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July 25, 2011 

Global Financial Markets 
 
Global equity markets recovered from last week’s slide after European leaders finally agreed on terms to counter 
peripheral Europe’s escalating debt woes. US Treasury prices waned owing to a sell-down of the safe harbor to push 
rates higher. Meanwhile, the euro rose against the greenback for the first time in three weeks.   
 

Global Equities 

 

 Global bourses finally firmed up by week’s end on 
hopes that the West would soon resolve its debt 
woes (see related story in Global Bonds portion 
below). Adding impetus were earnings results 
which blew ahead of expectations. Several 
discouraging economic releases, week-long 
worries that US lawmakers would not see eye-to-
eye before the August 2 debt ceiling deadline, 
and seemingly unreliable European bank stress 
tests results were not enough to offset gains. 
Week-on-week, the Dow rose 2.31% to 12,724.41 
as of Thursday trading, while the S&P 500 
advanced 2.67% to 1,3343.80. The MSCI Europe 
Index also gained 1.10% to 93.51. Though the 
weekly gain looks small, the European 
benchmark had recovered from an eight month 
low last Monday.  

 

 International Business Machines Corp. (IBM), the 
world’s biggest computer-services company 
reported second quarter earnings results which 
topped analysts’ estimates. The technology 
company posted strength in its hardware, software and services businesses. Second quarter revenues rose 12% year-on-year 
to $26.7 billion, while net income rose 8% to $3.66 billion.  

 

 Meanwhile, beverage giant Coca-Cola Co.’s global momentum continued in the second quarter of the year, posting strong 
growth figures in emerging economies like China and India. Earnings in the latest quarter rose 18%, buoyed by its recent 
bottler acquisition and global organic volume growth of 5%. Adjusted earnings rose to $1.17 per share, higher than the 
market’s estimate of $1.16. Revenues, which also got a lift from currency translation climbed 47% to $12.74 billion, higher than 
consensus forecasts of $12.38 billion.  

 

 Apple Inc.’s stock jumped to a record-high in last Wednesday’s trading to $386.90 after record sales of iPhones and iPads 
helped its third quarter fiscal year profit blow past analysts’ estimates. Net income for the period more than doubled to $7.31 
billion, or $7.79 per share, from $3.25 billion or $3.51 per share in the same period last year. Sales skyrocketed by 82% to 
$28.6 billion, way past market estimates of $25 billion. Apple product sales were buoyed by international demand, particularly 
in China, where revenues jumped six fold to $3.8 billion.  

 

 BlackRock Inc., the world’s largest asset manager reported a 25% year-on-year rise in second quarter profit to $578 million, or 
$3 per share comparing favorably to median estimates of $2.88 per share. Assets under management rose 16% to almost $3.7 
trillion, buoyed primarily by stock markets. Revenue from investment advisory, administration fees and securities lending came 
in at $2.1 billion, up 17% year-on-year.  

 

 Morgan Stanley rose 11% in last Friday’s trading after it posted revenues which beat consensus forecasts despite incurring a 
loss in the second quarter due to the restructuring of a major investment received during the financial crisis. The group 
reported a $558 million loss, after a $1.7 billion charge from its conversion of the preferred shares held by Mitsubishi UJF 
Financial Group Inc. However, the company’s core businesses all reported gains, posting revenues worth $9.3 billion, way 
ahead of Wall Street forecasts of $8.03 billion. It is also the first time since 2008 that Morgan Stanley’s quarterly revenue 
exceeded Goldman Sach’s.  

 

 Moving on to the European banking sector stress test results, of the 90 participants, five in Spain, two in Greece and one in 
Austria failed, while all big banks passed. The European Banking Authority said the tests, which made lenders reveal for the 
first time their profit forecasts, a breakdown of their sovereign bond holdings and funding costs, showed the failed banks would 

14-Jul-11 21-Jul-11 % Change

MSCI World 1,310.83 1,343.72 2.51%

MSCI Europe 92.49 93.51 1.10%

MSCI Asia-Pacific ex-Japan 477.34 482.15 1.01%

Dow Jones Industrial Average 12,437.12 12,724.41 2.31%

S&P 500 1,308.87 1,343.80 2.67%

Global Equity Performance
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need Eur2.5 billion in fresh capital. This is way below what most analysts had expected. Among the most closely watched 
banks were German banks Deutsche Bank AG and Commerzbank AG. Under the stress tests' worst-case scenario, their 
capital ratios fell to 6.5% and 6.4%, respectively. Some investors were cautious on the relatively small number of banks failing 
to pass the tests, since a similar stress test last year was criticized as not being stringent enough. 

