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  Global Financial Markets 
 
Global bourses fell the most in 32 months last week as investors dumped stocks on fears of a relapse into global 
recession. Consequently, US Treasury prices rallied after a raft of discouraging data sent investors scrambling for the 
traditional ‘safe-refuge’ US debt. Meanwhile, the Swiss franc, a safe-haven currency rose against the common-currency 
euro and the greenback.  
 
 

Global Equities 
 

 Global equity bourses were massacred last week 
due to a plethora of global uncertainties which 
suggested a possible relapse into global 
recession. Investors turned bearish on worries 
that previous government stimulus efforts were 
not enough to prop up economic activity - or were 
simply ineffective at all. Adding fuel to the fire 
were comments from the European Central Bank 
(ECB) President which painted a grim picture on 
the region’s growth prospects, and unrelenting 
anxiety over peripheral Europe’s still unresolved 
debt woes. Global bourses suffered their worst 
one-day loss last Thursday night since March 
2009, and fell the most in 32 weeks. The Dow 
crumpled 5.42% week-on-week to 11,444.61, 
while the S&P 500 cratered 7.19% to 1,199.38, 
with both indices losing all year-to-date gains. 
The MSCI benchmarks shed at least 8.58%. 
Buying momentum somehow recovered on 
Friday after the US Labor Department reported 
that the change in nonfarm payrolls blew ahead 
of expectations, while the jobless rate dropped to 9.1%. The Dow rose 0.54% Friday while the S&P 500 was flat, inching lower 
by 0.06%.  

 

 The week was marked by a raft of disappointing economic releases in the US. 
 

 The trend started when the government reported that US GDP grew by an annual rate of 1.3% in the second 
quarter, falling below the market’s median estimate of 1.8%. This however did not compare much to the significant 
downward revision to the previous GDP reading in the first quarter, which was revised lower to 0.4% from 1.9%. 
This implies that the economy had already started slowing down even before gasoline prices shot up, and supply 
chains from Japan were hit. The weak second quarter economic expansion came at the heels of a 1.1% drop in 
government spending, as cutbacks and layoffs by state and local governments engulfed an increase in federal 
spending. Consumer spending, which accounts for 70% of the economy grew by a lethargic 0.1%, as confidence 
remained weak due to tight employment conditions.  

 

 US consumer spending unexpectedly dropped by 0.2% month-on-month last June, contracting for the first time in 
almost two years, while the personal savings rate climbed to 5.4% from 5% in May. The contraction in personal 
spending and the increase in savings imply that household confidence is waning, and that consumers are more 
inclined to keep their money than to purchase various goods and services.   

 

 Consequently, consumer confidence in America tumbled to its lowest level since 2009 last July. The University of 
Michigan Sentiment Index clocked in at 63.7, comparing less favorably that the consensus forecast of 64.0, hinting 
that consumers’ prospects for economic growth continued to be negative, with opportunities for employment and 
income increases still bleak.  

 

 The Institute for Supply Management (ISM) showed that its manufacturing purchasing managers’ index (PMI) sank 
to 50.9 last July, surprising on the down side (market estimate of 54.5) and registering much lower than June’s 
reading of 55.3. The drop could be traced to a slowdown in domestic demand in the short-term. Key ISM sub-
indices weakened as well. The production index declined to 52.3 from 54.5, while the factory employment index 
slipped to 53.5 from 59.9. Moreover, the new orders index dropped to 49.2 from 51.6, falling below the crucial 50 

29-Jul-11 05-Aug-11 % Change

MSCI World 1,306.05 1,194.05 -8.58%

MSCI Europe 91.72 82.63 -9.91%

MSCI Asia-Pacific ex-Japan 481.44 439.47 -8.72%

Dow Jones Industrial Average 12,143.24 11,444.61 -5.75%

S&P 500 1,292.28 1,199.38 -7.19%

Global Equity Performance
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point level for the first time since June 2009. A reading below 50 marks a contraction. Meanwhile, the index of non-
manufacturing businesses cooled to 52.7 from 53.3.  

 

 New orders received by American factories dropped by 0.8% last June, pulled down by weak demand for 
transportation equipment. The decrease is in line with market expectations, but is a stark reversal from the 
downwardly revised 0.6% increase in May.   

