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BSP’s SDA Rate Cut Positive for the Peso and Bank Margins  

The interesting aspect about the BSP‟s recent decision to cut rates on its Special Deposit Account (SDA) facility 
(Table 1) was not what was said but rather those that were left unsaid. According to the BSP press release, the 
yields on SDAs were reduced for the following reasons:  

1) The risk to higher inflation is low as lingering financial market stresses will continue to mitigate upward 
pressures on commodity prices. This is in line with BPI Asset Management Trust Group‟s (BPI AMTG) 
consumer price index (CPI) forecast of 3.5% for 2013, and below the 5 year average of 4.8%.  

2) The Monetary Board noted the solid growth of the economy which is expected to continue, again 
consistent with BPI AMTG‟s growth estimate, pegged at 6.5% GDP for 2013.  

3) The BSP also stated „rationalizing the BSP‟s SDA facility was consistent with international central banking 
practice and will help enhance the ability of the BSP to ensure that liquidity remains adequate going 
forward‟. Emilio Neri, BPI‟s resident economist has estimated that the move will reduce the BSP's interest 
expenses by more than PHP10.0 Bn if rates are maintained at 3.00% for the whole of 2013. 

Table 1: SDA Rates 

Rates (in %) 2009 2010 2011 2012 Current 

SDA 1 Week  4.06 4.06 4.56 3.53 3.00 

SDA 2 Week - 4.13 4.63 3.59 3.00 

SDA 1 month 4.19 4.19 4.69 3.66 3.00 

Source: BSP 

We see this latest move as another measure to discourage „hot money‟ flows from entering the country and stem 
the peso‟s appreciation (+6.8% year-on-year in 2012). The timing of the move was interesting as it comes 
immediately after the IMF increased the Philippines‟ growth forecast from 4.8% to 6.0% for 2013 and after ratings 
agencies lauded the Philippines‟ improving public finances. It remains to be seen how successful the BSP will be 
with its latest sterilization efforts given that most foreign funds are avoiding SDAs all together due to BSP 
restrictions and have opted to place funds in government securities. Foreign funds were net buyers in the 
Philippine equities market with inflows recorded at USD2.54 Bn, surpassing flows to Thailand (USD2.5 Bn) and 
Indonesia (USD1.7 Bn) for the period. 

The peso‟s appreciation can undermine the Aquino administration‟s objective of sustaining the economy‟s strong 
growth rate going forward. Both OFW remittances (which comprise approximately 8.5% of 2012 GDP) and BPOs, 
key drivers of consumption growth, are vulnerable to a strong peso. With consumption now accounting for 69% of 
Philippine GDP, it is understandable why the BSP is determined to stem the flow of speculative funds and closely 
monitor the movements of the currency. BSP‟s task of moderating the peso‟s appreciation may be difficult in an 
environment where optimism on the economy‟s performance and prospects is at an all time high. Foreign currency 
inflows, specially the speculative kind are normally driven by sentiment, underpinned by an impending upgrade to 
investment grade status (BSP Governor Tetangco indicated that the upgrade should come in 1H2013). It is 
estimated that up to USD2 Bn-worth of Philippine bonds will exchange hands as passive sovereign funds adjust 
once the Philippines obtains the upgrade.  

To be clear, we reiterate our position that the combination of the BSP deploying additional macroprudential 
measures and a strengthening US dollar will temper any meaningful appreciation in the peso. BPI AMTG maintains 
a USD/PHP forecast of PHP40.000 to PHP40.500 in 2013.  
 
 
IMPLICATIONS  

 We believe that the BSP‟s decision will force savers to shift from a „risk off‟ to a „risk on‟ investment profile as 
yields on SDAs contract from 2.925% to 2.400% net of taxes and gross of fees. Nonetheless, whilst we expect 
investors to increase the equity allocation in their portfolios in search for yields, any shift to equities will be with 
cautious optimism. SDA investors would likely have conservative risk profiles. They may not be comfortable 
with the PSEi‟s steep rise in January 2013 (+6% year-to-date) and the fact that significant political risks still 
prevail offshore. Given that investors were relatively unreactive to previous SDA rate cuts (Chart 1), we 
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 estimate at best only PHP85 Bn (or 5% of total SDAs) worth of additional liquidity (or 1 month of flows) will be redirected from 
SDAs to equities as a result of yield compression.  

 The SDA rate cut will be positive overall for bank margins given that SDA rates serve as a benchmark for time deposit rates (35% 
of total sector deposits). Meanwhile, overnight rates, the benchmark for banks' lending rates, were reduced by 100 bps in 2012 
resulting in sector bank margins contracting by 8 bps year-on-year (3.36% average sector net interest margin end 3Q2012). The 
lower SDA rate will result in wider bank margins, however, this will be temporary given that competition for lending is high amidst 
raised liquidity levels in the banking system (sector wide peso book loan-to-deposit ratio stood at 80% end 3Q2012). On this basis, 
we maintain our optimistic outlook for the Philippine Stock Exchange Index and reiterate our year end target of 6,700, neutral on 
banks and overweight consumer, property, infrastructure and holding companies. 

 

Chart 1: Investors Still Favor SDAs despite rate cuts 

 
Source: BSP 
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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 public ly 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, 
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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. 

 


