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Outlook 
Remains 
Strong for the 
Philippines 
Despite New 
Challenges 

With strong 
economic 
fundamentals, 
the country 
continues to  
offer bright long-
term growth 
prospects, 
even in the 
face of political 
uncertainty
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investor sentiment has been extraordinary. As recently as 
July 2016, the Philippines was still widely viewed as one of 
the most promising emerging markets in Asia. Foreign direct 
investment was on a roll, and Philippine stocks were close to 
record highs. That momentum has cooled a bit of late. Whilst 
the MSCI Asia Pacific Index has risen by 17 percent since 1 
July, the MSCI Philippines Index has actually fallen by close 
to 10 percent. Meanwhile, the peso has depreciated by 5 
percent against the US dollar over the same period.

In large part, investor jitters are the result of President 
Rodrigo Duterte’s controversial war on drugs and widespread 
fears that it flouts international laws. Global investors are 
also concerned about Duterte’s provocative behaviour, his 
firebrand rhetoric and his calls for a shift away from the 
country’s long-term ally – the US – in favour of stronger 
economic relations with China.

Paradoxically, the tough-talking leader remains beloved in 
the Philippines, with popularity ratings of close to 80 percent 
at the end of 2016—a level that most Western politicians 
can only dream of achieving. On the ground, the Philippine 
economy continues to power ahead. For the fourth quarter 
of 2016, GDP grew at 6.6 percent on the back of increased 
investment and domestic consumption. Public investment 
in infrastructure remained strong, with public construction 
expanding by 23 percent. External demand also improved 
with exports rising by 9.6 percent. 

The latest economic indicators continue to project solid 
growth for 2017, although understandably easing after 
last year’s presidential elections. Diana Del-Rosario, an 
economist at Deutsche Bank in Singapore, believes there 
could be some upside to consumer spending from the 
recently approved pension increase for Social Security 
System beneficiaries, as well as from the planned salary 
increases for military and civil servants. She is reluctant 
to revise up Deutsche Bank’s 5.8 percent GDP growth 
forecast, however, given risks of private sector investment 
deceleration and protectionist moves under a Trump-led US.

The Asian Development Bank (ADB) is also upbeat about 
the outlook for the Philippines. For 2017, it expects GDP 
growth of 6.2 percent, supported by low inflation and robust 
private consumption. 

As with any emerging economy, foreign investors should 
expect a bumpy ride. Whilst rating agency Moody’s lauds 
the Philippines’ sound economic and fiscal fundamentals, 
it warns that political risks have become less predictable 
and that progress is likely to depend on whether President 
Duterte deploys his considerable political capital to 
accelerate infrastructure development and tax reform. At 
the same time, it notes “a sustained focus on political issues 
could detract attention away from reform.”

On the external front, global investors are also closely 
watching the potential impact of US protectionism. In 

particular, there are fears that the country’s outsourcing 
companies could take a hit from Donald Trump’s plan to 
bring back jobs to America. The impact could be significant. 
Last year, revenues in the business-process outsourcing 
(BPO) sector were estimated at US$23 billion, making it one 
of the country’s largest foreign exchange earners. Combined 
with weaker remittances from Filipino workers in the US, this 
could cause the current account balance to narrow, putting 
additional pressure on the local currency.

Reform agenda
Despite the concerns, there are sound reasons for optimism. 
One of the key elements in the Philippine’s long-term growth 
story is favourable demographics. The country has one of the 
youngest populations in the region, with an average age of 24 
compared with 35 in China and over 45 in Japan. As a result 
of this population dynamic, the Philippines is likely to enjoy 
higher income generation, greater tax collection, and lower 
costs of labour. This in turn will translate into sustained 
economic growth.

