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  Global Financial Markets 
 
Global equity markets suffered hefty losses as the congressional deadlock in the US triggered selling pressures. 
Investors sold US government bonds as they remain concerned whether Democrats and Republicans would reconsider 
their differences and make a compromise that would successfully raise the federal debt limit. Meanwhile, the Japanese 
yen and the Swiss franc appreciated to record levels against the greenback last week.  
 
 

Global Equities 
 

 Global bourses traded dismally last week, largely 
on account of the impasse in Washington which 
triggered speculation that the US debt ceiling 
may not be raised by the August 2 deadline. 
Weaker-than-forecast US durable goods orders 
in June and a soft Beige Book report from the 
Federal Reserve added to selling pressures. 
Robust corporate earnings results and improving 
job and housing indicators came in too late to 
stop the bleeding. However, the MSCI Asia 
Pacific ex-Japan Index rose 0.86% to 486.32 on 
a weekly basis as equity bulls shifted their funds 
to developing Asia, which painted a far better 
macroeconomic picture than the developed 
world. US equity indices were down by at least 
3.21%, while European stock markets fell 1.21%. 
The MSCI World Index tumbled 2.31% to 
1,312.62.   

 

 Meanwhile, durable goods orders in June fell 
lower than expectations, declining by 2.1% to a 
seasonally-adjusted $191.98 billion. Manufacturers’ orders for durables decreased for the second time in three months, and fell 
much below than May’s 1.9% increase on the back of declining orders for aircraft. 

 

 In its Beige Book survey released on Wednesday, the Fed said that economic activity as measured by manufacturing readings 
continued to grow, but the pace has cooled down in many districts as capital spending plans were muted. Growth has slowed 
down in eight of the central bank’s twelve regions, compared to just four in the last survey. In terms of the job market, the Fed 
reported that most districts were able to modestly increase hiring, though labor conditions remained soft due to still subdued 
wage pressures in most job categories. Meanwhile, it was reported that the housing market remained weak, despite sustained 
construction in the rental market. 

 

 Pending home sales in America surprised on the upside last June, growing by 2.4% month-on-month and 17.3% year-on-year. 
The jump beat median estimates of a 2.0% slowdown month-on-month and a 14.7% increase on a yearly basis. The National 
Association of Realtors reported that the marked improvement may have come from buyers taking advantage of lower prices 
and borrowing costs.  

 

 Applications for US unemployment benefits fell more than forecast last week to the lowest level in almost four months, 
suggesting that the weakness in the jobs market is fading. Initial jobless claims dropped by a seasonally-adjusted 24,000 to 
398,000 in the week ended July 23. The drop also pierced the crucial 400,000 level for the first time since the week ended April 
2. Furthermore, the number of continuing claims – those drawn by workers for more than a week fell by 17,000 to 3.703 million, 
comparing favorably to market estimates of 3.700 million.  

 

 In US corporate earnings results, Exxon Mobile Corp.’s second quarter profit jumped 41% year-on-year to $10.68 billion or 
$2.18 per share, benefiting from higher world crude oil prices and improving refining and marketing operations. Revenues rose 
36% year-on-year to $125.49 billion, beating the consensus forecast of $121.39 billion.  

 

 Chemicals giant DuPont Co. exceeded analysts’ estimates for its second fiscal quarter, and raised its 2011 earnings outlook. 
The company earned $1.37 per share, up against the market’s $1.34 per share forecast. Earnings were boosted by currency 
gains as well as its agribusiness unit, the largest contributor to operating profit. The diversified manufacturer also raised its full-
year profit guidance to $3.90 - $4.50 per share from $3.65 - $3.85 per share previously.  

21-Jul-11 28-Jul-11 % Change

MSCI World 1,343.72 1,312.62 -2.31%

MSCI Europe 93.51 92.38 -1.21%

MSCI Asia-Pacific ex-Japan 482.15 486.32 0.86%

Dow Jones Industrial Average 12,724.41 12,240.11 -3.81%

S&P 500 1,343.80 1,300.67 -3.21%

Global Equity Performance
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 Boeing Co. disclosed second quarter earnings which topped analysts’ estimates. The firm’s profit rose to $941 million, or $1.25 
per share, up from $787 million or $1.06 a share a year earlier. The market expected the company to post an EPS of $1.06 for 
the period, with growth coming from stronger earnings in the defense, space and security segments. 

