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Staying Positive Amid Renewed Uncertainties 

Once again we are caught up with the drama from the Euro-zone. Last weekend, the Cypriot government 
succumbed to pressure and requested for a 10 billion euro bailout from the European Central Bank to cover both 
its financial needs and the shortfalls faced by its largest banks. In response, the European Union (EU) and the 
International Monetary Fund (IMF) required that the government raise nearly 6 billion euros by imposing a levy on 
bank deposits, a proposal that met much criticism and protest from the populace. 36 members of the country’s 56-
member parliament have since then voted against the proposed measure and as of this week, policymakers have 
yet to vote on the terms of the bailout. Investors feared that the same measure may be imposed to other countries 
that would request for a bailout. 

These developments have certainly had an impact, as evidenced by the 8-day correction of our local equities 
market which lost as much as 6%. One important factor to note is that the decline was attributed to a sell-off among 
foreign funds (US$154 million between March 13 and 21) in 7 out of the 8 days. Similarly, the Philippine peso, 
which has been hovering at the 40.700 level for the first 2 months, has depreciated to the 40.800 mark as of March.  

While things look bleak in the near-term, it may be prudent to take a step back and survey the situation from a 
broader perspective. First, we find that this correction has been long-overdue coming from a strong start in 2013. 
Prior to the correction, the PSEi had already gained 18% on the back of strong interest from both local and foreign 
investors. As a result of this run-up, the PSEi became the second most expensive bourse in the region, trading at 
19.7x P/E ratio based on 2013 earnings. We think that recent developments in Cyprus have prompted investors a 
chance to cash-in on profits made over the past weeks.  

Second, as mentioned earlier, net foreign selling was observed, making it all the more perceptible that the decline 
in our equities market was caused by overseas developments, which we believe can be overturned by 
fundamentally strong local economy. We reiterate our 6.0%-6.5% GDP growth forecast for the Philippines, and our 
expectation that inflation will be manageable at 3.5%-4.0% despite above-trend growth. Furthermore, growth will be 
supported as global central banks continue with their extraordinary stimulus measures. Recently, the US Federal 
Reserve affirmed that it would continue purchasing US$85 billion of long-term Treasuries and mortgage- backed 
securities, keeping the record-low interest rate environment until the unemployment rate declines to 6.5%.  

Third, the Bangko Sentral ng Pilipinas has ample room for implementing looser policy measures to support rate-
cyclical issues. This is evidenced by the SDA rate cuts implemented this year, which brings cuts to a total of 100-
115 basis points.  

Looking ahead, we remain bullish on the local equities market as we believe in the rising earnings potential of PSE-
listed corporates underpinned by the country’s young population, expansion plans of several large companies and 
a number of emerging sectors supporting jobs growth. We see any weakness in the local bourse as a buying 
opportunity to increase positions. Our base case is for the PSEi to be within the 6,800-7,200 range, trading at a 
19x-20x P/E ratio, in line with the historical average of 18.4x. The country’s rich valuation will make it attractive to 
foreign funds avoiding risks posed by the Euro-zone, especially as another year of strong economic growth is 
expected, and amid a very strong possibility of a credit rating upgrade to investment grade during the second half 
of the year.  

On the local fixed income market, we remain positive on the country’s fundamentals and will remain overweight on 
long-tenored, peso-denominated fixed income assets especially given recent actions of the BSP with regard to 
SDA rates. Nevertheless, we remain cautious of the large liquidity-led run-up in fixed income assets and are closely 
watching for further developments from the BSP as it considers introducing new macro prudential measures.  

For dollar-denominated fixed income investments, we still expect the US to post reasonably strong growth despite 
the sequestration, and the accommodative stance to stay in place until 2014. We expect ROP prices to continue to 
be under pressure in the near term as these track movements in US Treasuries. However, we expect that the 
country’s solid fundamentals and the potential investment grade upgrade to spur further interest in ROPs. 
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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 
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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 
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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 
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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. 
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