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July 18, 2011 

Global Financial Markets 
 
The bears overpowered the bulls, pushing global bourses lower for the first time in three weeks. Despite three debt 
auctions last week and speculation of a credit rating downgrade, US Treasury prices continued to head north. Meanwhile, 
the common currency euro dropped against the greenback week-on-week, while the demand for the yen escalated.  
 

Global Equities 

 

 Risk aversion dominated over equity markets last 
week as hopes of a third round of quantitative 
easing were immediately shut down. Sentiment in 
the US soured further on speculation that the 
nation may lose its long-cherished AAA credit 
rating. This is not to mention growing fears that if a 
clear and doable solution cannot be found for 
Greece, the plight may be the same for other 
countries in Europe’s periphery (see Global bonds 
portion). China’s surprise GDP reading and 
corporate earnings which surprised on the upside 
could not push global bourses higher. Week-on-
week, the Dow fell 2.22% to 12,437.12 as of 
Thursday trading, while the S&P 500 declined 
3.28% to 1,308.87.   

 

 On Thursday night, US Federal Reserve Ben 
Bernanke commented that the central bank is not 
prepared to take immediate actions to stimulate the 
faltering US economy. Mr. Bernanke back-pedalled 
from comments on Wednesday which hinted of a third round of bond buy-back purchases, acknowledging that the economic 
environment today is much different than what it was in August 2010, when talks of a second Quantitative Easing (QE2) 
program started. He added that in August last year, inflation was dropping, posing a serious threat to the economy. Now, with 
inflation expectations closer to the Fed’s target, Mr. Bernanke’s comments implied that if a third Quantitative Easing (QE3) 
program is implemented, consumer prices would skyrocket.  

 

 Banking giant JP Morgan Chase & Co.’s 2Q2011 profit rose 13% year-on-year to $5.43 billion or $1.27 per share against 
market estimates of $1.21 per share. Revenue totaled $27.41 billion, which beat market consensus of $25.13 billion due to 
strong investment banking operations which contributed more than half of the bank’s revenue growth. The investment bank’s 
profit soared 49%, as revenues climbed 16% from higher debt and equity underwriting fees. Loan demand however remained 
tepid, evidenced by loans on June 30 which were down 1% year-on-year. In the retail bank business, profit dropped 44% as 
expenses outpaced slim revenue growth. 

 

 Meanwhile, Google Inc., the world’s largest Internet search engine reported sales and profits that topped analysts’ estimates, 
suggesting that the company is benefiting from an effort to expand into mobile and display advertising. 2Q2011 sales, 
excluding revenue passed on to partner sites rose to $6.92 billion, exceeding the $6.57 billion consensus forecast, while its 
bottom line surged 36% year-on-year to $2.51 billion, or $7.68 a share from $5.71 a year earlier.  

 

 Moving on to US economic releases, new claims for unemployment benefits in the US dropped 22,000 to a seasonally 
adjusted 405,000 in the week ended July 9, which came in much better than expectations of 415,000. This is the lowest level 
of claims in almost three months. However, the number of continuing unemployment benefit claims - those drawn by workers 
for more than a week rose 15,000 to 3.73mln in the week ended July 2. 

 

 On the other side of the globe, reports from China’s National Bureau of Statistics (NBS) showed that its economy grew more 
than forecasted in the second quarter of 2011, dispelling fears that the China story was headed for a hard land ing. China’s 
GDP expanded 9.5% in the second quarter from a year earlier, fractionally above the 9.4% market estimate, though slower 
than the 9.7% increase in the first quarter. A spokesman of NBS claimed that the economic number was proof that the 
deceleration in growth was not excessive and depicted the government’s success in battling inflation. 

  
 
 
 

07-Jul-11 14-Jul-11 % Change

MSCI World 1,352.39 1,310.83 -3.07%

MSCI Europe 95.25 92.49 -2.90%

MSCI Asia-Pacific ex-Japan 488.94 477.34 -2.37%

Dow Jones Industrial Average 12,719.49 12,437.12 -2.22%

S&P 500 1,353.22 1,308.87 -3.28%

Global Equity Performance
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July 18, 2011 

Global Bonds 
 

 Despite an influx of supply from three auctions last week, US Treasury 
prices still managed to increase as demand for the relative safety of US 
debt escalated on worries that the European debt crisis is seemingly 
spiraling out of control. Prices however retreated by week’s end after news 
from the White House said that an agreement on $1.5 trillion in spending 
cuts may actualize, and on Moody’s decision of putting the US AAA credit 
rating on review. Week-on-week, yields mostly dropped on the belly and 
on the long-end of the curve.  