 

 Meanwhile, the National Association of Realtors reported that existing home sales in America dropped to a seven-month low 
last June, falling by 0.8% month-on-month to a seasonally-adjusted annual rate of 4.77 million. Both figures fell below market 
consensus forecasts of +1.9% month-on-month and 4.90 million annually as the faltering US economy, weak consumer 
sentiment and a worsening job market led to less home sales. The inventory of previously-occupied homes listed for sale grew 
at the end of June to 3.8 million, representing a 9.5-month supply at the current sales pace.  

 

 Markets seemingly ignored another surprise reading in new claims for jobless benefits. Initial jobless claims in the US 
increased to a seasonally-adjusted 418,000 in the week ended July 16, comparing less favorably to median estimates of 
410,000. On the bright side however, the number of continuing unemployment benefit claims – those drawn by workers for 
more than a week declined 50,000 to 3.70 million in the week ended July 9.  

 

 US consumer sentiment, as measured by the University of Michigan Confidence Index fell to its lowest level since March 2009 
on increased negativity over falling income, rising unemployment and government economic policies. The reading plunged to 
63.8 as of early July, from 71.5 previously and a 72.2 consensus forecast. The survey's barometer of current economic 
conditions also fell to 76.3, the lowest since November 2009, from 82.0. 

 
 
Global Bonds 
 

 US Treasury rates increased across the curve as investors sold-off the US 
debt in favor of riskier assets amid easing concerns in Europe. Part of the 
rise in yields were also caused by traders bidding for higher rates in light 
of a potential US sovereign credit rating downgrade. Meanwhile, 5-year 
CDS spreads of the PIIGS eased from record-highs.  

 

 US President Barack Obama decided to sign a short-term increase in the 
US borrowing limit (something he was previously opposed to) prior to the 
August 2 deadline. Despite the positive development, investors are wary 
that the move may just result to a temporary sigh of relief for the markets 
as it is merely a stop-gap measure to buy time for a broader plan to be put 
in place. Moreover, a $3.7 trillion deficit-reduction plan involving tax 
increases and spending cuts embraced by Mr. Obama by mid-week is now 
facing resistance from House Republicans as they are opposed to accept 
new taxation measures. The deficit-reduction plan was crafted by a 
bipartisan group of six senators dubbed as the “Gang of Six”.  

  

 Fitch Ratings commented that in the event that the US government fails to 
raise the debt ceiling by the deadline, any Treasury security that the 
government misses an interest payment on would be immediately downgraded to a B+ rating. The first time this would be an 
issue is on August 4, when $90 billion in Treasury bills would mature. The downgrade would only be from Triple-A to a B+, 
because the ratings agency expects the default to be “cured quickly”.  

 

 Meanwhile, the crafted plan for Greece would be a Eur109 billion rescue package – the second time such a bailout plan has 
been offered to the debt-laden Mediterranean country in over a year. The package from the Eurozone and the International 
Monetary Fund (IMF) would extend over the next three years and would be payable at a seemingly manageable rate of 3.5%. 
However, the new steps to contain the debt crisis from metastasizing across the Continent would entail a selective default on 
Greece’s part as investors in some Greek bonds will be worse off as a result of the deal. Nevertheless, Eurozone leaders are 
hopeful that the new deal will convince global credit watchdogs that chances of full and prompt payment of interest and 
principal on remaining debts are improved over time.  

 

 Meanwhile, the banks, led by Germany and France’s largest financial institutions have already agreed to a series of bond 
exchanges and buybacks still to be outlined by governments. Such a move could potentially reduce Greece’s debt by Eur13.5 
billon. Overall, banks would be contributing around Eur50 billion to the ailing country, which is on top of the Eur109 billion 
rescue package abovementioned. In return, these institutions would have four options to exchange their existing Greek debt: 

US Treasury Yield Curve

Tenor 14-Jul 21-Jul  +/- bps

3m 0.005 0.035 3.00

6m 0.035 0.081 4.60

2y 0.367 0.387 2.00

5y 1.498 1.530 3.20

10y 2.953 2.997 4.40

30y 4.254 4.290 3.60

5-Year CDS Spreads 

Country 14-Jul 21-Jul  +/- bps

Greece 2,350.00     2,000.00  -350

Portugal 1,092.47     943.70     -149

Ireland 1,079.39     907.48     -172

Italy 289.50        252.75     -37

Spain 324.15        308.00     -16
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 - 1

st
 option: Swap existing securities into a 30-year bond at par which would be collateralized by Triple-A rated zero-coupon 

securities purchased by the European Financial Stability Facility (EFSF). The coupon would start at 4% and would tread 
higher to 5% over the life of the bond. The principal would be paid from the proceeds of the purchased debt.  