 

 On the bright side, private companies in the US added 114,000 workers to payrolls in July, according to ADP Employer 
Services, rising at a faster pace than the expected 100,000 increase by the market. The rise was however slower than 
the revised 145,000 additions in June. Bulk of the gain was among small and medium-sized private service companies, 
while big companies with at least 500 employees added just 9,000 workers. Moreover, data from the US Labor 
Department showed American employers added more jobs than forecast in July and the unemployment rate fell for the 
first time in four months. Payrolls rose by 117,000 workers after a 46,000 increase in June. The additions were much 
larger than earlier estimates of 85,000. The jobless rate dropped to 9.1%, though it was mostly due to another decent-
sized drop in the labor force participation rate to a multi-decade low of 63.9%. 

  

 Listed American firms continue to disclose encouraging developments despite the bleak outlook on the US economy:  
 

 Comcast Corp.’s second quarter earnings jumped 16% year-on-year as the firm lost fewer pay-TV customers while 
revenues jumped 51% to $14.33 billion buoyed by its recent acquisition of NBCUniversal.  
 

 Media and entertainment giant Time Warner reported a 14% rise in second quarter profits, which blew ahead of 
analysts’ expectations due to stronger TV network sales and revenue growth at its film unit.  
 

 Oil giant Chevron Corp. reported a 43% rise in second quarter earnings to $7.73 billion or $3.85 per share, blowing 
way past analysts’ estimates. Most of the company’s earnings came from the exploration and production segment, 
which benefited from higher world crude oil prices. Its average selling price of oil per barrel was $104/bbl in the US 
and $107/bbl to the rest of the world, up by 47% and 51% year-on-year, respectively. 
 

 General Motors Co. and Ford Motor Co. reported modest gains in U.S. new-car sales for July as Japanese car 
makers continued to struggle with the industry remaining sluggish for a third straight month. GM said that it sold 
214,915 cars and light trucks, up 7.7% year-on-year, largely on the strength of the Chevrolet Cruze. GM sold 24,648 
of the model, more than three times the year-earlier sales of the car it replaced, the Cobalt. Ford's sales rose 8.7% 
year-on-year to 180,315 vehicles.  

 

 In Europe, ECB President Jean-Claude Trichet acknowledged the risks to growth in the region, saying economic risks 
"may have intensified," and that recent data showed that the growth pace in Europe has decelerated. He also 
commented that the central bank would implement more liquidity operations to provide more cash to financial 
institutions, a tool used at the peak of the global financial crisis to ensure liquidity in case they would not be able to 
source their needs from wholesale funding markets.  

 
  
Global Bonds 
 

 US Treasury prices rallied last week after frigthening global 
economic developments sent investors scrambling for ‘safe-harbor’ 
US debt. The 3-month paper’s yield fell to virtually zero by Friday to 
0.005%. The 10- and 30-year benchmark bond rates dropped by at 
least 23.76 basis points. Yields however rose on Friday after the 
government reported surprisingly positive job market figures. We 
expect bond prices to somehow pare some gains this week given 
that Standard & Poor’s cut the US sovereign rating by a notch after 
markets closed on Friday. Moreover, we are on the view that the 
once globally-accepted risk free asset, may cease to be as such.   
 

 Meanwhile, 5-year credit default swap (CDS) spreads of Italy and 
Spain rose by at least 43 basis points last week on speculation that 
the debt contagion is branching out from Greece. Investors are 
worried that policy makers in the two powerhouses are not doing 

US Treasury Yield Curve

Tenor 29-Jul 5-Aug  +/- bps

3m 0.092 0.005 -8.64

6m 0.153 0.036 -11.70

2y 0.355 0.288 -6.76

5y 1.356 1.250 -10.56

10y 2.796 2.559 -23.76

30y 4.118 3.846 -27.26

5-Year CDS Spreads 

Country 29-Jul 5-Aug  +/- bps

Greece 1,699.99  1,690.66  -9

Portugal 924.19     916.30     -8

Ireland 791.54     774.98     -17

Italy 315.80     386.82     71

Spain 365.00     407.61     43
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enough to prevent the crisis from spreading, while news that Spanish and Italian banks may have to curtail lending (which 
could tip the region’s economy into recession) put the cost of insuring their debt higher.   