 

 Global credit watchdogs were everywhere last week. First, Ireland’s 
sovereign credit rating was cut to junk status by Moody’s Investors Service 
to Ba1 from Baa3, joining Greece and Portugal as the third euro-area 
nation  to be downgraded to below investment grade by the ratings 
agency. Moody’s cited the probability that Ireland will need additional 
official financing, and that investors may have to share in losses before the 
country can return to the private market to borrow. As the week 
progressed, Fitch Ratings slashed Greece’s issuer default rating four 
notches deeper into junk territory, saying the move reflected the absence 
of a new, fully-funded and credible European Union/International Monetary Fund aid program. By the end of the reporting 
week, Moody’s said it was putting the triple-A credit rating of America on the line as politicians remain divided with regard to 
fixing the country’s debt ceiling.  

 

 Meanwhile, German newspaper Die Welt reported early last week that euro area countries may have to double their bailout 
fund to Eur1.5 trillion, which is equivalent to around $2.1 trillion to cover a probable debt crisis in Italy, the region’s third largest 
economy. German Finance Minister Wolfgang Schaeuble however dismissed the report and commented that there is no such 
discussion whatsoever of doubling the European rescue facility. The bond market thinks otherwise as the Italian 10-year 
spread over German bunds widened 58bps to a record wide of around 3 percentage points while the corresponding Spanish 
spread widened 49bps to 3.32 percentage points. The cost of insuring peripheral sovereign debt also surged to record highs as 
depicted in the table above. Spain was also in focus last night after the Iberian nation reported that the country has a fiscal 
shortfall that is more than twice as large as previously thought.  

 
 
Currencies 

 

 Week-on-week, the euro has depreciated by 1.03% against the 
greenback to $1.4171 according to Bloomberg prices, as the region’s 
debt woes continue to take a toll on investor sentiment.  

 

 However, the US dollar depreciated against the Japanese yen to 
Jpy79.17 from Jpy81.30 on July 8. The dollar continued to weaken 
against the yen after warnings of a credit rating downgrade prompted 
market players to shift their funds to safe alternatives.  
 
 

The week ahead (July 18 – July 22) 
 

 The vagaries in financial markets caused by the still unresolved sovereign debt crisis in Europe, and doubts whether the US 
congress would reach a deal on a major deficit-reduction package by August 2 may prompt global equity investors to stay on 
the sidelines until clearer resolutions materialize. However, corporate earnings, which may surprise on the upside (JP Morgan 
and Google above) may trigger a recovery in stock prices. We see global equities treading sideways this week. Moving on to 
the fixed income space, US Treasury prices may decline if ratings agencies decide to cut America’s long-cherished triple-A 
credit rating. As such, bond market investors would demand for higher yields in exchange for the added risk. In terms of 
currencies, demand for the Japanese yen, which has already appreciated by 2.39% against the US dollar this year may 
escalate with deficit problems lingering in the US and Europe.  

 
 
 
 

US Treasury Yield Curve

Tenor 7-Jul 14-Jul  +/- bps

3m 0.020 0.005 -1.50

6m 0.066 0.035 -3.10

2y 0.474 0.367 -10.70

5y 1.737 1.498 -23.90

10y 3.145 2.953 -19.20

30y 4.369 4.254 -11.50

5-Year CDS Spreads

Country 7-Jul 14-Jul  +/- bps

Greece 2,150.00     2,350.00  200

Portugal 978.33        1,092.47  114

Ireland 855.00        1,079.39  224

Italy 217.50        289.50     72

Spain 302.50        324.15     22

Currencies

8-Jul 15-Jul % Change

PHP 42.735 42.940 -0.48%

EUR 1.4318 1.4171 -1.03%

GBP 1.5946 1.6159 1.34%

JPY 81.30 79.17 2.69%

AUD 1.0769 1.0722 -0.44%
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July 18, 2011 

Philippine Financial Markets 
 
Local equities soared, trouncing a previous all-time high to reach a new ceiling of 4,458.74 at week’s end. Local bond 
yields ended mixed with the bond swap offered during the week. The Philippine peso softened against the greenback due 
to headwinds coming from international markets.   
 
 Local Equities 

 

 Local equities closed the week at a new record-high level, running up 67.28 points, 
or +1.53% week-on-week, to close 4,458.74. Despite headwinds coming from 
global markets due to increased anxiety over the Europe’s long-playing debt crisis 
and questions on the Federal Reserve’s resolve to initiate new stimulus measures, 
investors continued to flock local shares in anticipation of the second semester 
earnings season.  

