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August 15, 2011 

  Global Financial Markets 
 
Global equity markets continued to spiral downwards last week, extending losses from the most lethargic trading week in 
32 months. US Treasury yields traded mixed, as investors remain perplexed on investing in long-term US debt. Meanwhile, 
the common-currency euro slid against the US dollar, the Swiss franc and the Japanese yen.  
 
 

Global Equities 
 

 Global equity markets extended losses last week 
after several bourses surrendered their year-to-
date gains two weeks ago when markets fell the 
most in 32 months. Selling pressures were felt 
the most in Asia, where the MSCI Asia Pacific ex-
Japan index cratered 8.14%. Europe dropped 
5.80% week-on-week, while the MSCI World 
shed 3.46% as losses were tempered by a 
recovery in prices in the US and Europe 
Thursday night. US equity prices improved with 
nowhere to go but up, after being battered by an 
average of -4.83% in three of the last five trading 
sessions. Buying momentum was also 
underpinned by a surprising initial jobless claims 
reading. The renewed investor interest eventually 
found its way to Europe. Fears of a global 
recession, which was prevalent in all of last 
week’s trading sessions seemed to have been 
overblown. As of Friday afternoon, most Asian 
bourses ended in the green.  

 

 Total wholesale inventories in the US climbed just 0.6% last June to a record $458.7 billion according to the Commerce 
Department. The growth however was muted, rising to its slowest pace in the past seven months and fared much lower than 
the market’s median estimate of +1.0% and +1.7% in May. Wholesalers may be trying to limit the amount of unsold 
merchandise on hand after US economic expansion in the first semester unexpectedly declined. Sales at wholesalers grew by 
0.6% as well.  

 

 The US trade imbalance unexpectedly widened more than forecast in June to $53.07 billion, up by 4.4% and is the highest 
trade gap in more than two and a half years as both exports and imports fell. This compares lethargically than May’s 
downwardly revised deficit of $50.8 billion. The real or inflation-adjusted deficit, which economists use to measure the impact of 
trade on GDP, rose to $50.89bln from $47.9 billion. Exports declined 2.3% to $170.86 billion while imports were down 0.8% at 
$223.92 billion.  

 

 Initial jobless claims in the US dropped 7,000 to a seasonally adjusted 395,000 in the week ended August 6, faring much better 
than the market’s median estimate of 405,000. Meanwhile, continuing claims fell 60,000 to 3.688 million in the week ended July 
30, surprising on the downside against the consensus forecast of 3.725 million.  

 

 Regardless of the negative consumer outlook in America, retailers/consumer-oriented firms still managed to report very healthy 
earnings last week. Recall that two weeks ago, economic releases showed that consumer spending unexpectedly dropped 
0.2% month-on-month in June while consumer confidence tumbled to its lowest level in 2009 last July. Now, will these 
companies be able to sustain earnings and the jumps in sales despite downbeat consumer sentiment in the US? We think that 
it mostly boils down to a sustained improvement in the jobs market. The jobless rate decreased for the first time in four months 
last July to 9.1%, but the slide was mostly due to another decent-sized drop in the labor force participation rate to a multi-
decade low of 63.9%. The rate now is so much higher compared to pre-crisis levels of around 4.8%. Nonetheless, payrolls rose 
by 117,000 workers last month after a 46,000 increase in June, while latest data show that initial jobless claims decreased 
more than forecasted. Is a recovery in the jobs market on its way? Jobs buoy consumer confidence, and consumer confidence 
can do wonders for retailers and consumer-oriented businesses:  

 

 Macy’s Inc.’s net income for the second quarter of the year grew 64% year-on-year on the back of surging demand 
online and much improved same-store sales. Revenues blew ahead of expectations, magnifying by 7.3% to $5.94 
billion, comparing favorably that the consensus forecast of $5.88 billion.  

04-Aug-11 11-Aug-11 % Change

MSCI World 1,208.40 1,166.54 -3.46%

MSCI Europe 84.16 79.28 -5.80%

MSCI Asia-Pacific ex-Japan 459.95 422.52 -8.14%

Dow Jones Industrial Average 11,383.68 11,143.31 -2.11%

S&P 500 1,200.07 1,172.64 -2.29%

Global Equity Performance
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 Meanwhile, Ralph Lauren Corp. disclosed that earnings during the second quarter of its fiscal year mounted 52% due to 
stronger-than-forecast sales from its retail segment. The company reported earnings worth $184.1 million or $1.90 per 
share, up from $120.8 million or $1.21 per share a year earlier. Revenues surged 32% year-on-year to $1.53 billion. 
Wholesale sales rose 29%, while retail sales skyrocketed 37%. The company admitted that despite the Fall and Holiday 
selling seasons, they are concerned about macroeconomic uncertainty and the inflation. Nonetheless, the company is 
confident in the strength of their brand.   