 

 S&P slashed America’s long-cherished AAA credit rating for the first time in history to AA+, condemning the nation’s political 
process and lawmakers for failing to cut spending enough to reduce record budget deficits. The ratings agency also kept its 
negative outlook as it is not confident that US lawmakers will end Bush-era tax cuts or tackle entitlements. More broadly, S&P 
explained that the downgrade reflects their view that the effectiveness, stability, and predictability of American policymaking 
and political institutions have weakened at a time of ongoing fiscal and economic challenges to a degree more than what was 
envisioned when they first assigned a negative outlook on the bonds on April 18.   

 

 Recall that the Congress finally saw eye-to-eye on August 2 to raise the nation’s $14.3 trillion debt ceiling by $2.4 trillion, put in 
place a plan to enforce $917 billion in spending cuts over 10 years, and create a congressional committee to close the defici t 
by an additional $1.5 trillion. The total anticipated cut in spending (around $2.4 trillion) is much less than what S&P had 
previously preferred, which was pegged at $4 trillion. Markets actually took the signing of the legislation positively as the US’s 
5-year CDS spread eased to 55.39 basis points Friday from 62.06 basis points a week earlier. Regardless, the ratings agency 
is still unsatisfied as they deem that the fiscal consolidation plan which the Congress and the Administration recently agreed to 
falls short of what would be necessary to stabilize medium-term debt dynamics.  

 

 While the ECB resumed purchases of government bonds for the first time in five months, investors were unnerved that it was 
only buying Portuguese and Irish government bonds, a decision that Mr. Trichet acknowledged was not unanimous. Markets 
are on the view that the choice reflects the central bank’s reluctance to put up the funds needed to tame a crisis, and moreover 
fear of starting an engagement that it may not get out of. Italian and Spanish markets have a combined Eur2.2 trillion worth of 
outstanding bonds. 

  

 Italian and Spanish banks may have to restrict lending, threatening the European economy, as funding markets freeze amid the 
region’s sovereign debt woes. Yields on the two nations’ government bonds climbed to records last week, pushing up the cost 
of borrowing for banks including UniCredit SpA, Italy’s biggest bank and Banco Santander SA, Spain’s largest. The five biggest 
banks in each of the two countries have about Eur240 billion of debt maturing in 2 years, and have not sold bonds since June. 
Recent money market rates point out that the interbank lending market is freezing.  

  
 
Currencies 

 

 The US dollar rallied against its most-traded counterparts on concern 
that the global economy is stalling and Europe’s debt crisis is 
worsening. The rally however may be short-lived given that S&P’s 
downgrade came after markets closed Friday.  

  

 Meanwhile, the Swiss franc rose to a record 76.22 centimes per dollar 
on Tuesday but slightly corrected towards week’s end to gain 2.40%. 
The safe-haven currency also rose against the euro to 1.08336 francs 
per euro, up by 4.41% week-on-week.   

 

 On the one hand, the Japanese yen, another safe-refuge asset 
declined 2.14% on a weekly basis against the US dollar to Jpy78.44 on news that the central bank would intervene in the 
currency market to clamp down the yen’s rapid appreciation. The Japanese yen strengthened to Jpy76.76 against the US dollar 
on July 29, which was a record level. 

 

 Australia’s dollar dropped versus all of its most-traded counterparts as risk appetite faded and the nation’s central bank lowered 
its forecast for growth. The Aussie fell 4.89% week-on-week against the greenback.   

 
 

The week ahead (August 8 – August 12) 
 

 While markets have already expected a downgrade on the US sovereign credit rating, the decision could still generate much 
anxiety to global financial markets which were axed last week by escalating fears on the global economy’s state and periphera l 
Europe’s still unresolved debt woes. The effects of the downgrade, which came after markets closed las t week, could ignite a 
mass exodus out of global equities and some selling of the US dollar this week. Meanwhile, US Treasury prices could move a 
tad lower, as investors may cash in on last week’s price gains. Fund managers may also be forced to sell Treasuries as they 

