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2011 YEAR IN REVIEW: DECOUPLING AND MOVING ON 
 
2011 was a year of both highs and lows in the financial markets. It was highlighted by both optimism in 
the domestic scene and uncertainty on the global end. Expectations kicked in as 2010 ended on a very 
high note and although it was difficult to duplicate, the local financial market did not take it as a ceiling. 
Despite ongoing concerns in the developed economies, the Philippines displayed a lot of potential, along 
with other developing countries; backed up by our strong macroeconomic fundamentals. 
 
EQUITIES MARKET 
 
2011 was a seesaw event in the equities market. It started out with negative market sentiment due to 
inflationary concerns from the good year in 2010, political unrest in the Middle East and  North Africa 
region, and the tsunami that hit Japan during the first quarter of 2011. The local index fell close to the 
3,700 level during that period. 
 
By the end of March, positive news started to kick-in led by the rate hike of the Bangko Sentral ng 
Pilipinas (BSP) to ease inflationary concerns, the merger talks between telecommunications giant PLDT 
and Digitel, and credit rating upgrades by Moody’s and Fitch. Bottom-fishers led by foreign investors 
took this as queue to participate in our local equities market, which eventually continued to rally until 
August 2011. The local index remained resilient despite ongoing debt concerns in  the Euro-zone, 
posting an all-time high above the 4,500 level in July.  
 
By the end of the third quarter, the debt contagion in the Euro region and the slow recovery of the US 
economy pressed for a risk-off sentiment and flight away from developing economies. This pushed the 
local index back to the 3,700 level by the end of September.  
 
By the fourth quarter of 2011, the US economy showed positive signs of recovery and the global market 
remained optimistic in the Euro region’s capability to suppress the debt contagion. Risk-on sentiment 
resumed and by year-end, the local index closed at 4,371.96 up by 170.82 points, with a year-to-date 
return of 4.07%, second only to the Dow Jones Industrial Average Index’s 5.60% finish. Other major 
indices, except for Indonesia, posted negative returns.  
 
2011 was also the year for the Mining and Oil sector, which posted a year-to-date return of 68.52% led 
by Philex Mining (PX). Moreover, net foreign activity remained to be positive at Php57.50 billion, higher 
than that of 2010 despite the prevailing risk-on/risk-off sentiment. As of December 30, the Dow Jones 
closed at 12,217.60, up by 647.90 points or a year-to-date return of 5.60%, while the S&P 500 Index 
closed at 1,257.60 marginally down by 0.28 points or a year-to-date return of -0.02%. The MSCI World 
Index posted a -7.77% year-to-date return, with MSCI Europe (-14.52%), Japan (-15.61%) and Asia Ex-
Japan (-17.97%) posting heavy hits. World crude oil prices closed at US$98.83/barrel up by 
US$8.99/barrel or a year-to-date increase of 10.01%. 
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FIXED INCOME MARKET 
 
In the local bond market scene, we saw two stories in 2011. Benchmark rates (PDST-F) averaged 4.43% 
in December 2010 and then rose to 5.09% by the end of the first half of 2011. Inflationary concerns 
pressured the BSP to raise overnight rates by 25 basis points each in March and May after the inflation 
rate rose from an average of 3.8% in 2010 to 5.2% in June 2011. By the end of the second half of 2011, 
the PDST-F averaged 4.10% as inflation started to stabilize and move downward by year end. Weak 
exports coupled with low government expenditure contributed to the downward inflation trend, 
signaling that the BSP may decide to ease monetary policies in their meeting on January 19, 2012. The 
successful bond swap in July also contributed to the decrease in benchmark rates, as the Bureau of the 
Treasury (BTr) increased the supply of longer-dated securities (10.5 and 20 years). The BTr also issued 
new 25-year securities and is expected to further increase the supply of longer-dated securities by 2012. 
The 91-day Treasury Bill rate rose to 1.556% by December 2011 from 0.775% in December 2010, 
peaking at 2.888% in June 2011.  
 
For the global bond market scene, it was a year of risk-off sentiment and credit rating downgrades. 
Ratings agency S&P downgraded the US’ sovereign credit rating from ‘AAA’ to ‘AA+’ in August, 
prompting investors to drop risky assets and buy into safe-haven securities. US Treasury rates declined 
from an average of 1.61% in December 2010 to 0.86% in December 2011. The lethargic growth and the 
still high unemployment rate of the US economy only added to the negative sentiment. Although this 
negative sentiment has been a scenario for majority of the year, the US economy continued to improve 
with private consumption and sales figures picking up during the Thanksgiving and Christmas season.  
 
For the euro-zone, several countries received credit rating downgrades such as Spain (1 notch), Portugal 
(3 notches), Hungary (1 notch), and Greece (7 notches). Other nations were placed under review for 
possible downgrades including AAA-rated economies such as Germany and France. The Euro yield curve 
also went down from an average of 1.90% in December 2010 to 0.99% in December 2011. 
 
Contrary to the situation in the US and the euro region, Fitch ratings agency upgraded the Philippines' 
long-term foreign currency credit rating from 'BB' to 'BB+', one notch below investment grade, while 
S&P raised its outlook on Philippine debt from ‘stable’ to ‘positive’, indicating a possible upgrade in the 
next 6-12 months. The upgrades were attributed to our well-managed fiscal deficit, strong OFW 
remittances with October posting the highest monthly level on record at US$1.78 billion , and our 
improving economic growth prospects. This pushed the demand for dollar-denominated Philippine 
Government Bond Issuances (ROPs), pulling its yield curve down to an average of 3.65% in December 
2011 from 4.39% in December 2010. 
  