 

 United Parcel Service Inc. slid 3.3% last Tuesday night despite reporting strong second quarter earnings as the world’s largest 
package-delivery company announced that third quarter earnings would be “fairly slow”. The bellwether reported a 26% 
increase in second quarter profit, led by growth in Europe and China. Adjusted EPS was at $1.05, a cent higher than median 
estimates. Revenues increased 8.1% to $13.19 billion, higher than the market consensus of $13.14 billion.   

 

 Despite the weak US equity market, Dunkin’ Brands Group Inc., owner of the Dunkin’ Donuts and Baskin Robbins chains 
surged 46.6% to $27.85 on its first day of trading. The company sold 22.3 million shares at $19 each in an initial public offering 
last Wednesday night. 

 

 Reports from the Japanese government showed that retail sales advanced 1.1% in June from a year earlier, rebounding from 
the 1.3% drop in May. Analysts surveyed by Reuters forecasted the economic number to register at -0.5%. The improvement 
was partly attributed to an increase in machine, apparel, and food & beverage sales. On the other hand, car and general 
merchandise sales declined. 

 

 Xinhua News Agency reported that a bullet train crashed with another locomotive in China last Saturday, injuring more than 
200 people and killing at least 43 riders. The incident happened when a bullet train which broke down after being struck by 
lightning was rear-ended by another locomotive in Wenzhou city. The US$34 billion Beijing-Shanghai high- speed rail line, the 
world’s longest, saw major delays from storm-related electrical breakdowns at least three times since it opened on June 30, 
raising concerns that the nation was expanding too quickly. 

 
 
Global Bonds 
 

 The short and medium-end of the US Treasury yield curve rose week-on-
week as an imminent sovereign credit rating downgrade prompted market 
participants to bid for higher rates. Consequently, the $35 billion auction 
of 5-year notes last Wednesday was lethargic. The notes yielded 1.58% 
compared with 1.562% before. By week’s end however, prices recovered 
on the back of a modest sale of $29 billion worth of 2.280% 7-year notes, 
the lowest yield offered this year. Despite the stalemate in the US 
congress, investors welcomed the fresh batch of US debt, indicating that 
the private sector is still optimistic that US lawmakers would soon 
reconsider their differences in time for the all-important deadline.  

 

 House Republicans and Senate Democrats could not reach a 
compromise on slashing the federal deficit last week. The Republicans, 
led by Speaker John Boehner are set to vote on a bill that would cut the 
fiscal shortfall by $917 billion over 10 years and raise the debt ceiling for 
a number of months to quell speculators. However, Senate Majority 
Leader Harry Reid, a Democrat, said that if the bill passes congress, 
Democrats would waste no time in rejecting the legislation. He added 
that no Democrat will approve a “short-term Band-Aid that would put [the] 
economy at risk”, and that his $2.2 trillion deficit-reduction proposal is the 
“true compromise”.  

 

 Earlier, the non-partisan Congressional Budget Office (CBO) said that the proposals of both sides would not cut the US budget 
deficit as previously advertised. Mr. Reid’s plan is shy of its $2.7 trillion target, while Mr. Boehner’s reworked proposal would 
save much less than the originally planned $3 trillion.  

 

 Meanwhile, Greece, Portugal and Ireland’s 5-year CDS spreads slightly eased after the Eurozone finally agreed on a rescue 
package for Greece last week. Despite this, the Institute of International Finance (IIF) said that Greek bondholders may resist 
pressures to reinvest in the Mediterranean nation’s securities as part of the bailout program crafted last week. IIF estimates 
that potential losses may exceed 21%. Other financial institutions pegged losses above 21%, suggesting that the IIF 
computation may be too conservative.  

 

US Treasury Yield Curve

Tenor 21-Jul 28-Jul  +/- bps

3m 0.035 0.066 3.10

6m 0.081 0.117 3.60

2y 0.387 0.422 3.50

5y 1.530 1.537 0.70

10y 2.997 2.955 -4.20

30y 4.290 4.257 -3.30

5-Year CDS Spreads 

Country 21-Jul 28-Jul  +/- bps

Greece 2,000.00     1,710.92  -289

Portugal 943.70        928.22     -15

Ireland 907.48        780.85     -127

Italy 252.75        302.07     49

Spain 308.00        347.50     40
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 However, Italian and Spanish 5-year CDS spreads rose week-on-week. Italy sold less than planned in a 10-year bond auction, 
as private funding slowly turned problematic given the country’s 120% debt to GDP ratio. Spanish Finance Minister Elena 
Salgado secured agreement with the nation’s 17 regions to adopt spending rules to win over investors and quell a surge in 
borrowing costs. Regardless, previous reports have said that the proposed rules would take longer to implement than the 
central government have hoped for. Moreover, Moody’s warned that it may cut the Iberian nation’s credit rating.  

