market interpretation of the Fed’s actions 

diverged from the policy guidance that it meant to put across, setting off the kind of financial market volatility that we have been 

experiencing both here and abroad. The fear of rising interest rates was not helped by recurring themes on China’s slowing growth 

and, lately, other emerging market woes particularly in the Latin American and Southeast Asian regions. In Argentina, the 

government allowed its local currency to devalue by over 18% since the beginning of the year in an effort to arrest the decline in its 

foreign exchange reserves due to significant fund outflows. This sparked concerns of an emerging market contagion, further 

exacerbating the already sizable capital flight from emerging to developed markets. 

In these uncertain times, markets reacted by reducing investment positions with the objective of cutting risk exposures. This in turn 

caused a massive sell-off in various assets such as bonds, stocks, and currencies in Asia and emerging markets, including the 

Philippines, which had been beneficiaries of strong capital inflows in recent years. In sum, the significant amount of liquidity flows 

from developed markets that had found its way into Asia and other emerging markets started to reverse.  

 

On the local front, concerns regarding rising interest rates intensified further when the Bangko Sentral ng Pilipinas released a statement 

that its scope to keep rates flat was narrowing, given the scenario of rising inflation. Moving forward, inflation is seen to move higher 

given the; 1) low base from last year; 2) potential power rate hikes, albeit temporary, and; 3) higher prices of imported goods on 

account of a weaker currency. In an environment of rising rates, the first to be affected are fixed income securities, especially as rising 

rates mean falling prices of bonds. In particular, our fixed income funds, whose holdings are marked-to-market, will experience price 

fluctuations in the coming months.  
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In response to these developments, our fund managers have implemented various strategies to manage the downside risk of the 
portfolios so as to mitigate the effects of price fluctuations. Essentially, a more defensive position was adopted by increasing cash and 
money market instruments, while cutting positions in bonds with longer maturities. We have likewise increased exposure to corporate 
bonds for more price stability.  
 
 

Fund 
Duration* 

Dec-12 Jun-13 Dec-13 Jan-14 

ALFM Peso Bond Fund 4.871 4.080 3.417 3.311 

BPI Premium Bond Fund 3.320 2.730 2.499 2.348 

Odyssey Peso Bond Fund 8.580 5.100 4.700 4.260 

Odyssey Tax Exempt Peso Fixed Income Fund 8.550 5.390 4.100 4.290 
*For bond funds, it measures the sensitivity of the NAVps to changes in interest rates. Higher duration translates to a 
larger increase/decrease in NAVps depending on the movement of interest rates. 

 

While we are defensive in the short term, we reiterate that our long-term view has remained unchanged. We are confident about the 
Philippine economic growth story and we believe that current market conditions are temporary and will create opportunities to invest for 
the long term. Subsequently, we have accumulated high cash levels so as to take advantage of this opportunity to strategically enter 
the market.  
 

The Implications 

Q: How much longer will this market condition persist, and do we see a recovery? 
 

A: While this is difficult to answer, we take comfort in the fact that such scenarios have happened before, and that the period of rising 
interest rates is inherent in the economic cycle, and especially after a prolonged period of unusually low interest rates. This occurred 
back in 2006 and 2008, times which have been characterized by either rising inflation or global turmoil, or both. Though there were 
spikes in interest rates, yields eventually normalized and fixed income returns (adjusted for inflation) in the long run were still positive. 
Moreover, we believe that 2014 would prove to be less turbulent for fixed income securities because though inflation is rising—which 
could consequently prompt the central bank to raise its policy rate—it is still within the central bank’s targeted range.  
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Q: Should I hold on to my fixed income funds? 
 

A: The most important thing to remember when investing is time in the market. In times when markets are volatile and difficult to 
predict, it poses more of a risk to sell your existing investments rather than just riding out the ups and downs of the market. Often, 
human emotions run contrary to investment principles, and to sell in the heat of the moment may simply serve to lock in your losses. 
Rising interest rates would actually prove beneficial to fixed income funds in the long run because this would enable the fund to reinvest 
at higher rates, thus allowing for improved returns moving forward. Fixed Income investments serve an important role in your asset 
allocation mix, allowing for greater diversification of risks while maintaining stability in your portfolio. This is mainly because fixed 
income securities, by nature, experience less volatility (i.e. minimal swings in prices compared with other asset classes) and accrue 
coupon income. 
 
Q: How can I benefit from having fixed income investment funds? 
 

A: As mentioned earlier, our fund managers and market analysts have anticipated the forthcoming market conditions and have already 
taken defensive positions so as to reduce your portfolio’s exposure to significant changes in price. This is the advantage of holding 
investment funds; having someone to monitor the markets and make informed investment decisions for you. Investment funds also hold 
a basket of many securities, offering diversification across the myriad of fixed income instruments available. Lastly, investment funds 
have the potential to get higher returns through economies of scale. The size of the investment fund's placements and trading lots allow 
them to achieve yields which individual investors would normally be unable to. Investment funds are able to ensure that you take that 
advantage, while providing you with an affordable initial investment amount.  
 
Q: Are all fixed income investment funds vulnerable to rising rates? 
 

A: There are many types of fixed income funds, some of which are more vulnerable to rising rates than others. Long-term bond funds 
may be prone to larger price swings as they tend to be more exposed to longer-dated government securities, which are more 
significantly affected by rising rates due to higher duration. Other types of fixed income investment funds would be the short-term funds, 
which are more stable. Compared to long-term bond funds, their duration is much shorter. For instance, the BPI Short-Term Fund and 
the Odyssey Peso Cash Management Fund are almost 100% invested in cash and receivables, consisting mainly of time deposits and 
deposits in the BSP SDA. These short-dated instruments accrue income over a period of time, and are thus less vulnerable to rising 
rates. 
 
Q: What are the advantages of BPI and Odyssey money market funds over deposit products?  
 

A: BPI and Odyssey money market funds (MMFs) have a shorter holding period and generally have higher yields. Moreover, they are 
professionally-managed. BPI’s MMFs do not have holding period requirements, which mean investors can redeem their money any 
time. In contrast, higher-yielding deposit products available to the retail investor have minimum holding periods of at least 1 month. 
Given the size of BPI MMFs, portfolio managers are able to negotiate for underlying securities which are relatively higher yielding 
compared to typical rates available to retail investors. Managed by professional Fund Managers who makes the investment decisions, 
clients no longer need to monitor the maturity of each and every placement made.  
 
Returns of MMFs are of course not guaranteed. MMF managers, however, are able to mitigate market risk by reducing holdings of 
marked-to-market securities to as low as 0%. When MMFs are fully invested in accrual securities they would have similar risk 
characteristics as deposit products. 
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Disclaimer: 
 
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. 

 