Perhaps more importantly, the country is playing 
economic catch-up with its Asian neighbours. For years, 
the Philippines was known as ‘the basket case of Asia’. 
The country suffered from endemic corruption, a bloated 
budget, a slow-growing economy, and a record of political 
instability. All that changed, however, in 2010, following the 
appointment of President Benigno Aquino III. One of the 
President’s first steps was to launch a massive crackdown on 
corruption. Furthermore, he closed tax loopholes, moved to 

address the country’s yawning 
fiscal deficit, and removed 
many of the bureaucratic and 
legal obstacles that made the 
Philippines a less attractive 
place for foreign investors. 
His efforts were rewarded in 
2013 when the Philippines won 
investment grade credit ratings 
from all the major international 
rating agencies.

Yet in terms of 
infrastructure development, 
per capita income, and private 
investment, the Philippines 
continues to languish well 
below ASEAN countries like 
Thailand, meaning that it will 
take a number of years for the 
country to close the gap.

For his part, President 
Duterte has made it clear that 
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The Asian 
Development 
Bank (ADB) 
is also upbeat 
about the 
outlook for the 
Philippines. For 
2017, it expects 
GDP growth 
of 6.2 percent, 
supported by 
low inflation and 
robust private 
consumption.

By almost 
any measure, 
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Metro Pacific Investments 
Corporation (MPIC) is 
building on its record as 

the Philippines' leading infrastructure 
conglomerate to ensure strong returns 
for its shareholders.

The publicly listed infrastructure 
holdings company today has major 
investments in power, toll roads, 
water utilities, hospitals, light rail, and 
logistics. Over the past 10 years, it has 
established a reputation for impressive 
earnings growth, conservative financial 
management and long-term vision.

For 2016, MPIC reported a 17 
percent growth in its core income to a 
record P12.1 billion. Total consolidated 
revenues reached P44.8 billion, a 20 
percent rise over the previous year.

“Our continuing earnings growth 
reflects significant volume increases 
for all our businesses, supported by 
our capital expenditures, together 
with intense focus on operational 
efficiencies,” said Jose Ma. K. Lim, 
President and CEO.

With the Philippine economy set to 
expand at 5–6 percent over the next 
few years, the outlook for MPIC looks 
especially favourable. The government 
is committed to the development of 
new toll roads, railways and other 
transport networks. Despite initial 
delays, there are hopes that approval 
of the projects will accelerate and that 
various tariff issues can be resolved.

Operations
As the leading pure infrastructure 
business in the Philippines, MPIC 
manages a diversified portfolio 
of services. Among its flagship 
investments are Maynilad Water 
Services, the biggest water utility in the 
country; Metro Pacific Tollways, the 
nation’s largest toll road operator; and 
Manila Electric Company, the country’s 
number one electricity distribution 
company.

Other businesses are also showing 
strong growth potential. The Metro 
Pacific Hospital Holdings, Inc., which 
runs the largest private hospital 
network in the Philippines, reported 
an aggregate core income of P1.8 

billion for 2016, up 34 percent from 
the previous year. Meanwhile, 2016 
marked the first full-year contribution 
from Light Rail Manila Corporation 
(LRMC). LRMC has an average daily 
ridership of approximately 400,000 
passengers. This figure is expected to 
rise significantly once the additional 
11 km track extension is completed in 
2021.

To ensure that it can meet 
burgeoning demand for new 
infrastructure, MPIC is investing heavily 
in the future. The company recently 
announced that it would almost double 
its capital expenditure budget to P79 
billion in 2017. Lim believes that this 
will ensure that MPIC continues to 
provide efficient and sufficient energy; 
first class and accessible toll roads; 
safe and sustainable water; advanced 
and world-class medical care; and 
reliable and convenient rail service.

Growth Strategy
As part of its five-year strategy, MPIC 
will be constructing at least 86 km of 
new toll roads to add to its existing 
network. By 2021, MPIC is also looking 
to launch approximately 4,000 MW of 
new power generation capacity (coal 
and renewables) in order to solidify 
its position as the Philippines’ leading 
power company. It will continue to 
develop other high-growth businesses 
such as hospitals and logistics; and 
pursue new infrastructure projects that 
may be rolled out by the government.

Lim believes this strategy will drive 
shareholder returns as they invest in 
early stage infrastructure development; 
capture nearer term capital 
appreciation; and develop a portfolio of 
high dividend yielding assets.

