
 

November 4, 2016    
Global Financial Markets  

Global equities continued their losing streak as risk-off sentiment intensified in light of developments in politics globally 
and the weakness in oil prices. The US Treasury market registered significant gains, slightly offsetting the losses posted 
the week prior. Meanwhile, the US dollar weakened against major currencies weighed down by political uncertainties. 
 
Global Equities 
 
Global equities continued their losing 
streak as risk-off sentiment intensified 
in light of developments in politics 
globally and the weakness in oil 
prices. The week started with a day-
on-day decline for US equities as 
investors were spooked following 
certain poll results showing a tighter 
Presidential race. The losing streak 
became the longest since the global 
financial crisis as political uncertainties 
were exacerbated by stronger 
argument for a December rate hike in 
the form of a better-than-expected 
GDP print at 2.9% growth, this 
compares to consensus expectation of 
+2.25%. Investors look ahead to the 
non-farm payrolls report to ascertain 
how likely the December hike will be. 
Meanwhile, oil prices declining more 
than 8% for the week also contributed 
to the sell-down.   
 
In Europe, weak corporate earnings 
and  more complexity on the Brexit 
conundrum from the High Court ruling compounded the US political uncertainties. Data releases were also discouraging, with the 
GDP growth and inflation disappointing consensus expectations. 
 
Asian equities were one with the global equities weakness on stronger prospect of a rate hike in December, oil price decline, and 
global political uncertainties. Good manufacturing data in China provided breath of positive air mid-week.  
 
During the week, MSCI World lost 27.63 points, or 1.63%, closing at 1,667.03. MSCI Europe registered the biggest lost, down 
3.08%, while the Dow Jones suffered the least, -1.32%.  
 
Economic data released during the week were mixed but were mostly negative: 
 

 Markit’s US manufacturing purchasing managers index (PMI) recovered to their highest level in a year during October, 

reaching to 53.4 (vs. mkt est: 53.2, flash reading of 53.2, and 51.5 in September), underpinned by faster expansion in both 

production and new orders.  

 US reported 2.9% saar growth in the third quarter, beating consensus estimates at 2.25%. The slowdown in Consumer 

Spending from 4.3% in 2Q to 2.1% in 3Q was offset by the strong trade print. Export growth rebounded to 10% from a sub-

2% growth in 2Q. 

 The Federal Reserve held interest rates unchanged during their November meeting. The Fed funds rate is still at the 

0.25% to 0.50% range. In the minutes of the meeting, the most notable change was that pertaining to inflation, with the 

expectation for it to remain low in the near term on energy prices declines now removed from the statement. On the next 

rate increase, “[t]he Committee judges that the case for an increase in the federal funds rate has continued to strengthen 

but decided, for the time being, to wait for some further evidence of continued progress toward its objectives”. 

 The ADP National Employment Report in the US showed that new jobs created for October were only at 147,000, below 

the 165,000 expected. Mark Zandi, chief economist of Moody’s Analytics said, “Behind the slowdown is businesses’ 

difficulty filling open positions.” 

 The non-manufacturing index published by the Institute for Supply Management (ISM) for October—a measure of the 

activity in the services sector in the US—decreased to 54.8 from 57.1 last month; this latest print is behind expectations of 

56.0. Despite remaining in the expansionary territory (above 50.0), business activity, new orders, and employment declines 

dragged the index. The price component of the index went up 2.6 points to 56.6 on the back of higher prices for oil-related 

27-Oct-16 03-Nov-16 % Change

MSCI World 1,694.66 1,667.03 -1.63%

MSCI Europe 115.73 112.17 -3.08%

MSCI Asia-Pacific ex-Japan 444.30 437.46 -1.54%

Dow Jones Industrial Average 18,169.68 17,930.67 -1.32%

S&P 500 2,133.04 2,088.66 -2.08%

Global Equity Performance
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US Treasury Yield Curve

Tenor 27-Oct 3-Nov  +/- bps

3m 0.284 0.366 8.22

6m 0.483 0.508 2.54

2y 0.886 0.806 -8.08

5y 1.347 1.265 -8.27

10y 1.854 1.812 -4.21

30y 2.614 2.600 -1.34

Currencies 

27-Oct 3-Nov % Change

USD/PHP 48.470 48.340 -0.27%

EUR/USD 1.0925 1.1084 1.46%

GBP/USD 1.2260 1.2437 1.44%

USD/JPY 104.70 103.01 -1.61%

AUD/USD 0.7618 0.7673 0.72%

USD/CHF 0.9919 0.9729 -1.92%

EUR/CHF 1.08363 1.07838 -0.48%

EUR/JPY 114.38 114.18 -0.17%

products. Meanwhile, Markit’s services sector activity index paints a different picture as it ticked higher to 54.8 in October, 

in-line with consensus, and up from September’s 52.3. 

