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S&P Upgrades Philippines to Investment Grade 

Following the investment grade rating awarded by Fitch Ratings last March 27, the Philippines has just received its 
second investment grade upgrade from another major credit rating agency, Standard & Poor’s (S&P). The upgrade 
was not a surprise as recent actions from S&P have already alluded to such a development as recently as last 
month. It is likewise expected that the third major credit rating agency, Moody’s, will shortly follow suit.  

S&P cited a number of factors which brought about the investment grade upgrade, namely a strengthening external 
profile, moderating inflation and the government’s lessening dependence on foreign currency debt (currently no 
new foreign currency debt issued for the year). The ratings agency further stressed that the Philippines was able to 
build a considerable amount of foreign exchange reserves as evidenced by the country’s continued current account 
surpluses. Gross international reserves stood at USD$88bn, equivalent to 11.9 months import cover. 

Table I. Economic Indicators of Philippines vs Peers 

 
Factors Philippines Malaysia Indonesia Thailand 

2008 2012 2012 2012 2012 

Credit Rating (S&P) BBB- A- BB+ BBB+ 

General Government Debt to GDP 54.7 51.4 55.3 24.6 30.4 

Money Supply/M3 to GDP 47.5 48.9 144.0 40.1 132.5 

Inflation (2-month) 4.9 3.2* 1.4 5.3 3.0 

Current Account Balance plus Net FDI as % 
of GDP 

4.8** 3.4 4.1 -1.3 0.9 

Import Cover of GIR 6.0 11.9 6.6 5.6 7.4 

Unemployment 7.4 7.0 3.2 6.3 0.5 

*as of 2013 
 

Source: Fitch Ratings, BSP, Bloomberg 
**of 2010 

     In our previous report (One for the Books: Philippines Now Investment Grade) we mentioned that the credit rating 
upgrade had already been priced in by the market, with our CDS spreads already at par with spreads of 
neighboring countries that have long since achieved investment grade. However, we still expect the demand for 
Philippine assets to continue to rise, more as a function of the economy’s short- to medium-term economic outlook 
being more robust than the rest of the emerging markets. Moreover, we can expect to finally see the fund flows 
(both equity and fixed income) that many have been anticipating as a result of recent credit rating upgrade. Note 
that the Philippines needed two investment grade ratings upgrades from major credit rating agencies to qualify for 
additional investments from funds mandated to invest in investment grade assets only. 

Table II. CDS Spreads of Philippines vs Peers 

CDS Spreads as of 05/03/13 

Philippines 83.38 

Malaysia 89.69 

Thailand 131.09 

Indonesia 88.37 
         Source: Bloomberg 

We reiterate that receiving an investment grade rating will improve the government’s attempts to attract 
investments needed to address the country’s infrastructure deficiencies. Major Philippine companies (Ayala 
Corporation, Metro Pacific Investments, JG Summit, San Miguel Corporation and Aboitiz Equity Ventures), should 
see a further reduction in their borrowing costs brought about by the country’s lower risk premium (PLDT, BPI and 
BDO saw their credit ratings upgraded together with the sovereign upgrade). Lower cost of funding will benefit 
these Philippine conglomerates, many of who are vying for the capital-intensive US$17 billion Public Private 
Partnership (PPP) projects that are being rolled out by the government. The government has already earmarked a 
total of US$2.7 billion PPP projects to be awarded and another US$1.5 billion worth of projects to be opened for 
tender in 2013. 
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Whilst it remains unclear as to the extent of incremental funds flow that will materialize as a result of the Philippines obtaining an 

investment grade upgrade, this latest development will provide the catalyst for the BSP to maintain its aggressive efforts to reduce the 

effective cost of its SDA facility. Though the peso has depreciated by as much as 0.8% in April, the BSP has reduced SDA rates by 150 

basis points year to date and consensus expects that it will continue to do so for the remainder of 2013. We interpret the BSP’s 

determination to reduce the effective SDA rates as confirmation that there is negligible inflationary pressure in the immediate horizon 

and more importantly, its determination to curb excess volatility in the currency market.  