 - 2
nd

 option: Roll over holdings into 30-year debt at par when the existing bonds mature, with the same collateral and 
interest rate as option 1.  

 - 3
rd

 and 4
th

 option: A “discount bond exchange” into 15- or 30-year bonds, at 80% of par with higher coupons to reflect the 

haircut investors would accept on the value of the bonds.  
 

 In any case, the exchange would cause ratings agencies to place Greece into “selective default” as earlier mentioned. The 
problem now is that the European Central Bank (ECB) made it clear before that it would not accept defaulted bonds as 
collateral for its lending operations. To counteract, governments have committed to provide around Eur35 billion worth of 
insurance in case the Greek collateral is insufficient. The crucial part now, is for the Eurozone countries not to renege on their 
contracts.  

 

 European leaders also agreed to expand its Eur440 billion bailout fund so that it could now be able to buy bonds in secondary 
markets to support prices and to lend directly to member nations on the verge of losing access to critical private funding. The 
empowered fund can also aid troubled banks through recapitalizations to repel speculators. Before, the vehicle was only 
restricted to lending to countries near the brink of default which came at the firm insistence of Germany. Now, Germany’s 
leaders have made a stark reversal, and have even led the push to assemble the new Greek bailout program – which the 
German population has unfortunately frowned upon. In return, German Chancellor Angela Merkel won the commitment from 
banks and other creditors – and not just taxpayers – to bear some of the burden.  

   
 
Currencies 

 

 The euro headed for its first weekly gain against the greenback in three 
weeks after European leaders finally exercised their political will to prevent 
the European debt crisis from metastasizing further into the region. The 
common currency increased by 1.81% against the US dollar to $1.4413, 
and appreciated against the Japanese yen by 1.20% to Jpy113.36.  

 

 The Japanese yen appreciated by 0.62% against the greenback to 
Jpy76.64, which normally suggests flight to quality sentiments. Recall 
however that the yen appreciated to its strongest level in four months to 
Jpy78.30 on Thursday. Currency traders have just started to unload their safe-haven yen holdings on Friday, owing to renewed 
risk appetite.  
 
 

The week ahead (July 25 – July 29) 
 

 With fears of a bloody sovereign debt default in Europe waning, we expect global equity markets to tread higher ground this 
week. Second quarter corporate earnings results, which continue to surprise on the upside would continue to stoke buying 
momentum. Meanwhile, we expect US Treasury prices to recover from last week’s losses as global bond markets are 
confident that the Democrats and Republicans will soon get to an agreement to cut the US budget deficit, raise the country’s 
borrowing limit and avert a default. Comments from the Fed that policy rates may be kept unchanged for an extended period 
may provide short-term support for bond prices. Meanwhile, we expect currency traders to take riskier positions this week, 
which may push the US dollar and the Japanese yen lower against their major trading counterparts.   

 

 The only downside to our bullish call this week is the failure of Eurozone officials and US lawmakers to exercise their political 
will to implement much needed reforms and changes to avoid further debt crises.  

 
 
 
 
 
 
 
 
 

Currencies 

15-Jul 22-Jul % Change

USD/PHP 42.940 42.400 1.27%

EUR/USD 1.4157 1.4413 1.81%

GBP/USD 1.6136 1.6292 0.97%

USD/JPY 79.13 78.64 0.62%

AUD/USD 1.0653 1.0843 1.78%

EUR/JPY 112.02 113.36 1.20%
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Philippine Financial Markets 
 
The local benchmark hit an all time high this week, shattering the 4,500 level, on the back of Mining sector’s sustained 
advance. Local bond yields dropped week-on-week, on improved sentiment for riskier assets. The Philippine peso reached 
a three-year high against the greenback due to favorable growth outlook for the country.  
 
 Local Equities 

 

 The local benchmark was up 19.62 points or 0.44%, week-on-week at 
4,478.36 on the back of rising metal prices and positive developments locally 
and abroad. The PSEi breached the 4,500 mark and reached an all-time 
high of 4,507.04 last July 20 with the Mining sector leading the charge along 
with Banking stocks that rallied in the latter part of the week. 

 

 The collective net profits of corporations listed on the Philippine Stock 
Exchange dropped by 22.6% in the first three months of the year to 
Php106.98 billion compared to a year ago. The PSE report indicated that the 
drop was attributed to lower earnings posted by the industrial, holding firms, 
and services sectors. 

