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Low Inflation to Persist  

Headline inflation at the end of April 2013 decelerated to 2.6% year-on-year, the lowest level in 13 months amid 
slowing month-on-month price increases across almost all commodity groups (Table I). April’s inflation figure was 
lower than the previous month’s 3.2% increase and was well within the BSP’s expected range of 2.2%-3.1% for 
2013. The result was not a surprise given a strong increase in corn/rice output of +4.5% year-on-year and +11.3% 
year-on-year respectively for the period ending 1Q 2013 (Figure II). Food accounts for 38.98% of the inflation index 
and rice in particular comprises 9.4% of the CPI basket. Similar observations regarding inflation were evident 
across South East Asia, as prices of goods and services declined year-to-date in lieu of falling commodity prices. 
Channel checks in China confirm softening of demand (appliance sales, copper fabrication, northern cement 
demand, downstream and midstream producers) in line with below average demand for power and coal. Dubai 
Crude Oil price which  contracted -4.98% year to date and -12.44% year on year, declined on concerns global 
demand will be weaker than expected in light of mixed economic results from both the USA and the Eurozone.  

For the rest of 2013, we expect inflation to stay well within the BSP’s targeted range of 3%-5% for the remainder of 
2013. Oil prices have exhibited only minor fluctuations in recent months, and are actually expected to decline to 
US$102 per barrel from the current US$104 based on Bloomberg consensus estimate, throughout the course of 
the year; a by-product of anemic global economic growth (Figure III). The price of Thai rice per metric ton, which is 
representative of food prices in general, has maintained a flattish trend over the past 4 years as supply is 
exceeding demand in light of more favorable weather conditions and declining per capita consumption within China 
(Figure IV).   

Consensus expects inflation in 2014 will revert closer to the long-term average of 4.745% on the back of strong 
GDP and money supply growth (Figure I). We disagree. We believe concerns regarding the inflationary impact of 
higher money supply growth (money supply growth 8.4% year-on-year as of end 2009-2011) on the economy are 
mitigated by experiences in the USA and the Euro-zone, which are experiencing falling inflation rates due to weak 
global demand. In fact, the ECB recently cut borrowing and lending rates to 0.50% and 1.00%, respectively amid 
annual inflation contracting to 1.2% at the end of April, down from 1.7% in March. All told, the risk of a prolonged 
period of disinflation in the Philippines is high as global demand is expected to remain weak with China, USA and 
the Eurozone showing signs of a weak economy in the medium term.   

Taking these into consideration, we are revising our average full-year inflation forecast of between 3.5%-4.0% to 
3.0%-3.5%, and are expecting the low inflation outlook to continue in 2014. Inflation may be expected to trend 
higher year-on-year for the rest of 2013 largely due to base effects, but will still be well within the BSP target of 3-
5%. 

Impact on Asset Markets 

The biggest risk to the PSEI (+22% year-to-date) and peso bonds (+17% year to date) is a pick-up in commodity 
prices attributable to a US economy growing much faster in 2H2013 (3%-4% year-on-year growth vs full year target 
of 2.0% year-on-year). Fiscal constraints in the Euro-zone, Japan and a decelerating Chinese economy, imply that 
any surprise in the inflation rate will largely depend on a marked improvement in the US employment picture and 
housing recovery. However, the recovery in the US housing sector to date has largely been supported by large 
scale purchases by investment funds and government guaranteed mortgages with only a 3.5% equity down 
payment. Faster recovery in the USA is unlikely due to the absence of any expansion in household disposable 
income resulting in the savings rate declining to 2.2% of disposable income (lowest since August 2007). Likewise, 
increased tax burden as a result of the government’s fiscal tightening measures are causing tax increases 
equivalent to a 2.3% decline in after tax income, while those earning more than US$1 million will notice their after 
tax income decline by 7.7%.          

We have thus raised our full year 2013 Philippine Stock Market Index target to 7,500-7,700 from 6,800 – 7,200 on 
account of rate cyclicals (properties and banks) expected to post 30% to 35% year on year earnings growth in 
2013, as they continue to thrive in a negative real interest rate environment. The impact of the BSP’s decision to 
narrow the yield premium of SDAs relative to government securities is only beginning to be felt with listed banks 
booking very robust trading gains for 1Q2013. However, its real positive impact on net interest margins should be 
more evident in 2H2013-1H2014, as banks lower the yields on their high cost funds to reflect the lower SDA rates 
causing NIMs to expand due to lower funding costs and strong loan growth. We maintain our overweight position 
on banks/properties and look to further reduce exposures in power/mining issues.  
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For the local fixed income market, prices will still be supported by the country’s strong fundamentals, though we are looking to book 
profits as valuations are already high. We will thus gradually wind down our positions on the long end, mainly the 20-25 years, and 
shift to the medium-term investments (4-7 years) moving forward.  
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Palay Output Growth Rate (LHS) Corn Output Growth Rate (LHS)

Inflation (RHS)

Philippines Thailand Malaysia Indonesia Singapore

YoY YoY YoY YoY YoY

Oct-12 3.1            3.3            1.3            4.6            4.0            

Nov-12 2.8            2.7            1.3            4.3            3.6            

Dec-12 2.9            3.6            1.2            4.3            4.3            

Jan-13 3.0            3.4            1.3            4.6            3.6            

Feb-13 3.4            3.2            1.5            5.3            4.9            

Mar-13 3.2            2.7            1.6            5.9            3.5            

Apr-13 2.6            2.4            -            5.6            -            
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US 2007 Mar-13

Unemployment Rate 5.8% 7.6%

New Home Sales 619,000 417,000

Home Prices (S&P Case-Shiller index) 184.97 146.57*

*as of February 2013

Table I. Month-on-Month Change in Inflation per Category             Table II. Inflation Rate per Country – 7 months  

 
 
Figure I. 5-Year Historical Inflation Rate – Philippines   Figure II. Corn and Palay Output against Inflation Rate 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure III. Dubai Crude Oil Prices – Since 2001   Figure IV. Thailand Rice Prices – 5 Years 

  
 
 

January February March April

All Items 0.53% 0.30% 0.08% 0.23% 100.00%

Food and Non-Alcoholic 

Beverages
0.21% 0.07% -0.07% 0.07% 38.98%

Alcoholic Beverages and 

Tobacco
11.89% 10.56% 2.40% 1.02% 1.99%

Clothing and Footwear 0.40% 0.16% 0.32% 0.63% 2.96%

Housing, Water, Electricity, Gas, 

and Other Fuels
0.55% -0.24% 0.08% 0.47% 22.46%

Furnishing, Household 

Equipment and Routine 

Maintenance of the House

0.32% 0.16% 0.16% 0.48% 3.22%

Health 0.46% 0.15% 0.15% 0.46% 2.99%

Transport 0.16% 0.32% 0.00% -0.24% 7.81%

Communication 0.11% 0.00% 0.00% 0.00% 2.26%

Recreation and Culture 0.18% 0.18% 0.18% 0.09% 1.93%

Education 0.00% 0.00% 0.00% 0.00% 3.37%

Restaurant and Miscellaneous 

Goods and Services
0.32% 0.16% 0.32% 0.32% 12.03%

Source: National Statistics Office
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Table III. US Economic Indicators 

Source: Bloomberg 

Source: Bureau of Agricultural Statistics 

Source: Bloomberg 
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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. 

 


