
 
 

Property Sector Outlook:
Still on solid footing

Demand for residential properties to remain strong despite higher interest rates

During the first nine months of 2013, take-up sales of ALI, MEG, VLL, RLC, FLI, and CPG grew 
17.7% on average. For this year, take-up sales will most likely remain strong despite increasing 
interest rates triggered by the tapering of the US’ monthly bond purchases. After hitting a low of 2.8%, 
the 10-year peso bond rate reversed its downtrend and is now at 4.0%. 

While interest rates have clearly bottomed, the increase is not expected to be substantial given the 
Philippines’ ample liquidity, strong current account position, and credit ratings upgrade. Based on 
consensus forecast, the 10-year peso bond rate is expected to end 2014 at 4.1% from 3.5% as of 
end 2013. 

The spread between mortgage rates and funding cost also remains substantial as banks did not 
reduce mortgage rates in step with the decline in bond rates during the past few years. For example, 
the mortgage rate for a housing loan priced annually is currently around 5.0% to 6.0% while average 
cost of deposit is only around 1.0%. Long-tenured mortgages, which only became available recently, 
will also ensure that monthly amortizations remain affordable for buyers. There are banks that 
currently provide housing loans with terms that are as long as 25 years.  

Finally, the continuous growth in the country’s population led by the productive age group and the 
favorable economic growth outlook should lead to healthy demand for residential properties. 

Weaker peso positive for office and commercial leasing

From US$1.00:Php41.005 at the start of 2013, the peso is currently 8.35% weaker at 
US$1.00:Php44.74. The weakness is also largely due to the US Federal Reserve’s plan to taper its 
monthly bond purchases.  While the weak peso may be negative for importers, property companies 
should benefit as demand for office and commercial leasing properties improve.

Much of the office leasing business of property companies come from the BPO sector which benefits 
from a weaker peso. A strong peso is detrimental to the BPO sector as it makes operational costs 
in the Philippines more expensive than its neighboring counterparts. According to industry sources, 
there were BPO companies that shelved plans to establish offices in the Philippines due to the 
strengthening of the peso in 2012. A weaker peso could prompt these companies to revisit their 
expansion plans in the Philippines. In addition, stronger economic growth of developed nations 
should lead to more demand for BPO services. 

Meanwhile, the weak peso should also lead to stronger demand for commercial leasing properties 
as the purchasing power of Filipinos dependent on OFW remittances improves. During the first 10 
months of 2013, OFW remittances reached US$18.5 Bil. This would imply US$22.2 Bil in remittances 
on an annualized basis or around 9% of GDP. Richard Lañeda, CFA
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Revenue growth secured by strong historical take up sales and expansion of leasing portfolios

For 2014, we forecast revenues of companies in our coverage list to grow driven by both residential 
and recurring revenues. Growth in residential revenues is expected to reach 13.4% with upside 
surprise potential, driven by property developers’ strong historical take up sales (providing property 
developers with large unbooked revenues) and completion of projects sold in previous years. 
Meanwhile, we expect recurring revenues of retail, offices, and hotels, to grow by an average of 
16.3%, driven by property companies’ move to expand their leasing portfolios. 

Lanbank for expansion already in place

Higher interest rates should also not be a concern for developers’ expansion plans given the sizable 
landbank of most developers. The landbank of developers could last them at least five years. During 
the past three years, developers have been aggressively acquiring land to secure their long term 
growth potential. Some of the notable acquisitions in the past three years were the FTI lot acquired 
by ALI, a 14-hectare lot along C-5 acquired by MEG, the property of Republic Glass in Libis and the 
Sapphire Bloc in Ortigas acquired by RLC, and a 5-hectare lot in Entertainment City acquired by CPG 
through its agreement with the Okada Group. 

Exhibit 1. Landbank of property companies
 

*ALI’s landbank is gross of JV share

Source: Company data

Valuations revert back to mean

Property stocks have underperformed the market since the sell-off in equities began late May 
2013. The underperformance was most likely due to concerns that higher interest rates would hurt 
demand for residential properties. Nevertheless, as discussed earlier, we do not expect demand for 
residential properties to be negatively affected by higher interest rates. We view property stocks’ 
underperformance favorably as it has made the valuations of property stocks more reasonable. For 
example, the trailing 12-month discount to NAV of ALI, MEG, and RLC have all reverted back to their 
long term averages from as high as +2 standard deviations. 

 in hecatres 2013
FLI 2,521
VLL 1,922
CPG 133
RLC 575
ALI 8,200*
MEG 153
SMPH 920
TOTAL 14,423
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Exhibit 2. ALI discount to NAV

 

Source: COL estimates

Exhibit 3. MEG discount to NA
 

Source: COL estimates

Exhibit 4. RLC discount to NAV

 

Source: COL estimates
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Top picks: ALI and MEG

We currently have a BUY rating on all property stocks in our coverage list, but our top picks are ALI 
and MEG. 

ALI is the biggest property company in the Philippines (not counting SMPH) and is the most diversified 
in terms of product offering and exposure to different income segments of the population. ALI has 
five brands that address the housing needs of different income segments of the population and a 
wide array of products like shopping centers, malls, hotels and resorts that complement its residential 
developments. Given its balanced and complementary businesses, ALI is able to successfully 
develop large-scale, integrated mixed-use communities. ALI is also one of the most diversified in 
terms of geographical reach as it has made a conscious effort to be present in more growth centers 
outside Metro Manila. 

ALI has also been the most aggressive developer in the past three years and this has enabled it to 
grow the fastest despite its size. We believe this year ALI will maintain its growth-driven strategy and 
at the same time realize value of investments made in the past four years.  Our FV estimate for ALI 
is Php36.08, at par with our NAV estimate. 

We also like MEG as it will benefit the most from the favorable outlook of the BPO sector. The 
improving US economy and the weakness of the peso should benefit the BPO sector and MEG 
will be a main beneficiary of this trend as it is now the biggest BPO landlord with over 500,000sqm 
of office space in its portfolio. It also has a vast landbank in McKinley West, Uptown Bonifacio, 
Iloilo, and Cebu amounting to 124.5 hectares of raw land. Of the said amount, around 80 hectares 
could be used to expand its office and retail leasing businesses. Moreover, offices account for a 
significant portion of MEG’s NAV at 20.6%. This is much larger compared to that of other listed 
property companies.  

Our FV estimate for MEG is Php4.54 based on a 25% discount to our NAV estimate of Php6.05

Exhibit 5: BPO office portfolio
 

Source: Company data

Exhibit 6: Office contribution to NAV
 

Source: COL estimates

 GLA in sqm
MEG 506,000
ALI 427,089
RLC 193,000

 MEG 20.60%
RLC 16.40%
ALI 6.50%
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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 the market in the next six twelve 

months.

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

valuations; 2.) attractive valuations but 
near term earnings outlook 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.

BUY HOLD SELL

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
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