This also ensures that MPIC remains 
in the forefront of infrastructure 
development in the country.  

Contact: Maricris Aldover - Ysmael,  
AVP Investor Relations, 
+632 888 0888,  
investorrelations@mpic.com.ph

Spearheading Infrastructure 
Development in the Philippines
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he will continue his predecessor’s broad economic policies. 
In this respect, he is supported by an able team of economic 
managers. Secretary of Finance, Carlos “Sonny” Dominguez, 
has over 40 years of experience in the public and private 
sectors. He is a former president of Philippine Airlines, as 
well as the head of Philippine Islands Agricultural Bank. 

Since taking office in June 2016, Dominguez has 
said the administration will focus on reforms to sustain 
high economic growth rates including infrastructure 
development, structural tax reform, and poverty reduction. 
“Closing the infrastructure gap and raising the capacity 
of our human capital requires a stronger revenue base for 
government,” he said in a speech in February. “We need to 
invest well over a trillion pesos in new infrastructure over 
the medium term. We need to upgrade our educational and 
health systems. We need programs that will produce well 
over a million new jobs a year to absorb the many young 
workers soon entering the workforce. Either we do all these 
or we end up with millions of alienated and discontented 
young Filipinos kept disenfranchised by mediocre 
economic performance.”  

Another stable hand on the tiller of the economic team 
is veteran central bank governor Amando Tetangco. Widely 
recognized in the banking industry, Tetangco has worked at 
the central back for almost 40 years and is one of the first 
men to have served two terms as governor. Tetangco’s term 
ends on 2 July this year. Many analysts are hoping that he can 
be persuaded to stay on for a third term.

Going forward, one of the big questions confronting the 
central bank is how much longer it can stand pat on interest 
rates in the face of rising inflationary pressure. On the back 
of a significant increase in food, beverages, tobacco, and 

transport costs, inflation jumped in February to 3.3 percent 
year-on-year from 2.7 percent in January. Euben Paracuelles, 
senior economist at Nomura Securities, predicts that the 
central bank will raise rates in the near future. “We maintain 
our forecast that BSP (the central bank) will hike rates by a 
cumulative 50 basis points in the first half of 2017,” he says.

Infrastructure ambitions
It is no secret that sustaining growth of the economy may 
well depend on the government’s ability to deliver on its 
ambitious infrastructure building program. Touted as the 
biggest infrastructure push in Philippine history, budget 
secretary Benjamin Diokno has said the administration will 
spend up to P9 trillion from 2017 to 2022 in a bid to close the 
infrastructure gap with neighbouring Asian countries. On 
his ‘wish’ list are everything from new roads and airports to 
bridges and mass urban transport systems.

The impact could be far-reaching. One priority project 
is a high-speed railway linking Metro Manila with Clark 
International Airport and Clark Freeport Zone. If the project 
gets the green light, it will reduce travel time from nearly 
three hours to just one hour. The government is also eyeing 
up a railway network on Mindanao, which is the second 
biggest island in the Philippines. Such a move is seen as 
crucial to decentralizing economic power away from Manila 
and bringing greater economic development to cities such 
as Davao, Zamboanga, and General Santos. These big-ticket 
infrastructure projects have the potential to create hundreds 
of thousands of jobs, boost investment and lower the cost 
of doing business in the Philippines, which has long been a 
major gripe of foreign investors. 

Amongst the most closely 
watched policy initiatives 
launched by President 

Duterte is the so-called Pivot 
to China. This is widely seen as 
an attempt to rebalance trade 
and investment away from 
traditional ally the US in favour 
of China.  

Michael Wan, economist 
at Credit Suisse, believes the 
benefits of this new policy 
may significantly outweigh 
the costs. “The shift in foreign 
policy is likely to bring in more 
FDI and tourists as gains in both 
flows from China outweigh the 
potential decline in flows from 

the US, at least in the near term,” 
he says. 