   
 
Currencies 

 

 The Japanese yen and the Swiss franc approached record levels against 
the US dollar last week as demand for refuge currencies escalated. The 
franc extended its sixth monthly gain against the greenback to 
CHF0.8012, advancing by 2.25% week-on-week. Meanwhile, the 
Japanese yen continued to gain ground against the US dollar, 
appreciating by 1.22% on a weakly basis to Jpy77.59.  

 

 The euro weakened against the greenback and the Japanese yen as 
currency traders dumped the common currency after reports came out 
that Spain’s credit rating may be downgraded. The EUR/USD currency 
pair fell to $1.4288 as of Friday afternoon, down 0.50% week-on-week, 
while the EUR/JPY cross rate slid 1.69% to Jpy110.86.  
 
 

The week ahead (August 1 – August 5) 
 

 The attention of global financial markets will be centered on the ability of the US Congress to raise the national debt ceiling 
before the August 2 deadline, and the possibility of a downgrade of the long-cherished triple-A US Treasury credit rating. While 
there is consensus in the market that a US default is very unlikely – implying that lawmakers are expected to arrive at an 
amicable settlement at the eleventh hour – there remains a very real possibility that the once globally-accepted risk-free asset, 
US Treasuries, will cease to be as such. News of a cut in the sovereign credit rating of US-government debt will certainly weigh 
on equities as sentiment will be partial towards safer assets such as Gold, the Japanese yen, and the Swiss Franc while fixed 
income yields of sovereigns across the globe may increase as the shock value of the downgrade may push traders to demand 
for higher risk-premiums.  

 

 We are also on the view that over the course of the next few weeks and months that global investors may shift their funds to 
Asia, where economic fundamentals fare much better when compared to the developed world. Such a trend was manifested 
last week, where the MSCI Asia Pacific ex-Japan Index outperformed major global equity indices.  

 
 

Philippine Financial Markets 
 
The local bourse closed marginally higher on a week-on-week basis as gains brought by expectations of robust corporate 
earnings were offset by the grim prognosis in the developed world. Philippine bond yields were lower as investors 
preferred emerging market bonds, and on account of ample system liquidity. Meanwhile, the Philippine peso appreciated 
by 0.62% against the US dollar.   
 
 Local Equities 
 

 Local equities traded flat during the week as expectations of strong corporate 
earnings from listed firms were countered by dim prospects from overseas 
markets. The Philippine Stock Exchange index gained 25.27 points, +0.56%, to 
close at 4,503.63. Local equities also failed to receive support from President 
Benigno Aquino III’s State of the Nation Address (SONA) which seemed to 
disappoint investors because of its failure to discuss the administration’s plans for 
the economy and the much-touted Public-Private Partnerships. 

 

 President Benigno Simeon Aquino III’ delivered his second State of the Nation Address (SONA) last Monday, centering on the 
elimination of the “wang-wang” culture and its broader implications on governance. among his economic accomplishments 
during his first year in office were: successive record highs reached by the Philippine Stock Index; sovereign rating upgrades 
from Moody’s, Standard & Poor’s, Fitch, and Japan Credit Rating Agency; the consequent Php23 billion savings in interest 

Currencies 

22-Jul 29-Jul % Change

USD/PHP 42.400 42.140 0.62%

EUR/USD 1.4360 1.4288 -0.50%

GBP/USD 1.6300 1.6316 0.10%

USD/JPY 78.54 77.59 1.22%

USD/CHF 0.8192 0.8012 2.25%

AUD/USD 1.0851 1.0942 0.84%

EUR/JPY 112.77 110.86 -1.69%
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22-Jul 29-Jul % Change

PSEi 4,478.36 4,503.63 0.56%
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payments from January to April 2011; a 0.80% decline in the unemployment rate from 8.0% in April 2010 to 7.2% in April 2011; 
and the creation of 1.4 million new jobs. Conspicuously missing from the President’s speech however are updates on the 
government’s public-private partnership (PPP) initiative, a significant highlight from last year’s SONA. 

 

 Despite lower sales volume, Manila Electric Co. (MERALCO), the country's largest power distributor, reported a 35% jump in its 
first half consolidated core net income to Php7.8 billion from the Php5.8 billion of the same period last year. The company 
noted that the 1% decline in total electricity sales volume for the half-year was due to cooler temperatures, lower GDP growth 
and the absence of election-related spending. The company has set a profit guideline of Php14 billion in core net income for 
the full year of 2011.  

