
 
 

Sunny with a chance of rain storms

Since November, the PSEi has gone up by another 10% bringing it close to my initial end 2013 
target for the PSEi of 6,100. Nevertheless, we believe that a further increase in the PSEi can be 
justified, and we are revising our end 2013 target to 6,500. 

To understand why we changed our view, it is important to highlight the two major drivers of 
the global stock market rally that is taking place today - liquidity and improving risk appetite. 
Note that after bottoming in May, global stock markets have been rallying, with the S&P 500 
increasing by 11.2%, and the Euro Stoxx 50 appreciating by 27.0%. Although the Shanghai 
composite is still down by 4.1% compared to its end May level, it has already recovered by 
around 16% from its November low. This is because the world is currently awash with liquidity 
as central banks last year simultaneously eased their monetary policies. In Europe, the ECB 
implemented the Outright Monetary Transactions (OMT). In the US, the Fed came out with QE3. 
In the Philippines, the BSP cut rates four times by a total of 100 basis points. Concerns that 
negatively affected the appetite for stocks were also resolved. Greece did not exit the Eurozone 
and received much needed funds to escape bankruptcy. There is less risk that highly leveraged 
countries such as Spain and Italy would encounter problems refinancing their debts with the 
OMT. The US was able to avert the fiscal cliff. Finally, the Chinese economy started to show 
signs of bottoming out. 

Similar to global markets, our local market benefited from ample liquidity and improving risk 
appetite. Although the fundamentals of the Philippines are far better compared to those of 
developed economies, making us a compelling buy for foreign investors, nothing has changed to 
prompt a further upgrade in our view of the economy or to justify the recent surge in the market. 
Moreover, the country’s favorable economic outlook is already priced in, with the PSEi already 
trading at ~17X forward P/E, which is the upper end of its historical range. It is also trading at a 
premium relative to its global peers. 

Although the absence of positive surprises and the expensive valuations make it difficult to justify 
a continuous increase in share prices under normal circumstances, we realize that presently, the 
more relevant question is whether or not liquidity conditions will remain favorable as this would 
determine whether or not this liquidity driven rally is sustainable.  Based on our analysis, liquidity 
will be here to stay at least for 2013 as there is no reason for interest rates to go up given the  
benign inflation, the fragile economic condition of developed countries, and the BSP’s focus on 
preventing a sharp  appreciation of the peso. 

At our end 2013 target for the PSEi of 6,500, the implied 2013E P/E is 18.3X. Although this is 
already very high based on the PSEi’s historical trading range, the implied earnings yield of 5.5% 
is still above the yields of some of the most popular investment vehicles namely time deposits 
(2-3%), special deposit accounts or SDAs (3.5%) and the 10-year T-bond (4.4%). 
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Although we expect the market to go up, we believe that it will be very volatile. As discussed earlier, 
the economic conditions of developed countries remain very fragile. In Europe, economists are 
not discounting the possibility that conditions could worsen in 2013 before getting better. In the 
US, the republicans and the democrats are still in the process of raising the debt ceiling. There 
is also speculation that the Fed could start phasing out QE3 by as early as end 2013 and this 
would negatively affect the sustainability of the prevailing liquidity driven market rally. There is 
also a risk that conditions in developed countries improve significantly as governments succeed 
in addressing their economic problems. If this happens, the Philippine stock market could suffer 
from foreign fund outflows as foreign investors switch back to developed economies where stocks 
are much cheaper.  Negative surprises locally could also have a magnified impact on share prices 
since investors already have very high expectations.

Given our expectation that the market will be volatile, investors should keep a part of their portfolio 
in cash, allowing them to capitalize on opportunities to buy stocks cheaply assuming that the 
market is sold off due to external developments or if the market goes through a correction due to 
profit taking activities. However, a core position in the Philippine equities should be maintained to 
capitalize on the economy’s positive long term outlook. As we have always said, the country’s long 
term fundamentals are very positive and there are still no signs that the secular bull market is over.   