Some analysts argue that 
the pivot to China is less about 
closing the door on the US as it 
is about diversifying investment 
and trading partners. This could 
prove especially far-sighted 
in view of the more inward 
looking policies of the Trump 
administration. Christopher 
Wood, strategist at CLSA, 
believes the potential impact 
on the Philippines could be 
dramatic. Over the past 10 
years, approved foreign direct 
investment from China has 
totalled only P50 billion  

(US$1.1 billion), accounting 
for just 2.4 percent of total 
approved foreign investment in 
the Philippines. That compares 
with Malaysia, where in the  
first nine months of 2016, China 
and Hong Kong accounted for  
52 percent of FDI approvals. 

Yet there are other more 
worrying implications. Whilst 
increased Chinese and Russian 

investment could mean 
larger inflows of funds into 
infrastructure development, 
conversely it could also lead to 
more corrupt business practices

Still, most analysts view the 
“pivot” as good news. “Although 
there are lingering uncertainties 
regarding Duterte’s foreign 
policy direction, we believe 
that Manila’s friendly overture 
towards Beijing and Tokyo 
should be positive for growth 
as it is likely to facilitate 
investment and trade flows  
with the two largest economies 
in the region,” notes a report by 
BMI Research.  

Pivot Towards China
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SM Investments Corporation (SM) 
posted strong financial results for 2016. 
Since its listing in the Philippine Stock 
Exchange (PSE) in 2005, net income has 
increased by an average of 12.3 percent 
annually, while total assets have risen by 
14.8 percent.  The group has significantly 
outperformed the average returns for 
companies listed in the PSE.

Key Highlights
• One of the leading conglomerates  
in the Philippines
• Poised to capitalize on the country’s 
high growth potential
• Net Income, up 8 percent to  
PHP31.2 billion
• Consolidated Revenues, up 9 percent 
to PHP363 billion

“Our businesses continue to grow in 
line with the country’s strong economic 
development,” said SM President 
Harley T. Sy. “We are optimistic about 
continued development. Government 
plans for infrastructure, agriculture, 
and tourism will enable broader 
regional growth.”

Core Businesses
SM’s retail operations enjoy a strong 
brand franchise nationwide consisting 
of THE SM STORE; a strong portfolio of 
leading specialty retailers, and its food 
retail chains, namely SM Supermarket, 
SM Hypermarket, Savemore, 
WalterMart and Alfamart stores.

Early in 2016, SM announced the 
merger of SM Retail, Inc. with several 

leading specialty stores with over 1,400 
outlets. “Following the retail merger, 
the performance of our retail business 
has been boosted by discretionary 
spending which resulted in earnings 
and margin accretion,” notes Sy.

SM’s banking operations consist 
of BDO Unibank, Inc., the country’s 
leading bank, and China Banking 
Corporation, the sixth-largest private 
bank. Together, their more than 1,600 
branches comprise the largest footprint 
of any banking group in the Philippines. 
Both banks are well capitalized to 
sustain expansion in underserved 
markets and growth opportunities 
across its market segments.

In property, SM Prime Holdings, 
Inc. is one of the largest integrated 
developers in the Philippines, 
with interest in malls, residential, 
commercial and tourism development. 
It is now the country’s largest 
publicly-listed company with market 
capitalization of PHP818.7 billion as of 
end-December 2016.

Creating Value
Looking ahead five years, SM 
remains focused on creating value 
for its shareholders. The group is well 
known for its focus on good corporate 
governance. Its fundamentals are 
strong. 

In 2016, SM raised PHP20 billion 
from the sale of bonds to retail 
investors. The proceeds of the bond 
offering will be used to fund future 
investments and strategic acquisitions 
in SM’s core businesses.

The combination of a strong 
business model, aggressive expansion 
plans, and a dynamic local economy 
support SM’s continued growth and 
performance.  

