
 

 

July 27, 2012 

BSP Cuts Policy Interest Rates to 3.75% 

The Monetary Board (MB) cut policy interest rates by 25 basis points (bps) in its meeting yesterday, 

July 26, 2012, bringing both the overnight (O/N) borrowing and lending rates to their lowest levels. 

The O/N reverse repurchase (RRP) rate was now at 3.75%, while the O/N repurchase (RP) rate 

was at 5.75%. The BSP also cut interest rates on term RRPs, RPs, and special deposit accounts 

(SDAs). This was the third interest rate cut implemented by the monetary authority since the start of 

the year—two of which came successively in January and March. 

The MB’s statement following the decision points to perceived greater risks to growth amid strong 

global headwinds. With benign inflation, the timing for additional monetary policy stimulus seems 

just right. It is not that there is little stimulus from the fiscal side. Despite the non-believers, data 

from the Department of Budget and Management reveals that government spending remained 

healthy in the second quarter, growing by 14.6% year-on-year and was slightly better than the first 

quarter growth of 13.1%. Given that exports posted a modest recovery last April and May, we won’t 

be surprised if the second quarter GDP growth will be close to the 6.4% recorded in the first 

quarter. Furthermore, the government has promised to sustain the current pace of spending, 

implying that fiscal policy will remain supportive. 

So why is the policy rate cut necessary?  

To avert an economic growth slowdown? The threat of a more severe global economic slowdown is 

indeed real: China is slowing; the Eurozone is in recession (and should the debt situation worsen, 

the recession could spread to the core); and the US economy remains weak. Like any other 

economy open to trade and investments, the Philippines is vulnerable to this global downturn. 

Though, unlike its export dependent neighbors, growth in the Philippines is heavily reliant on 

domestic demand. This has been driven by consumption and in turn fueled by overseas 

remittances and the fast-rising business process outsourcing (BPO) sectors—whose growth 

momentum is now being dampened by the rapidly appreciating peso. 

With a looser monetary policy, the Philippine central bank sent a strong signal that it stands ready 

to tweak interest rates and to simultaneously curb speculative capital flows that may lead to an 

unwarranted strengthening of the peso and may prove detrimental to the pursuit of growth.  

Can we expect more policy rate cuts in the future? 

The next policy meeting will be on September 13, 2012, two weeks after the second quarter GDP 

growth is released. We believe that the MB will keep rates unchanged given our projections that 

second quarter GDP growth will grow at almost the same pace as the previous quarter. Two more 

MB policy meetings are scheduled this year: one in October and another in December. Unless 
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growth decelerates substantially, which we doubt, or unless the peso threatens to breach the 40 

level again, the 25 bps cut may be the last for the year.  

How will the rate cut affect the equities market? 

For sure, the rate cut raises our conviction of having a long position on Philippine equities as low 

interest rates support our long term outlook. We will keep our 5,500 year-end index target, in view 

of further company re-ratings in the second half of the year coming from downward adjustments in 

key risk-free rate assumptions.  

We expect property stocks (ALI, MEG, FLI, VLL, and CHI) to be at the forefront of this re-rating 

after underperforming in the last 12 months given the argument that “interest rates had nowhere to 

go but up”. Consumer stocks (SMPH, RLC, URC, and JFC) are also expected to benefit from the 

BSP’s move as the rate cut stops the peso’s strong appreciation this year. This prevents the further 

erosion of the dollar remittance value that has been crucial in supporting the upswing of consumer 

spending pattern in the Philippines.  

While the BSP’s dovish stance suggests further risks from a slowdown in global growth and a fast-

appreciating peso (hitting a 4-year high of Php41.57 last week), the message remains clear: 

liquidity in the system remains ample and inflation remains in check at the 3% to 5% range within 

the long run. These two factors have been major drivers for supporting the Philippine bull market 

cycle since 2004.  

And how about the local fixed income market? 

Finally, the rate cut will also be generally beneficial for the peso bond market, though much of it 

was already priced-in even ahead of the announcement. We expect a flatter yield curve as record 

low policy rates and strong economic fundamentals encourage investors to search for yield. 

 
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 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. 