For 2013, we are maintaining most of the stocks in our 2012 “COLing the Shots” model portfolio. 
Themes in 2012 are expected to remain in play this 2013. However, we took out AC, ALI, BPI, RLC 
and MWC from out 2013 portfolio due to valuations. In exchange, we have added AGI, MEG, MER 
and TEL. 
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Liquidity is here to stay

A lot has happened since my last issue of COLing the Shots in November. Since then, the PSEi has 
gone up by another 10%. Around half of the gains were added during the first few trading days of the 
year, making 2013 a very happy new year for stock market investors. 

Last November, I said that my initial end 2013 target for the PSEi was 6,100. This is only a few points 
away based on today’s closing price. The said target is based on our expectation that earnings would 
grow by around 12.2% in 2013 and that the PSEi would trade at ~17X P/E. 

The question in everyone’s mind is whether or not a further increase in the PSEi can be justified or is it 
now time to sell and lock in to whatever gains have been made so far? 

After much thought, we believe that an end 2013 target of 6,500 is achievable. 

To understand why we changed our view, it is important to highlight the two major drivers of the global 
stock market rally that is taking place today - liquidity and improving risk appetite. Note that after 
bottoming in May, global stock markets have been rallying, with the S&P 500 increasing by 11.2%, 
and the Euro Stoxx 50 appreciating by 27.0%. Although the Shanghai composite is still down by 4.1% 
compared to its end May level, it has already recovered by around 16% from its November low.

Exhibit 1: Comparative Performance of Global Markets   

Source: Bloomberg

The world is currently awash with liquidity. Last year, central banks simultaneously took steps to stimulate 
and protect their economies from the numerous threats emanating from developed economies. For 
example, last July, the European Central Bank (ECB) cut its key rates by 25 basis points. In September, 
it announced that it would buy an unlimited amount of government bonds with maturities of between 
one and three years (also known as Outright Monetary Transactions or OMT). Also in September, the 
Fed announced its third round of quantitative easing or more commonly known as QE3. In China, 
the central bank cut bank reserve requirements twice for a total of 100 basis points, while it cut key 
interest rates also twice for a total of 50 to 56 basis points last year. In the Philippines, the BSP cut 
rates four times last year, by a total of 100 basis points. Concerns that negatively affected appetite for 
stocks are also being resolved. Speculation that Greece would exit the Eurozone died down after the 
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anti-bailout Syriza party failed to get majority votes in the June legislative elections. Greece was 
also able to receive much needed funds to escape bankruptcy last November after the country 
and its lenders agreed on a package that would reduce debts to around 120% of GDP by 2020 
from a projected 190% to 200% of GDP by 2014. Meanwhile, aside from increasing liquidity in 
Europe, the ECB’s OMT alleviated concerns that highly leveraged countries such as Spain and 
Italy would encounter problems refinancing their debts. Last January 2, the US was able to avert 
the fiscal cliff after republicans and democrats agreed on areas where they would increase taxes 
and reduce spending.  Finally, the Chinese economy is starting to show signs of bottoming out, 
with the favorable manufacturing purchasing managers’ index (PMI) numbers and the bigger than 
expected rise in industrial production and retail sales in November. 

Similar to global markets, our local market benefited from ample liquidity and improving risk 
appetite during the last few months. Net foreign buying has been very strong, reaching Php63 Bil 
during the last seven months of 2012, up 47% y/y. 

Exhibit 2: Net Foreign Buying (Selling) in the Philippines

Source: Bloomberg

Admittedly, the fundamentals of the Philippines are far better compared to those of developed 
economies, making us a compelling buy for foreign investors.  We have a young and growing 
population, numerous investment opportunities and well capitalized banks that are ready and willing 
to lend, qualities which are absent in a lot of developed countries. Our government’s finances are 
also very strong, giving room for government spending to increase. In contrast, governments of 
most developed countries are highly leveraged and are in the process of implementing austerity 
measures. The Philippines is also relatively resilient as evidenced by the continuous growth of 
OFW remittances and the BPO sector.  Compared to other countries in Asia, we are also less 
dependent on exports, with net exports accounting for only 3% of GDP, making us less vulnerable 
to weakness in developed economies.