 

 DMCI Holdings Inc. (DMC) will spend almost $500 million for the expansion of one of its power plants in Calaca, Batangas. The 
expansion is expected to be completed within 33 months and will add to the 600 megawatt Calaca facility it acquired in 2009. 

 

 Semirara Mining Corporation (SCC) posted a net income of Php2.89 billion for the first half of 2011, a 47.9% increase on the 
back of robust international demand and higher coal prices.  

 

 In a disclosure to the Philippine Stock Exchange, Megaworld Corp. announced that it is spending Php25 billion over the next 
seven to ten years to develop the 7.1-hectare former site of the National Police Commission (Napolcom) in Fort Bonifacio into a 
world-class business process outsourcing (BPO) office complex. The development, once completed, will add 500,000 square 
meters of BPO office space to Megaworld’s portfolio and create around 80,000 new jobs.  

 

 The government has earmarked Php22.1 billion of next year’s proposed national budget to fund investments in the 
administration’s centerpiece Public-Private Partnerships (PPP) program. The Department of Budget and Management (DBM) 
said the amount would cover right-of-way purchases, land development and other facilities that would support the large 
infrastructure projects. The government was supposed to bid out 10 PPP projects this year, but it said it may only bid out five, 
as feasibility studies were taking longer than expected. 

 
 
Philippine Bond Markets 
  

 ROP bond yiels traded lower as the twin debt crises in the US and Europe led 
investors to flock to emerging markets where growth were stronger. Meanwhile, 
local bond yields traded generally lower on account of ample market liquidity. In 
fact, the central bank (see below) increased the reserve requirement for banks for a 
second time this year to mop out excess system liquidity.  

 

 On Tuesday, the Bureau of Treasury (BTr) rejected all bids for the government’s 
one-year paper as investors submitted unreasonably high bids. According to 
National Treasurer Roberto Tan, investors opted to park their funds in short-term 
government debt as they wait for the policy rate-setting meeting of the central bank. 

 

 The Bangko Sentral ng Pilipinas (BSP) kept its overnight borrowing rate 
unchanged at 4.50% but raised the reserve requirement for banks to 21% from 
20% in its July 28, 2011 policy meeting. The central bank cited the need to curb 
inflationary pressures stemming from inflows of foreign portfolio investments or hot 
money. The one-percent increase in reserve requirement follows a similar move 
made by the center bank in its previous policy meeting in June. Besides increasing 
the reserve requirement twice this year, the BSP has likewise raising policy rates 
twice this year to allay the rise of commodity prices.        

 
 

Philippine Peso 
 

 Despite the general risk-aversion expressed globally, the Philippine peso rallied to a 
38-month closing high against the US dollar at 42.110 on Wednesday. The 
Philippine peso weakened marginally towards the end of the week but nonetheless 
gained 0.62% week-on-week against the greenback to close at Php42.140. Investors continue to flock to the peso due to the 
country’s relatively more stable macroeconomic picture.  

 
 
 

ROP Yie ld Curve

Issued 22-Jul 29-Jul +/- bps

ROP13 1.24    1.24    0

ROP16N 2.68    2.51    -17

ROP19N 3.85    3.64    -21

ROP20 3.99    3.85    -14

ROP21 4.05    3.92    -13

ROP24N 4.90    4.67    -23

ROP32 5.34    5.14    -20

ROP34 5.42    5.22    -20

Peso Yield Curve (PDST-F Reference Rates)

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

1m 3.16    3.23    7

3m 2.73    2.56    -17

6m 2.86    2.76    -10

1y 3.28    3.24    -3

2y 3.77    3.77    0

3y 4.34    4.08    -26

4y 4.82    4.78    -4

5y 4.94    4.98    4

7y 5.50    5.44    -6

10y 6.41    6.31    -10

20y 8.05    8.00    -5

25y 8.11    8.13    2
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The week ahead (August 1– August 5) 
 

 We expect the local bourse to trade flat this week with investors adopting a wait-and-see attitude ahead of the all-important 
August 2 debt limit deadline. With a downgrade of the US sovereign credit rating slowly becoming a real possibility, we expect 
local bond and ROP bond yields to rise due to the general risk aversion. However, benign inflation and a very respectable 
budget deficit may temper selling pressures. Meanwhile, the local currency may depreciate against the US dollar on profit-
taking.  

 

 Nevertheless, to reiterate what was mentioned above, demand for emerging market securities may increase in the coming 
weeks and months.  