 

 McDonald's Corp.'s global same-store sales rose 5.1% in July, reflecting continued growth in all regions. Systemwide sales 
rose 14% in July, or 7.1% excluding currency fluctuations. In the US, same-store sales rose 4.4% on the continued 
popularity of its McCafe beverages as well as the recently introduced Mango Pineapple Smoothie.  

 

 Capital One Financial announced that it will buy the US credit card business of HSBC for a premium of about $2.6 billion as a 
means to advance its credit card portfolio. The acquisition would include HSBC’s $30 billion credit card business. The sale o f 
the US credit card division comes a little more than a week after HSBC announced that it will sell almost half of its retail 
branches in the US, which includes that sale of 195 branches in New York and Connecticut to First Niagara Financial Group. To 
quell speculation, HSBC said that the decisions are part of its plan to make the bank a more internationally focused business, 
and reassured that the US is still considered a key market in its overall business strategy. 

  

 In Europe, France’s GDP unexpectedly stalled in the second quarter as consumer spending plunged and exports remained flat. 
The euro region’s second-largest economy did not expand at all (0.0%) after median estimates called for a 0.3% quarter-on-
quarter increase, after GDP rose 0.9% in the first quarter. The slowdown in growth may jeopardize President Nicolas Sarkozy’s  
target of 2% growth for 2011, which is a key component in the government plans to reduce its deficit.  

 

 In Asia, the Chinese customs reported that the country’s trade surplus grew significantly in July, bolstered by larger-than-
forecast export growth and highlighting the strength of the economy despite a slowdown in other continents. The trade surplus 
widened to US$31.5 billion, considerably higher than the US$27.5 billion forecast of analysts surveyed by Reuters and more 
than the US$22.27 billion figure in June. The same report showed that export growth hastened to 20.4%, faster than the 17.4% 
market estimate of analysts surveyed by Reuters and better than the 17.9% figure in June.  

 
  
Global Bonds 

 

 Despite the debt rating downgrade two weeks ago, investors 
continued to flock to US Treasuries for the most part of the week, 
sending yields to levels not seen since January 2009. This buying 
momentum was largely evidenced in the primary auctions on 
Tuesday and Wednesday night where the Treasury successfully 
sold $56 billion worth of 3- and 10-year bonds. Both auctions drew 
the lowest-ever yields at 0.5% for the 3-year paper and at 2.14% 
for the 10-year debt. Buying momentum was further stoked after 
the US Federal Reserve pledged to keep its key policy rate at near-
zero until mid-2013. However, the short and long-end of the yield 
curve succumbed to selling pressures by week’s end. Traders took 
profits on short-dated debt after the 3-month rate fell to virtually 
zero two weeks ago. Long-dated Treasury yields rose on the back 
of a poorly received $16 billion 30-year bond auction on 
Wednesday. The bid-to-cover ratio just registered at 2.08, the 
worst showing since February 2008, indicating investors’ hesitation 
towards buying long-dated debt. A recovery in risk appetite at the 
end of the week also pushed investors to dump the relative safety 
of US Treasuries.  

 

 While the downgrade suggests that US debt is no longer one of the safest investments in the world today, we argue however 
that no other bond market can equally match the depth and liquidity of the $10 trillion Treasury market. Majority of the financial 
community still deem that Treasuries are safe-haven investments.  

 

 The US Federal Reserve said that it will keep its record-low target rate, which is currently at 0.25% at near-zero until mid-2013 
due to its grim economic prognosis in America. Fed officials have downgraded their forecasts on the US economy for a third 

US Treasury Yield Curve

Tenor 4-Aug 11-Aug  +/- bps

3m 0.005 0.010 0.51

6m 0.036 0.066 3.03

2y 0.255 0.184 -7.07

5y 1.088 1.017 -7.18

10y 2.403 2.340 -6.29

30y 3.671 3.769 9.83

5-Year CDS Spreads 

Country 4-Aug 11-Aug  +/- bps

Greece 1,715.98     1,757.72  42

Portugal 968.34        883.61     -85

Ireland 838.05        786.34     -52

Italy 390.00        370.84     -19

Spain 429.59        369.83     -60

France 143.18        169.17     26
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time this year, commenting that growth has been “considerably slower” than expected. The Fed also announced that it is 
prepared to use various tools to bolster the economy.  

 

 The fiscal shortfall in the US exceeded $1 trillion by July as the government spent more than it had collected. Disbursements 
were $129.38 billion more than collections last month, which pushed the deficit wider to $1.1 trillion in the first 10 months of the 
fiscal year. On the bright side however, the shortfall this year is lower compared to the deficit recorded in the same period last 
year, which was at $1.169 trillion. With the Congress finally approving a bill that would increase the country’s federal debt limit 
and would also including cutting spending for the next 10 years, the budget gap is expected to narrow moving forward.   