However, nothing has changed to prompt a further upgrade in our view of the economy or to justify 
the recent surge in the market. Moreover, the country’s favorable economic outlook is already 
priced in. At 6,000, the PSEi is already trading at ~17X forward P/E, which is the upper end of its 
historical range. It is also trading at a premium relative to its global peers. 

in PhpBil Foreign 
Buying

Foreign 
Selling Net Buying

Jun-12 93 56 37

Jul-12 78 67 11

Aug-12 47 50 -3

Sep-12 57 54 3

Oct-12 74 83 -9

Nov-12 72 64 8

Dec-12 87 71 16

Total 63
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Exhibit 3: PSEi Historical Trading Band

Source: Bloomberg, COL estimates

Exhibit 4: PSEi Relative Valuation

Source: Bloomberg, COL estimates

We recognize that the absence of positive surprises and the expensive valuations make it difficult to 
justify a continuous increase in share prices under normal circumstances. This was the reason for 
our conservative view originally. However, we realize that presently, the more relevant question is 
whether or not liquidity conditions will remain favorable as this would determine whether or not this 
liquidity driven rally is sustainable.  Based on our analysis, liquidity is here to stay. 

Interest rates will most likely remain low for the rest of 2013 as there is little reason for the BSP 
to raise interest rates. Inflation remains benign at only 3.2% in 2012, well within the BSP’s target 
range of 3% to 5%. Although improving, the economic conditions of developed countries remain very 
fragile and could act as a headwind for the Philippines. Unemployment rate in Europe remains very 
high while their economies are still expected to suffer from the implementation of harsh austerity 
measures such as higher tax rates and lower government spending. European banks are also very 
weak and are not in a position to lend.  Low interest rates in the Philippines would help cushion the 
local economy from the potential impact of external weakness. Finally, low interest rates would help 
stem the appreciation of the peso. This is one of the major problems of the BSP presently as a strong 
peso would hurt exporters and OFWs. 

2012 PE 2013 PE
Philippines 18.8 17.3
Thailand 17.4 13.1
Vietnam 11.5 10.1
Malaysia 15.5 15.1
Indonesia 17.1 14.0
S&P 14.5 13.2
Brazil 21.0 11.6
Russia 5.9 5.6
India 16.4 15.7
China 12.6 9.9
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Given our expectation that interest rates would remain low, liquidity conditions would most likely 
remain favorable, sustaining the liquidity driven rally that we are seeing right now. 

Admittedly, it is hard to measure liquidity and its possible impact on the market. We derived our 6,500 
end 2013 target by using a bottom up approach after we recomputed the fair value of stocks in our 
coverage list, factoring in a 100 basis points reduction in our risk free rate assumption from 6.5% to 
5.5%. The drop in our risk free rate assumption somewhat reflects the impact of higher liquidity on 
valuations. At 6,500, the PSEi’s implied 2013E P/E is 18.3X. Although this is already very high based 
on the PSEi’s historical trading range, the implied earnings yield of 5.5% is still higher compared to 
the yields of some of the most popular investment vehicles namely time deposits (2-3%), special 
deposit accounts or SDAs (3.5%) and the 10-year T-bond (4.4%). Net yields are even lower since 
all bonds, even those with maturities of more than 5 years are now subject to a 20% withholding tax!
   

Exhibit 5: Comparative Yields of Different Asset Classes

*The PSEi’s earnings yield based on our end 2013 target of 6,500

Source: Bloomberg, COL estimates

Expect a lot of volatility

Although we expect the market to go up, we believe that it will be very volatile. 