Contact: Ms. Corazon P. Guidote
Senior Vice President for  
Investor Relations, SMIC
cora.guidote@sminvestments.com
+632-857-0117 | www.sminvestments.com

Capitalizing on High Growth 
Potential in the Philippines
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Nonetheless, building big-ticket infrastructure projects 
is fraught with problems. Already there have been delays. 
According to Jose-Paolo Fontanilla, an analyst at CLSA in 
Manila, the bidding for the regional airports public-private 
partnership (PPP) has been put back a year from its original 
target date. The new indicative timeline for bidding is now 
set for November 2017. “The slow PPP rollout raises valid 
concerns on the Philippines’ infrastructure growth story, 
with the administration seemingly pre-occupied with the 
war on drugs and other political issues,” he says. Some 
analysts believe the new administration is erring on the side 
of caution in order to ensure a more transparent procurement 
process and avoid pitfalls such as wasteful spending and 
contingent liabilities. 

Several other PPPs are scheduled for bidding later this 
year. They include the Regional Prison Facilities set for the 
end of April, and the New Nayong Pilipino, a cultural theme 
park, slated for December.

Comprehensive tax reform
Another key element of President Duterte’s reform plan is 
the so-called Comprehensive Tax Reform Program. Widely 
viewed as an attempt to close tax loopholes and overhaul 
outdated procedures, the latest version of the tax reform 
bill proposes a reduction in personal income tax rates and 
estate taxes, as well as the simplification of tax brackets. 
During the first year of implementation, the tax cuts are 
expected to result in lower revenues. However, this will be 
more than offset by increasing fuel and automobile excise 
taxes, removing VAT exemptions, and boosting measures to 
improve tax administration. This in turn could help finance 
the government’s much needed investment in infrastructure. 
Deutsche Bank’s Del-Rosario believes the passage of the bill 
would be “a welcome development for a low- income country 
with one of the highest income tax rates in Asia”. Better still, 
it would give the Duterte government the momentum to push 
through other much needed reforms.

• Shift from a consumption-led 
economy to an investment-led 
economy

• Pursue stable macroeconomic 
policies, including fiscal, 
monetary, and trade policies

• Accelerate infrastructure 
development with emphasis 

on airports, roads, railways, 
and mass transit systems

• Launch a comprehensive 
tax reform program to lower 
personal income tax and 
increase fuel and excise duties

• Promote increased trade and 
investment with China 

• Plans for new special 
economic zones to attract 
investment outside of Manila

• Pledge to reduce the country’s 
yawning income gap

• Plans to boost agricultural and 
rural enterprise productivity 
and rural tourism 

 
 
 

• Introduce further investment 
friendly reforms

• Develop the Philippines’ 
human capital

Duterte's 10 Economic Priorities

In the biggest 
such push in 
Philippine 
history, the 
administration 
will spend up  
to P9 trillion 
from 2017 
to 2022 on 
infrastructure.
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The government has said it plans to push through the first 
part of the comprehensive tax reform program by 30 June, 
with implementation to take place sometime between late 
2017 and early 2018. 

Few analysts are betting on the exact timeline, however. 
Michael Wan, an economist at Credit Suisse, believes the 
passage of the comprehensive tax reform program remains 
very much a work in progress. “We are under the impression 
that it is more likely that the package would pass the House 
than the Senate,” he says. “We continue to think the bill 
could be passed by late 2017 at the earliest and will only have 
a significant impact on the economy in 2018.”

Stock market 
One result of the recent fall in the price of Philippine equities 
is that foreign investors who missed out on the big gains over 
the past five years may now have a second chance to enter 
the market at a more reasonable level. Since the middle of 
last year, the PSEi Index has declined by around 10 percent, 
largely over concerns regarding the narrowing current account 
and the weakening currency. Some brokers, however, are 
beginning to see value. Consensus recommendations amongst 
local analysts have been trending upwards in recent months. 
The latest forecast is for an estimated upside of 18 percent 

across the entire market for the next 12 months. Some of the 
best opportunities may be in the construction and real estate 
sector, which stand to benefit from increased government 
investment in infrastructure.