 

 Ayala Land, Inc. (ALI) and SM Prime Holdings (SMPH) have expressed interest in bidding for a 7.7-hectare property owned by 
the Negros Occidental provincial government that is set to be auctioned. Ayala Land has proposed to invest Php6 billion on a 
convention center, BPO (business process outsourcing) center, hotel and a shopping mall. SM Prime, on the other hand, is 
planning to spend Php2.5 billion for a convention center, two hotels and a shopping center. The winning bidder will be chosen 
based on both technical and financial criteria.  

 

 The Philippine Stock Exchange (PSE) has decided to extend its trading hours beginning October in a bid to boost more 
investor activity in local equities. On the initiative’s first phase, the trading window has been set from 9 am to 1 pm from the 
current trading hours of 9:30 am to 12:10 pm. By January 1, 2012, the trading hours will be extended further into the afternoon, 
with a lunch break in between. The morning session will be 9:30 am to 12 noon while the afternoon session takes place from 
1:30 to 3:30 pm. 

 

 San Miguel Global Power Holdings Corp., the power-generation unit of San Miguel Corp., remains on the lookout for more 
brown-field assets. While the company may not be able to expand its capacity in Luzon, where it has already reached the 
market cap, there is still room to acquire assets in Visayas and Mindanao. San Miguel is now the country’s biggest power 
player in terms of control. Its portfolio includes the 620-MW Limay combined cycle power plant in Bataan. It also manages the 
contracts of the 1,000-MW Sual coal-fired power plant, 345-MW San Roque multi-purpose hydro plant and the 1,294-MW Ilijan 
natural gas power plant.  

 
 
Philippine Bond Markets 
  

 Local bond yields dropped by an average of 5.61 basis points week-on-week, 
with benchmarks tenors swinging in different directions as traders rebalanced 
portfolio holdings due to the bond swap. The 1-month benchmark moved the 
most during the week, dropping by 47.31 basis points.    

 

 The Bangko Sentral ng Pilipinas (BSP) reported that outstanding loans of 
commercial banks accelerated by 18.8% in May, the fastest growth since April 
2009, on the back of increased domestic economic activities. Bank loans 
reached Php2.544 trillion as of end-May 2011 from Php2.141 trillion in the same 
period last year.  

 
 
Philippine Peso 
 

 The Philippine peso depreciated against the US dollar to close at Php42.940 
from Php42.735 the previous week as demand for the local currency receded due 
to the increased uncertainty in global markets. Investors flocked towards the 
traditional safe-haven assets – the US dollar and the Japanese yen.   

 

 Net inflows of foreign direct investment (FDI) dipped 15.1% in the first four 
months of the year due to the sluggish growth of advanced economies as well as 
the debt crisis in Europe. The BSP reported that net FDI inflows amounted to 
US$552 million in the first four months of the year, US$98 million lower than the 
$650 million registered in the same period last year.  

 

 

Philippine  Stock Exchange  Index

10-Jun 15-Jul % Change

PSEi 4,391.46 4,458.74 1.53%

 

Peso Yield Curve (PDST-F Reference Rates)

T enor 8-Jul 15-Jul +/- bps

1m 3.65    3.18    -47

3m 3.15    3.00    -16

6m 3.15    3.02    -13

1y 3.25    3.36    11

2y 3.82    3.79    -3

3y 4.31    4.30    -1

4y 4.88    4.90    3

5y 4.94    4.98    4

7y 5.71    5.73    2

10y 6.55    6.46    -9

20y 8.24    8.26    2

25y 8.26    8.26    0

ROP Yie ld Curve

Issued 8-Jul 15-Jul +/- bps

ROP13 1.34 1.33 -1

ROP16N 2.83 2.78 -5

ROP19N 4.03 3.96 -7

ROP20 4.11 4.05 -7

ROP21 4.19 4.13 -6

ROP24N 5.06 4.89 -18

ROP32 5.16 5.06 -10

ROP34 5.53 5.44 -8
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July 18, 2011 

The week ahead (July 18 – July 22) 
 

 Expect local equities to remain well-supported as investors remain constructive on corporate growth and earnings over the 
medium-term. Over the past weeks, we saw market players take advantage of dips as opportunities to accumulate shares. 
This should continue moving forward. Meanwhile, local bond yield swings should quiet down during the week with the 
conclusion of the local bond swap. The Philippine peso is expected to strengthen further during the week due to resilient OFW 
remittances.      

 