 

 Meanwhile, Credit default swap (CDS) spreads mostly declined among the PIIGS week-on-week on news that French and 
German leaders will hold emergency meetings to discuss options to strengthen the Eurozone. However, the cost of insuring 
Italian and Spanish debt rose even after their respective sovereign bond yields dropped by week’s end. European Central Bank 
purchases of Italian and Spanish bonds have yet to persuade investors that both countries can overcome a debt-crisis 
contagion. Greek CDS spreads rose 42bps week-on-week as markets forecasted that the Greek economy slowed down by 
0.8% in the second quarter.  

  

 The European spotlight has now turned on France, the Eurozone’s second-largest economy. As reported above, French GDP 
was unchanged from the first quarter, after median estimates pointed to a 0.3% expansion. Concerns about debt and slow 
growth have caused the country’s 5-year CDS spread to widen by 26bps week-on-week. Much more, CDS spreads on French 
bonds have doubled in the past six weeks, while yield spreads versus German bunds rose to a euro-area record this week. In 
fact, 5-year CDS spreads on Philippine sovereign bonds are currently trading at 168.16bps.  

 

 In Asia, China’s National Bureau of Statistics reported that inflation in July hastened to the fastest pace in 3 years. This 
highlighted the possibility of further monetary tightening which could weigh on the nation’s growth. The government agency 
claimed that consumer prices rose 6.5% from the previous year, mainly due to a sharp increase in food prices. The figure 
compared to a 6.4% market estimate by analysts surveyed by Bloomberg and a 6.4% reading in June. In another report, the 
government agency said that industrial output climbed 14.0% in July from the previous year, less than the 14.6% market 
forecast and less than the 15.1% uptick in June. This release hinted that a moderation in economic growth might help ease 
inflationary pressure.  

 

 
Currencies 

  

 Week-on-week, the euro fell against the greenback, the Swissie and the 
yen on worries that industrial production in the region stalled in June, a 
contraction in Greece’s economy, and speculation that the ECB will slash 
its main refinancing rate as austerity measures continue to crimp growth. 
French GDP, which surprised on the downside, added to euro selling 
pressures towards the latter part of the week. The 17-nation currency was 
poised for its biggest weekly drop in three months against the yen.  

 

 With global investors on bearish mode for the most part of the week 
(evidenced by the sell-off in global equities), demand for safe-refuge 
currencies increased. The yen rose to a record against the greenback to 
Jpy76.63, up 2.31% week-on-week, while the Swiss franc gained 0.39% 
against the greenback to 76.44 centimes per US dollar.  

 

 Chinese policymakers are allowing their currency to appreciate as slowing global economic growth threatens to ignite a new 
recession. The renminbi increased 0.72% this week, more than any weekly uptick since December 2007, and surpassing the 
6.4 per dollar level for the first time in 17 years. The appreciation of the yuan—the strongest gain in more than three years—
may help bolster a weak global recovery as Chinese importers get more artillery to purchase goods from the weak economies of 
US and Europe. 

 
 

 
 
 

Currencies 

5-Aug 12-Aug % Change

USD/PHP 42.580 42.640 -0.14%

EUR/USD 1.4282 1.4196 -0.60%

GBP/USD 1.6391 1.6192 -1.21%

USD/JPY 78.40 76.63 2.31%

AUD/USD 1.0442 1.0290 -1.46%

USD/CHF 0.7674 0.7644 0.39%

EUR/CHF 1.09541 1.08525 0.94%

EUR/JPY 111.97 108.81 2.90%
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The week ahead (August 15 – August 19) 
 

 Given that the overhang on the US debt downgrade is waning, investor sentiment for the week will take cue from key macro 
releases in the US, and developments in PIIGS and France. We expect global equity markets to trade sideways this week as 
economists expect that American consumer confidence in August may have dropped to its lowest level since March 2009. 
Adding to selling pressures are worries on France’s mounting debt and stalling growth problems. However, bottom-fishing may 
ensue after equity valuations have turned cheap due to the major sell-offs in the previous weeks. Consequently, US Treasury 
prices may rise as investors flock to the relative safety of US debt to avoid anticipated volatilities in financial markets. We 
expect the Japanese yen and the Swiss franc to slightly appreciate against the US dollar as demand for these safe-refuge 
currencies may be countered by central bank interventions in the currency market.  

 

 Remember however that surprise consumer readings (consumer confidence and advanced retail sales) may start a vast wave 
of buying momentum. A trigger that markets have been waiting for the past three weeks.  

 
 

Philippine Financial Markets 
 
The PSEi suffered a weekly drop on the adverse effects of the US credit rating downgrade, mirroring its Asian counterparts. 
The local currency also declined, as aversion to risk assets was fueled by the rating downgrade. Local bonds were also 
down by an average of -31.85 basis points. 
 