 US September factory orders rose but slightly slower than previous month’s print. It rose 0.3% MoM, below the 0.4% 

growth registered in August. This was, nonetheless, ahead of the consensus estimate at 0.2%. 

Global Bonds 
 

The US Treasury market registered significant gains, slightly offsetting the 

losses posted the week prior. The global sell-off the other week was put to a 

halt on the back of risk-off sentiment due to US election jitters. The US 

election race is very close to call such that the polls show thinner lead by 

Clinton. The renewed FBI allegations somehow led to favorable numbers for 

Trump, one week before the elections. The market was pricing in a 78% 

probability of a December rate hike given the result of the Fed meeting, 

strong 3Q 2016 GDP headline and relatively solid UK economy. The market 

ignored mixed data from leading indicators in the United States, such as strong factory orders and below consensus durable goods. 

Week-on-week, US Treasury yields fell 1.86 bps. The US 10-yr and 2-yr yields fell 4.21 and 8.08 bps, respectively.  

 

Currencies  
 

The US dollar weakened against major currencies, weighed down by political 

uncertainties. The risk-off sentiment led to investors flocking to the Japanese 

Yen, a defensive currrency that benefits from risk aversion. On the other side 

of the fulcrum is the relatively solid UK data and neutral Bank of England 

(BoE) language. The BoE turned neutral from dovish on the back of relatively 

stronger than expected economic data print. More so, the High Court’s 

opinion that the government needs to secure the parliament’s approval 

before triggering Article 50, or the formal process to begin Brexit, provided 

some relief to the investors. This resulted in stronger Euro and Sterling. 

Week-on-week, the Euro strengthened against the USD, ending at 1.1084 

(+1.46% W-o-W).  

 

The week ahead (November 7 - 11) 

 

We expect global equity investors to stay on the sidelines ahead of the US presidential election and as markets expect more clarity 

on the direction of the Brexit. A strong non-farm payroll number would corroborate strength of the US economy, lending credibility to 

the argument of a hike before the year ends. We expect volatility in the US treasury and forex market  to continue due to US 

elections and release of data from Europe.  

  



 

28-Oct 4-Nov % Change

PSEi 7,404.80 7,227.37 -2.40%

Philippine  Stock Exchange  Index

Philippine Financial Markets 

 
The PSEi continued to fall as investor uncertainty on the developments in the United States, specifically on the outcome 
of the US Presidential elections and the pace of Fed rate hike, led to further risk-off sentiment and net foreign outflows. 
Philippine bond investors were generally defensive resulting in higher demand for short-dated securities and steepening 
of the yield curve. The peso remained challenged but registered slight gains after being sold down for a couple of months. 
 

Local Equities  

The PSEi continued to fall as investor uncertainty on the developments in the 
United States, specifically on the outcome of the US Presidential elections and 
the pace of Fed rate hike, led to further risk-off sentiment and net foreign 
outflows. Mediocre earnings results to date for the third quarter of 2016, 
specifically from the big banks, prevented major re-rating during the week. As 
such, souring sentiment towards the banking sector continued. Moreover, the 
long weekend due to the All Saint’s Day weakened local turnover. Week-on-
week, the PSEi lost 177.43 points, or -2.40%, to close at 7,227.37. For the 
week, foreigners were net sellers at USD 90.41 million. Year-to-date, net foreign 
inflows reached USD 567 million.  
 

Mining and oil: 

 Nickel Asia Corporation insisted that its subsidiary, Hinatuan Mining Corporation (HMC), has complied with environmental 

standards, contrary to the findings of an audit team from the Department of Environment and Natural Resources (DENR) on 

HMC’s Manican mine in Guian, Eastern Samar. The DENR tagged HMC as one of the 20 metal mines that may be 

suspended for various infractions. 

Financials: 

 Bank of the Philippine Islands (PSE ticker: BPI) reported net income for the nine months ending September 30, 2016 

amounting to Php17.38 billion, up 25.6% versus last year. Net interest income was up 9.1% to Php31.28 billion on the back 

of a 19.4% loan growth and an 11.6% deposits growth. ROE was 14.7%. Capital adequacy ratio (CAR) was 14.2%. 

 BDO Unibank, Inc. (PSE ticker: BDO) reported net income for the first three quarters of 2016 amounting to Php19.3 billion, 

up 10% year-on-year. Net interest income was  Php48.4 billion, up 16% with loan growth of 15% and deposits increasing 

14%. Fee-based income was up 15% to Php16.0 billion while trading and forex income was down 29% to Php4.5 billion. 