Yet according to Andrew Stotz, CEO of A. Stotz Investment 
Research, Philippine equities are still not cheap. Currently 
the Philippine market trades on a forward PE of 16.4 x. That 
compares with 15.8 x in Malaysia and 14.6 x in Thailand, 
making the Philippines one of the most expensive markets 
in Asia. Moreover, earnings per share is forecast to increase 
by just 0.4 percent for 2017 compared with 9.5 percent in 
2016. “The Philippines is a market that has been driven by 
momentum. And right now momentum is against it. The 
fundamentals are still strong. The companies are not at risk. 
But valuations are too high,” Stotz says.

Will global investor concerns drive the market lower? 
Stotz is unsure. “You have to separate the political situation 
from the market,” he argues. “For foreign investors, human 
rights violations are a problem. But for many Filipinos, getting 
tough on drugs is very popular.”

Still many fund managers are in no hurry to enter the 
market given uncertainties in the local market as well as the 
likelihood of rising interest rates in the US. “There is still a high 
level of nervousness out there,” says one fund manager. “A lot 
of investors prefer to sit on the sidelines.”  — Ben Davies
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PLDT Pursues Digital Path to Growth
After a challenging year in 2016, PLDT is 
moving forward this year in its transformation 
from the largest Philippine telecoms operator 
into the nation’s leading digital communications 
and services provider.
 
““We are focused on providing our customers 
with the best possible digital experience which 
will consequently help grow our data business. 
To accomplish this, we are building superior, 
future-proof fixed and wireless networks and IT 
platforms that will enable us to offer our 
customers more compelling and relevant digital customers more compelling and relevant digital 
services,” PLDT Chairman and CEO Manuel V. 
Pangilinan said.
 
For the 88-year old telecoms company, the way 
forward is to build on its old strengths:  the 
expansive and resilient nationwide fixed line expansive and resilient nationwide fixed line 
network, and its fixed-line consumer and 
enterprise businesses.  PLDT’s HOME and 
Enterprise businesses are setting the pace for 
growth, with their combined revenues expected 
to contribute about half of the PLDT Group’s 
total service revenues this year.
  
“We are capitalizing on the momentum of our 
Home and Enterprise businesses, which have 
more headroom for growth and enjoy significant 
and unique advantages in terms of superior 
digital network infrastructure and brand 
strength,” Pangilinan stressed.
  
PLDT operates the Philippines’ most extensive 
fiber optic transmission and distribution network 

that spans 150,000 kilometers across the 
country, as well as the most diverse international 
cable system connectivity.
 
By end-2017, PLDTBy end-2017, PLDT’s fiber-to-the-home 
(FTTH) service will have a reach of 4.4 million 
homes passed and at least 6 million homes 
passed by 2020. Complementing the deployment 
of fiber lines, PLDT is rolling out hybrid fiber 
technologies such as G.fast that deliver 
fiber-like speeds through copper lines in 
buildings and residences. In two yearsbuildings and residences. In two years’ time, all 
PLDT fixed-line data subscribers will enjoy 
high-speed internet services either through 
FTTH or hybrid-fiber technologies.
 
For enterprises, PLDT has built the largest 
network of world-class data centers, with a 
capacity of over 9,000 racks, that can support capacity of over 9,000 racks, that can support 
the growing needs of companies and the 
government for cloud-based digital solutions.
 
At the same time, PLDT is re-energizing its 
wireless consumer business by focusing on 
quality subscribers and improving customer 
experience through better network services and experience through better network services and 
offering progressively more relevant and 
targeted products and services. Its wireless 
subsidiary, Smart Communications, is building 
the country’s fastest LTE network and will bring 
its 4G coverage to 95% of the country’s cities 
and towns by 2018.
  
With these initiatives, PLDT expects to put itself 
back on the path to growth. 

Contact Information

Melissa Vergel De Dios
Investor Relations, First Vice President
pldt_ir_center@pldt.com.ph
Tel. (632) 816-8024

“In 2016, we have reset many dials of the 
company. Profitability has been reset to a lower 
level, reflecting the impact of the changes in the 
business, our customer base, and our 
oorganization. This has set a new baseline from 
which we can build upon and grow. This will 
put us back on the path to sustained growth and 
improving profitability, in the coming years,” 
Pangilinan concluded.
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