 

 Local Equities 
 

 The index relied on strong fundamentals to mount a rally at the end of the 
week and pare its losses, ending at 4,321.7. However, week-on-week, the 
index declined by -2.61% amid the shockwave of the US credit rating 
downgrade and the continuing saga of the Euro debt crisis.  

 

 Universal Robina Corporation (URC) posted a 24% decline in its earnings 
for the first nine months of its fiscal year ending September 2011 to Php4.9 
billion on the back of rising commodity costs.  

 

 Manila Water Company (MWC) reported that its net income for the first half 
of the year inched up by 2% to Php2 billion from Php1.9 billion recorded in the same period last year. The water utility also 
reported that its customer base grew by 5% for the period.  

 

 Ayala Land Inc. (ALI) reported a first-half net earnings growth of 35% to Php3.38 billion on the back of improved property sales 
and hotel revenues. Meanwhile, RFM Corp. (RFM) incurred a 56% drop in net profits for the second quarter to Php113 million, 
dragged down by higher commodity prices and marketing and selling expenses.  

 

 Globe Telecom (GLO) recorded a 19% profit growth to Php2.51 billion for the second quarter of 2011 from Php2.11 billion 
posted in the same period last year driven by solid performance across all its businesses. Globe's first semester earnings 
amounted to Php5.5billion, up 9% from the Php5.06 billion posted in the same period in 2010.  

 
 
Philippine Bond Markets 
  

 PDST-F rates were down by -31.85 basis points, week on week. Notable 
movers were the one-month issue which declined by -92 basis points, the six-
month paper which dropped by -64 basis points, and the three-month issue 
which lost -55 basis points.   

 

 The Bangko Sentral ng Pilipinas (BSP) reported that Philippine banks 
recorded the fastest lending growth in more than two years at 18.8%. 
Bank loans reached Php2.59 trillion in the first half of the year from 
Php2.18 trillion in the same period last year on the back of increased 
domestic economic activities such as corporate expansions and 
household consumption.  

 Philippine Stock Exchange Index

5-Aug 12-Aug % Change

PSEi 4437.55 4321.73 -2.61%

Peso Yield Curve (PDST-F Reference Rates)

Tenor 5-Aug 12-Aug +/- bps

1m 3.35    2.43    -92

3m 2.58    2.03    -55

6m 2.87    2.23    -64

1y 3.26    2.75    -50

2y 3.92    3.56    -36

3y 4.08    3.75    -33

4y 4.70    4.69    -1

5y 5.14    4.92    -23

7y 5.38    5.30    -8

10y 6.15    6.02    -12

20y 7.96    7.92    -5

25y 8.11    8.07    -4

AVERAGE -31.85
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 Government borrowings for the first semester of 2011 jumped by 
over 12 times to Php297.58 billion from just Php23.965 billion in the 
first half of last year. The spike in state debt was attributed to the 
huge amount of maturing obligations that the government had to 
settle.  

 

 The BSP reported that consumer loans extended by banks hiked 15.3% to 
Php481.2 billion in the first quarter of the year from Php471.15 billion in the 
same period last year, driven by double-digit growth in real estate, 
automotive, and other consumer loans.  

 
 

Philippine Peso 

 

 The local currency dropped 0.14%, week-on-week against the dollar to finish at Php42.640 as investors became wary of about 
emerging market assets after the credit rating downgrade of US.   

 

 Philippine export earnings declined by 10.2% to $4.092 billion in June on weak consumer demand from foreign 
markets. The National Statistics Office (NSO) also reported that electronics exports sharply dropped by nearly 
24% to $2.211 billion from last year. 

 

 The central bank reported that foreign direct investments (FDI) into the country grew 15.3% in the first five months 
of 2011 to $714 million from $619 million in the same period last year, driven by an optimistic economic outlook, 
slower inflation, and improved fiscal position.  

 
 
The week ahead (August 15– August 19) 
 

 We see the sell-off last week as a knee-jerk reaction and we believe that local shares are still supported by healthy economic 
and corporate fundamentals. However, the index is still sensitive to developments from abroad, particularly Europe's efforts to 
resolve the debt crisis and the status of the US economy. The Philippine peso is seen to recover against the greenback on 
expectations of improved remittances for the month. For fixed income, we see immediate pressure on ROP bonds, as investors 
try to reduce duration amid increased risk aversion and rising US Treasury yields. 

 
 

 ROP Yield Curve

Issued 5-Aug 12-Aug +/- bps

ROP13 1.15    1.01    -14

ROP16N 2.54    2.68    14

ROP19N 3.56    3.80    24

ROP20 3.73    3.82    9

ROP21 3.73    3.90    17

ROP24N 4.41    4.80    39

ROP32 4.94    5.32    38

ROP34 5.01    5.33    32

AVERAGE 19.98