 

Holding Firms: 

 Pilmico International Pte. Ltd., a subsidiary of Aboitiz Equity Ventures Inc. (PSE ticker: AEV) will buy 100% of ownership 

interests in Pilmico Vietnam Trading from a certain Pham Thu Houng. AEV intends to use Pilmico Vietnam Trading as the 

vehicle for the importation and distribution of Pilmico products in the Vietnam market. 

 JG Summit Holdings Inc. (JGSHI) maintained the highest score from Philippines Rating Services Corp. for its outstanding 

bonds worth Php30 billion. PhilRatings provided a “stable” outlook on the rating assigned to JG Summit’s outstanding bonds. 

JG Summit has business interests in branded consumer foods, agro-industrial and commodity food products; real property 

development; hotels; banking and financial services; telecommunications; petrochemicals; air transportation; and power 

generation and power distribution.  

 DMCI Project Developers, Inc. is focusing on the upscale and economic segments of the residential market before expanding 

its portfolio, according to a top executive. The subsidiary of DMCI Holdings, operating under the brand DMCI Homes, caters 

to young families with modest income that aspire for quality lifestyle. DMCI Homes spends more than P10 Bn to develop 

projects and acquire land in which the pipeline includes a high-rise, hybrid development. 

 Maynilad Water Services, Inc. is eyeing a P4 Bn new construction of a third Putatan treatment plant by 2019. The budget 

was stated by Maynilad COO Randy Estrallado for an initial capacity of 100 million liters per day (MLD). Maynilad disclosed 

that they have to build a new Putatan treatment plan as Putatan 1 and Putatan 2 have no more space to hold their other 

functions. 

 

 

 

 

 



 

T enor 28-Oct 4-Nov  Change

1m 1.53 1.40 -13

3m 1.56 1.43 -12

6m 1.66 1.57 -9

1y 1.79 1.80 1

2y 3.18 3.20 2

3y 3.71 3.70 0

4y 3.13 3.31 18

5y 3.95 3.95 0

7y 4.34 3.95 -39

10y 3.93 3.99 6

20y 4.83 4.86 3

25y 5.25 5.25 0

Average -3.7

Peso Yie ld Curve                                        

(PDST-R2 Reference Rates)

Philippine Bond Market  
 
Philippine bond investors were generally defensive resulting in higher demand 
for short-dated securities and steepening of the yield curve. Philippine October 
inflation was at 2.3%, in line with consensus estimate and within the target of 
the Bangko Sentral ng Pilipinas (2% to 4%). This, however, was somehow a 
non-event given that investors focused on developments abroad. Despite 
political uncertainties in the United States, the market is pricing in a December 
hike given the strong economic data. Yields fell by 3.7 bps on average after 
short-term yields fell 8.3 bps. 
 
Philippine Peso  
 

The peso remained challenged but registered slight gains after being sold 
down for a couple of months. The local currency remained stressed by 
elevated risk premium, persistent foreign fund outflow and probable December 
Fed rate hike. Probability of a December hike increased due to strong 3Q2016 
GDP. The Philippine peso appreciated 0.27% to 48.340.  
 

 
 The Department of Environment and Natural Resources (DENR) plans to initiate in January 2017 an audit of the 

environmental compliance certificates (ECC) issued to all coal-fired power projects. This is in-line with the goal of 

minimizing the Philippines’ reliance on “dirty” energy sources. 

 The Philippine Ports Authority (PPA) disclosed that the cargo volume passing through ports surged 9% in the first nine 

months of the year due to the continued economic growth and the rush to have goods in stores by Christmas. Throughput 

increased to 183.73 million metric tons (MMT)for the same period compared with the 168.074 MMT logged a year earlier. 

Foreign volumes jumped 12.72%, boosted by a 15% increase in exports to 55.134 MMT for the same period. Meanwhile, 

Domestic volume grew modestly by 3.87% to 67.139 MMT. 

 According to Emmanuel A. Leyco, public finance and policy professor at the Asian Institute of Management, Foreign direct 

investment (FDI) is expected to rise despite President Rodrigo R. Duterte's eloquence. In addition, a shift in the sources of 

capital to asian countries is seen for the first seven months for 2016 specifically a boost coming from the renewed relations 

with China ($3.3 million) but notable biggest source of inflows from Japan ($867.65 million) with Singapore a far second 

with investments ($161,87 million). On the other hand, US investments plummeted to $78.28 million from $580.48 million 

 

 

The week ahead (November 7 - 11) 

 

For next week, we expect the PSEi to track international markets again due to the lack of significant local catalysts, with the US 

elections taking center stage. For next week, expect the PSEi to trade between 7,150 to 7,350. We believe that the fixed income 

market will continue to be challenged on the back of market pricing in a December rate hike. The risk to this call is a downside 

surprise from the October Non-Farm Payroll print. 

 

 