 

 Manila Electric Company (MER) is expecting its profits to flatten for the next few years as regulators imposed a lower price 
ceiling for their electric distribution services. The Energy Regulatory Commission (ERC) imposed a lower maximum average 
price of P1.5828 per kilowatt hour for 2012, which will go further down to P1.5817 by 2015.  

 

 Cebu Air, Inc. (CEB) announced that it flew 15% more passengers in the second quarter of 2011 compared in the previous 
year. The budget carrier reported that it serviced 3.1 million passengers from April to June compared with 2.7 million recorded 
in the prior year.  

 

 Lopez-led First Gen Corp. (FGEN) issued preferred shares worth Php10 billion which will be used to help pay maturing 
obligations. The preferred shares are expected to have a dividend rate of 8% per annum. The company is preparing to pay 
debts amounting to Php5 billion and US$130 million due to mature on 2012 and 2013, respectively. 

 
 

 
Philippine Bond Markets 
  

 Local bond yields dropped again this week by an average -10.66 basis points. 
Notable movers were the three-month issue, declining by -27 bps and the seven-
year paper which dropped by -23 bps. 

 

 The central bank is confident that it would achieve fully the $6.7 billion Balance of 
Payments surplus for 2011. According to Bangko Sentral ng Pilipinas Governor 
Amando M. Tetangco Jr., the higher BOP surplus was due mainly to foreign 
exchange operations of the central bank, investment income from abroad, and 
foreign exchange deposits of the National Government. 

 

 The Board of Investments announced that the guidelines for this year’s Investment 
Priorities Plan (IPP) will be published and become effective on July 27. Micro, small, 
and medium businesses will also enjoy tax perks under the annual list of business 
activities eligible for incentives. The 13 activities prioritized by the government 
include: agriculture/agribusiness and fishery, shipbuilding, mass housing, energy, 
infrastructure, research and development, green projects, motor vehicles, tourism, 
private-public partnerships projects, creative industries and knowledge-based 
services, and disaster prevention, mitigation, and recovery. 

 
 
 
 
 
 
 
 

ROP Yie ld Curve

Issued 15-Jul 22-Jul +/- bps

ROP13 1.33 1.24    -9

ROP16N 2.78 2.68    -10

ROP19N 3.96 3.85    -11

ROP20 4.05 3.99    -6

ROP21 4.13 4.05    -8

ROP24N 4.89 4.90    1

ROP32 5.06 5.34    28

ROP34 5.44 5.42    -2

Peso Yield Curve (PDST-F Reference Rates)

T enor 15-Jul 22-Jul +/- bps

1m 3.18 3.16    -2

3m 3.00 2.73    -27

6m 3.02 2.86    -16

1y 3.36 3.28    -9

2y 3.79 3.77    -2

3y 4.30 4.34    4

4y 4.90 4.82    -8

5y 4.98 4.94    -4

7y 5.73 5.50    -23

10y 6.46 6.41    -5

20y 8.26 8.05    -21

25y 8.26 8.11    -15

 Philippine Stock Exchange Index

15-Jul 22-Jul % Change

PSEi 4458.74 4478.36 0.44%
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Philippine Peso 
 

 The Philippine touched a three-year high on the back of positive fundamentals and a favorable economic outlook. Closing at 
Php42.400, the highest since May 2008, the peso gained 1.26% against the dollar week-on-week.  

 

 The government is confident of meeting its 10% export growth target for the year despite a 3.2% year-on-year drop last May on 
the back of an expected recovery of the electronics sector in 2H2011.  

 

 OFW remittances rose by 6.9% year-on-year to $1.7 billion last May, from a 6.3% increase in April. The Philippine government 
is targeting a 7.0% remittance growth rate for 2011.  

 

 The country’s balance of payments (BoP) surplus tallied $5.016 billion in the first half of the year, edging closer to the $6.7 
billion projection for 2011 on the back of continued strong fund inflows from OFW remittances and foreign capital. Last year the 
BoP surplus stood at $14.4 billion. 

 
 
The week ahead (July 25 – July 29) 
 

 Local equities are seen to trend upwards this week in anticipation of quarterly earnings reports, although some profit-taking 
may ensue after the local bourse recently breached an all-time high. The peso is expected to strengthen further, with investors 
flocking to emerging markets on the approval of the Greek rescue package. Local bonds are expected to continue their 
downward trajectory as investors are optimistic towards the economy’s growth prospects.  

 
 