Currencies 

29-Jul 5-Aug % Change

USD/PHP 42.140 42.580 -1.03%

EUR/USD 1.4398 1.4134 -1.83%

GBP/USD 1.6426 1.6269 -0.96%

USD/JPY 76.76 78.44 -2.14%

AUD/USD 1.0993 1.0455 -4.89%

USD/CHF 0.7855 0.7671 2.40%

EUR/CHF 1.13114 1.08336 4.41%

EUR/JPY 110.54 110.9 0.33%
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are required to hold only AAA-rated bonds. The sell-off however may generate interest back into Treasuries on bottom-fishing 
as prices get attractive. Moreover, some investors, with huge liquidity requirements, and with no other option where to park 
their funds may continue to purchase select Treasury securities.  This is because few bond markets match the depth and 
liquidity of the Treasury market which has $9.3 trillion in outstanding debt. With the downgrade, we expect the cost of funding 
on a global basis to rise as Treasury yields have long been used as the benchmark for a variety of interest rates such as 
consumer loans, corporate loans, repurchase agreements and other money market instruments.  

 

 We also expect demand for other safe-haven assets such as gold (which has risen to a record $1663.80/ounce last Friday), the 
Japanese yen and the Swiss franc to increase given the vagaries in financial markets today. However, given that both the 
Japanese and Swiss governments may intervene in the currency markets to clamp down rapid appreciation, there is a 
possibility that funds may go back to US Treasuries/US dollar - which also functioned as global safe-refuge assets in times of 
market turmoil.  

 

 Last week, we said that we are on the view that over the course of the next few weeks (and months), global investors may shift 
their funds to Asia, where economic fundamentals fare much better when compared to the developed world. Hence, funds 
which seek higher returns and which have higher risk appetites, albeit the weak global economy, may flow into the region given 
the stall in growth in Europe and the US.  

 
 

Philippine Financial Markets 
 
The local bourse retreated week-on-week as global recession anxiety overshadowed first semester earnings results. The 
Philippine peso also reached high levels at the start of the week, but fell sharply at the end on concern that the central 
bank will curb volatility in the currency. Meanwhile, local bond yields were slightly up, week-on-week.  

 
 Local Equities 
 

 Encouraging earnings reports from local issues failed to sustain the index-
high of 4,550.53 reached last Monday as a series of dismal news over the 
lack of accord in Europe about debt and debilitating concerns over the US 
recovery weighed down on investor sentiment. The local bourse was pulled 
back by 66.08 points or -1.47%, week-on-week, to finish in the red at 
4,437.55. 

 

 The Bank of the Philippine Islands (BPI) recorded a 12% increase in net 
income for the first semester to Php6.2 billion from a year ago driven by 
higher net interest earnings. BPI’s return on equity (ROE) was pegged at 
15.3%, while return on assets (ROA) was marked at 1.6% for the first half of 
2011.  

 

 SM Investments Corporation (SMIC) hiked its first semester profit by 13% to Php9.64 billion from a year ago on the back of 
solid operations from its banking and retail & shopping businesses.  

 

 Lopez Holdings Corp. (LPZ) launched a tender offer to buy back its remaining $41 million debt as part of a restructuring 
program to clean up its balance sheet. Lopez Holdings said its board approved the purchase for cash of the company's 
outstanding $20.616 million Eurobonds issued on June 19, 1997, and Php864.61 million long-term commercial papers (LTCPs) 
issued on Sept. 17, 1996. 

 

 Metro Pacific Investment Corp. (MPI) reported good numbers for the first semester, with net profit increasing by 12% to 
Php1.96 billion from prior year levels due to better earnings from its water, power-generation, and health care operations.  

 

 Security Banking Corp (SECB) posted a 33% profit growth for the first six months of 2011 to Php2.4 billion from Php1.8 billion in 
the same period last year. The profit surge was driven by gains from foreign exchange operations and interest earnings. 

 

 International Container Terminal Services, Inc. (ICT) has given up its bid to acquire Singapore-based Portek International Ltd. 
In a statement, ICT said that Japan's Mitsui & Co. Ltd. submitted a higher offer of S$1.40 per share compared to their S$1.20 
bid. Portek operates 7 ports in Asia and Africa. 