 

The BSP has every reason to be concerned about incremental portfolio flows (and its impact on the peso), in light of the very real 

prospect for a much deeper recession in the Euro-zone and China’s anemic economic growth rate (manufacturing growth weakening 

for the month of April 2013). Mario Draghi’s recent decision to cut the ECB’s main interest rate to a record low 0.5% will on ly signal to 

fund managers to maintain a risk-off strategy as the global economy continues to struggle towards better growth rates than experienced 

in 2012. The combination of a slow recovery in trade and falling commodity prices, both of which are by-products of slow economic 

growth in the developed economies, are now having a more meaningful impact on emerging markets economies more than ever.  

Subsequently, it is not a surprise that fund managers globally are paying a steep premium for Philippines assets as it remains one of 

the few high grade countries with an extremely resilient domestic economy (BPI AMTG forecasts 6.0%-6.5% GDP growth rate for 

2013). On this note, we believe that the BSP will cut SDA rates further again and narrow its interest rate premium over the 91-day 

Treasury bill (effective yield of 0.05% per annum). We maintain our peso forecast of Php40.00-40.50 by year end.   

 

Figure I. Historical PMI Figures - China 

 
      Source: Bloomberg 

 

Table III. Real GDP of Philippines vs Peers 

Real GDP  

Country 2012 2013F 2014F 

Philippines 6.60 5.85 5.60 

Malaysia 5.60 5.00 5.25 

Thailand 6.40 4.70 5.00 

Indonesia 6.23 6.25 6.30 

Vietnam 5.00 5.50 6.00 

USA 2.20 2.00 2.70 

Euro-zone -0.60 -0.40 1.00 

Korea 2.00 2.80 3.85 
         Source: Bloomberg 

 

For the local fixed income market, prices will continue to be supported by the country’s strong macroeconomic fundamentals, though 
valuations are ripe for profit-taking. With inflation averaging at 3.2% for the first quarter, local government securities up to the 10-year 
tenors are already yielding negative real returns. Rates are already at historic lows, with the 10-year GS currently trading at 2.83% as 
compared to the average for the past 10-years at 6.67%. We reiterate our preference for bonds of longer duration (10-year tenor 
buckets and beyond) as we expect yields to go down further. We will also add to our trading portfolio as we remain watchful of major 
events affecting the local fixed income market. 
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The dollar-denominated fixed income space is showing a similar trend, as spreads between US Treasuries and RoPs narrowed by 3.15 
basis points on average yesterday. This indicates an increase in buying interest as RoP yields normally track those of US Treasuries. 
Looking ahead, RoPs will continue to benefit from flows brought about by the upgrade, though any impact on credit spreads wil l not be 
considerable as yields are already low. 

For equities, we are revising our best-case scenario from 7,200 to 7,700. This is 8.55% higher than yesterday’s close (7,093.42), 
buoyed by robust corporate earnings results. Although valuations appear stretched with the PSEi trading at 21.26xPER based on 2013 
earnings, we expect this to improve as analysts upgrade bank earnings on account of much stronger than expected trading gains. The 
financial sector is reporting on average, +40% year-on-year 1Q2013 earnings on the back of hefty trading gains. This should continue 
for the remainder of the year as the BSP brings down SDA yields (listed banks account for 15% of the Philippine Stock Exchange 
index). Likewise, we see risk-off fund managers favoring high-grade dividend-paying listed instruments (such as PLDT and Globe), 
which are paying an average dividend yield of 4%, despite appreciating 21.74% and 37.36% respectively year to date. We continue to 
maintain our preference for rate-cyclical companies (banks, conglomerates, consumer and property stocks) given the low interest rate 
environment. Among the cyclical companies, we favor property issues (ALI, MEG, SMPH) as we expect earnings outperformance to be 
sustained for the next 2-3 years on the back of robust pre-sales and the low interest rate environment.   

Figure II. PSEi vs MSCI AC Asia Ex-Japan 

 

                    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 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, 
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. 

 