As discussed earlier, the economic conditions of developed countries remain very fragile. In Europe, 
economists are not discounting the possibility that conditions could worsen in 2013 before getting 
better. In the US, the republicans and democrats are still in the process of raising the debt ceiling. 
If the European economy deteriorates significantly or if the US fails to raise the debt ceiling, risk 
appetite will once again diminish leading to a selloff in global stock markets as investors switch from 
stocks to bonds.  

Aside from the two factors, there is speculation that the Fed could start phasing out QE3 by as early 
as end 2013. This would negatively affect the sustainability of the prevailing liquidity driven market 
rally. 
 
There is also a risk that conditions in developed countries improve significantly as governments 
succeed in addressing their economic problems. If this happens, the Philippine stock market could 
suffer from foreign fund outflows as foreign investors switch back to developed economies where 
stocks are much cheaper compared to the Philippines.  

Negative surprises (such as lower than expected GDP growth, disappointing earnings results) could 
have a magnified impact on share prices since investors already have very high expectations.

Given our expectation that the market will be volatile, investors should keep a part of their portfolio in 
cash.  This would allow investors to capitalize on opportunities to buy stocks cheaply assuming that 
the market is sold off due to external developments (ex. Weakness in Europe, US fails to raise debt 
ceiling) or if the market goes through a correction due to profit taking activities. 

Stocks* Time Deposit SDA 10-Yr T-Bond

5.50% 2.0% to 3.0% 3.50% 4.40%
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However, a core position in the Philippine equities should be maintained to capitalize on the economy’s 
positive long term outlook. As we have always said, the country’s long term fundamentals are very 
positive and there are still no signs that the secular bull market is over. We reviewed our scenario 
analysis of when the PSEi would reach 10,000, and under the most conservative scenario, it would 
take 7.5 years, while the implied annual return is still 6.9%. Although returns are not exciting, they are 
still better compared to the returns that can be generated from bonds.    

Exhibit 6: Scenario Analysis: When will the PSEi Reach 10,000?

Source: COL estimates

COLing the Shots Model Portfolio – Adding AGI, MEG, MER and TEL, 
removing AC, ALI, BPI, RLC and MWC due to valuation

For 2013, we are maintaining most of the stocks in our 2012 “COLing the Shots” model portfolio. 
Themes in 2012 including rapid economic growth, higher construction spending, resilient consumer 
spending and the search for higher yields are expected to remain in play this 2013. However, we took 
out AC, ALI, BPI, RLC and MWC from out 2013 portfolio. Although we continue to like those stocks 
fundamentally, their valuations are no longer attractive, even after factoring our higher fair value 
estimates. In exchange, we have added the following stocks:

• AGI – AGI is a play on the resilient consumer sector in the country given that Emperador 
and Golden Arches (Mc Donalds) account for ~47% of its NAV. Emperador also boasts of an 
impressive track record and is now the number 1 brandy in the world based on volume. Aside 
from consumer, AGI is a play on the growing tourism sector, particularly the gaming sector 
through Travellers (Resorts World Manila). The gaming sector is expected to grow significantly 
as the opening of more large scale casinos in the country during the next few years would create 
scale. Aside from Resorts World Manila, Travellers plans to open Resorts World Bayshore in 
Pagcor City come 2016. This will allow it to get a big chunk of the gaming pie. Valuations are 
also attractive, with AGI currently trading at a 24.8% discount to our NAV estimate. In contrast, 
other conglomerates are trading at a 5-15% discount to NAV. Despite the recent increase in our 
FV estimate, AGI’s implied FY2013 P/E is only 14.1X, a discount compared to SM’s 20.3X and 
AC’s 23.1X 13E P/E. 

• MEG – Aside from the strong demand for its residential developments, MEG is a major 
beneficiary of the strength of the BPO sector given plans to grow its office leasing portfolio and 
its massive landbank in the Fort Bonifacio area which remains to be one of the top choices of 
BPO locators. MEG has around 50 hectares in McKinley for future developments. Valuations 
also remain attractive, with the stock trading at 35.8% discount to our NAV estimate despite the 
recent run up in its share price. 