 

 The Bureau of Internal Revenue (BIR) has finally released the implementing rules and regulations on the taxation of Real 
Estate Investment Trusts (REITs). Concerns, however, continue to be raised on some of the provisions of the guidelines – 

 Philippine Stock Exchange Index

29-Jul 5-Aug % Change

PSEi 4503.63 4437.55 -1.47%
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namely, the application of taxes and public float requirements. First, property sector stakeholders find the 67% public float 
requirement three years after listing as unattractive since companies wouldn’t want to lose control of their investment 
properties. Secondly, the transfer of properties from principal to REIT companies is subject to 12% VAT, imposing high start-up 
costs to principals interested in sponsoring REITs. 

 

 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. 

 
 
Philippine Bond Markets 
  

 PDST-F rates were slightly up by 1.83 basis points with the 5-year issue gaining 
16 basis points and the 2-year issue increasing by 15 basis points, week-on-
week. The 10-year paper went the other way and declined by 16 basis points 
and the 4-year issue lost 8 basis points, week-on-week.  

 

 The National Statistics Office (NSO) reported that Philippine consumer prices 
rose by 5.1% (using 2006 as base year) in July from a year ago, but slightly 
lower compared to the inflation in June 2011 of 5.2% on slower growth prices of 
food and non-alcoholic beverage items. 

 

 Department of Finance Secretary Cesar Purisima reported that the country's 
budget deficit for the first half of the year totaled Php17.231 billion, better than 
the programmed Php152.128 billion for the period, and Php179.5 billion less 
than the deficit reported in the same period in 2010. Purisima noted that the 
better-than-expected deficit figure in June shows that the administration's 
efforts against tax evasion and smuggling are paying off.  

 
 

Philippine Peso 
 
 

 The local currency soared to Php41.925 on Monday, the highest since April 
2008, but succumbed to profit-taking and fell on renewed concerns over the 
recovery of the US even as their lawmakers reached an eleventh-hour resolution 
of the debt ceiling issue. The Philippine peso sharply declined against the US 
dollar, week-on-week, losing 1.04% to end the week at Php42.580. 

 

 The National Statistics Office (NSO) reported that merchandise imports growth stalled at 1.6% to $4.89 billion in May, year-on-
year, the slowest since October 2009, amid a pronounced slowdown in exports and manufacturing. On a monthly basis, 
imports were down 11.1%, however for the first five months to end-May, imports were still up 17.4% to $26 billion.  

 

 The Bangko Sentral ng Pilipinas is considering to diversify the country's holdings of foreign exchange reserves to minimize the 
impact of a possible credit downgrade of the US even as lawmakers reached a deal to raise its debt ceiling. The BSP is looking 
into investing more in assets in Europe or expanding the country's gold reserves to reduce its exposure in the US.  

 
 
The week ahead (August 8– August 12) 
 

 We expect some panic selling in the local equity market at the start of the week as investors react to the downgrade of US 
government bonds. As the week progresses, the local bourse may bounce back on the back of still strong macroeconomic 
fundamentals and the continued preference of investors to developing and emerging market assets given stalling growth in the 
developed world. Local bond prices are expected to go up as investors seek emerging markets for better yields, given the near-
zero short-term interest rates in the US. At the start of the week, investors may shun the peso in favor of the yen or the franc. 
But given the weak US dollar, the Philippine peso may slightly gain more value as the week progresses, and may trade 
sideways-up to end the week.  

 

 ROP Yie ld Curve

Issued 29-Jul 5-Aug +/- bps

ROP13 1.24 1.15    -9

ROP16N 2.51 2.54    3

ROP19N 3.64 3.56    -8

ROP20 3.85 3.73    -12

ROP21 3.92 3.73    -19

ROP24N 4.67 4.41    -26

ROP32 5.14 4.94    -20

ROP34 5.22 5.01    -21

 Peso Yield Curve (PDST-F Reference Rates)

T enor 29-Jul 5-Aug +/- bps

1m 3.23 3.35    12

3m 2.56 2.58    2

6m 2.76 2.87    11

1y 3.24 3.26    2

2y 3.77 3.92    15

3y 4.08 4.08    0

4y 4.78 4.70    -8

5y 4.98 5.14    16

7y 5.44 5.38    -6

10y 6.31 6.15    -16

20y 8.00 7.96    -4

25y 8.13 8.11    -2