• MER – MER is an attractive investment, especially for conservative investors. The defensive 
nature of its existing power distribution business reduces the downside risk for earnings, while 
its plan to expand into power generation and retail electricity sales businesses should drive the 

Assumptions Scenario 1 Scenario 2 Scenario 3
PSEi EPS Growth 10% 12% 15%
Forward P/E 14X 16X 18X
Years to PSEi 10,000 7.5 5 3
Implied CAGR 6.9% 10.6% 18.2%
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company’s long term earnings growth. Valuations are also attractive. At its current price, MER 
provides a FY13E dividend yield of 3.7% which is a premium relative to SDA rates. Moreover, 
capital appreciation potential is significant at 18.7%. 

• TEL – Admittedly, TEL is a controversial pick. There are numerous investors who do not like 
the stock because the company has not yet found a way to revive earnings growth. However, 
we view TEL as an undervalued bond. At its current price, TEL provides an attractive FY13E 
dividend yield of 6.5%. Although earnings growth prospects are not exciting, we also don’t 
expect profits to drop since its modernization program will allow data revenues to grow and 
operating expenses to shrink at the same time. Moreover, valuations are attractive with capital 
appreciation potential at 26.3% as the stock was recently battered due to concerns that it is in 
violation of the 40% ownership limit.  However, this should no longer be a concern after the SEC 
said in January 10 that it will not follow the strict rule requiring each class of share to follow the 
foreign ownership limit.  

Exhibit 7: COLing the Shots Model Portfolio

FV Buy Date  Buy Price  Current Price  Current Return Buy Below Price 
MBT 130 5-Jan-12 70.7 104 47.10% 113
MPI 5.5 5-Jan-12 3.66 4.88 33.30% 4.78
EEI 12 30-Mar-12 6.07 10.4 71.30% 10.44
PGOLD 39.5 11-Jun-12 24.6 32 30.10% 34.35
SMPH 21 25-Jul-12 13.26 17 28.20% 18.26
BDO 95 25-Jul-12 61.25 74.9 22.30% 82.6
AGI 20.57 11-Jan-13 17.2 17.2 0.00% 17.82
MEG 3.65 11-Jan-13 3.11 3.11 0.00% 3.15
MER 327 11-Jan-13 275.6 275.6 0.00% 284
TEL 3,330.00 11-Jan-13 2,636.00 2,636.00 0.00% 2,896.00



Friday, 11 January 2013  page 9COLING THE SHOTS

Investment Rating Definitions

Stocks that have a BUY rating have attractive 
fundamentals and valuations, based on 

our analysis. We expect the share price to 
outperform he market in the next six to twelve 

months.

Stocks that have a HOLD rating have either 
1.) attractive fundamentals but expensive 

valuations; 2.) attractive valuations but 
near term earnings outlok might be poor or 

vulnerable to numerous risks. Given the said 
factors, the share price of the stock may 

perform merely inline or underperform the 
market in the next six to twelve months.

We dislike both the valuations and 
fundamentals of stocks with a SELL rating. 

We expect the share price to underperform in 
the next six to twelve months.

Securities recommended, offered or sold by COL Financial Group, Inc.are subject to investment risks, including the possible loss of the principal amount 
invested. Although information has been obtained from and is based upon sources we believe to be reliable, we do not guarantee its accuracy and it may 
be incomplete or condensed. All opinions and estimates constitute the judgment of COL’s Equity Research Department as of the date of the report and are 
subject to change without notice. This report is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a 
security. COL Financial ans/or its employees not involved in the preparation of this report may have investments in securities or derivatives of securities of 
securities of the companies mentioned in this report, and may trade them in ways different from those discussed in this report.

Important Disclaimers

2401-B East Tower, Philippine Stock Exchange Centre, Exchange Road, Ortigas Center, Pasig City, 1605 Philippines
Tel: +632 636-5411    Fax: +632 635-4632    Website: http://www.colfinancial.com
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