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September 12, 2011 

  Global Financial Markets 
 
Global equity experienced a decrease this week due to continuous negative economic releases as well as the debt crisis 
in Europe continues. On the other hand, US Treasury prices go up as a reaction to the increasing risk in the equity market. 
For currencies, Both the Japanese yen and the Swiss franc depreciated against the US dollar after the intervention of the 
Swiss National Bank on their currency’s appreciation. 
 

Global Equities 

 

 Global equity markets mostly went down because 
of a couple of issues during the past week. One 
of which is the continuing debt crisis that Europe 
is facing. The second one is the negative results 
that the US economic indicators have been 
showing. In particular, job growth was shown to 
be stagnant along with a decrease in mortgage 
applications. The US market went down for 4 out 
of the 5 days with the rise only occurring because 
of President Barack Obama’s plan to inject $447 
billion into the economy to spur growth. Although 
the rise was the biggest rally in two weeks, the 
continuous decrease gave the global equities a 
net loss. The three MSCI indices all went down. 
MSCI World, MSCI Europe and MSCI Asia-
Pacific ex-Japan went down by -2.79%, -3.46% 
and -2.37%, respectively. The two Main indices 
also followed by -1.72% change in the Down 
Jones Industrial Average as well as a -1.54% 
movement in the Standard & Poor’s 500 Index. 

 
 

 The financial sector is the one leading the decline as they continue to face the pressure from investors who expect them to 
recapitalize. In addition, banks are being pulled down further by the lawsuit that was filed by the United States against 17 
financial institutions who sold nearly $200 billion in mortgage-backed securities to Fannie Mae and Freddie Mac. The Royal 
Bank of Scotland Group plunged by 12.3% along with Deutsche Bank’s fall of 8.9% as they were among the 17 institutions. 
 

 Job growth in the US has unexpectedly gone still with the change in US nonfarm payroll registering at 0 in August from 117,000 
the previous month. The unemployment rate also had a flat movement and was reported at 9.1% which was the same as both 
the previous month and the market estimate. This adds pressure to both the Federal Reserve Chairman Ben Bernanke and US 
President Barack Obama on the risk that the economy might be stalling two years after the last recession. 
 

 The financial sector is the one leading the decline as they continue to face the pressure from investors who expect them to 
recapitalize. In addition, banks are being pulled down further by the lawsuit that was filed by the United States against 17 
financial institutions who sold nearly $200 billion in mortgage-backed securities to Fannie Mae and Freddie Mac. The Royal 
Bank of Scotland Group plunged by 12.3% along with Deutsche Bank’s fall of 8.9% as they were among the 17 institutions. 

 

 Adding to the negative sentiment towards the US economy, the Federal Reserve Bank of Minneapolis President Narayana 
Kocherlakota signaled reluctance in supporting more stimuli even after job reports showed stagnant movement in both the 
unemployment rate and in the number of payrolls. 

 

 Mortgage applications in the US fell for the third consecutive week. The Mortgage Bankers Association’s index decreased 4.9% 
for the period ended Sept. 2. Having this kind of figure in a near-record low borrowing cost setting says quite a bit about 
consumer confidence since buyers are hesitant to buy even if mortgage rates are at record lows. 

 

 Claims for US unemployment benefits rose by 2,000 to 414,000 in the week ended September 3. Comparing this to the market 
estimate of 405,000 is a sign that the labor market still struggling more than two years after the recession has ended. 

 

01-Sep-11 08-Sep-11 % Change

MSCI World 1,203.17 1,169.62 -2.79%

MSCI Europe 82.67 79.81 -3.46%

MSCI Asia-Pacific ex-Japan 440.16 429.71 -2.37%

Dow Jones Industrial Average 11,493.57 11,295.81 -1.72%

S&P 500 1,204.42 1,185.90 -1.54%

Global Equity Performance

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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 On a positive note, the trade deficit in the US decreased more than the forecast in July due to exports reaching a record figure 
of $178.035 billion from $171.802 the previous month. The trade balance shrank by 13.1% to -$44.8 billion from a revised of -
$51.6 billion in June. 

 

 Services unexpectedly expand at a faster pace. The Institute for Supply Management’s index of non-manufacturing businesses 
increased to 53.3 in August compared to 52.7 in the previous month. This actually contradicts the estimate of it lowering to 51 
and in continuing the comparison, according to a Bloomberg News Survey, a reading above 50 signals expansion. 

 

 HSBC Holdings Plc confirmed that discussions regarding a possible sale of HSBC Bank Canada’s full service investment 
advisory division of its retail brokerage business have taken place. Although, as of the present, no decision has been made. 

 

 The German market has hit a two-year low with the DAX index declining 5.3% to 5,246.18. As the European debt crisis 
continues, they performed worse than their European counterparts as Chancellor Angela Merkel’s party faced voters who were 
disillusioned with Germany’s role in supporting Greece and other troubled euro-zone countries. The FTSEurofirst 300 Index 
closed at 38.56 points or 4.06% lower at 910.06. 

 
  
Global Bonds 

 

 The flock to US Treasuries continued on during the first few days of 
the week but was turned around for a bit as a response to US 
President Barack Obama’s plan to inject money in the US 
economy. 
 

 US treasury prices rose as a reaction to the negative job reports. 
Given that the job growth was unchanged in August, making it the 
weakest performance this year. 
 

 The 10-year benchmark yield reached all-time lows earlier to 1.91% 
but ended up just 1 bp lower than the previous day at 1.98% on 
September 6, 2011 
 

 At the end of the week, US treasury yields went down as Federal 
Chairman Ben Bernanke said that inflation is at comfortable levels. 

 
 
Currencies 

  

 Week-on-week, the Swiss franc depreciated against most of its peers mainly because of their central bank’s intervention. A 
ceiling was imposed on the appreciation on the Swiss Franc. The Japanese yen followed the same behavior because of 
speculation that they might act in the same way. The Swissie depreciated by 9.54% to 87.14 centimes against the greenback 
while the Japanese yen fell by 0.89% to against the US dollar to JPY77.49. 
 

 On the other hand, the US dollar appreciated against most of counterparts for the same reason as above plus the fact that US 
President Barack Obama proposed a $447 billion plan to spur growth. 

 
The week ahead (September 12 – September 16) 
 

 Global financial markets would still largely depend on the outcome of economic releases in the US as well as positive 
developments in Europe. The lack of a detailed plan from the Federal Reserve disappointed investors but if economic releases 
turn out to better-than-expected, this could put equity markets back on a positive note. Also, if positive developments regarding 
US President Barack Obama’s proposal surface, we might see a jump in the market. On the other hand, the drop might continue 
if the economy continues to stagnate like the job reports have been signaling. 
 

 The continuing volatility on the financial markets continues to push investors away from risk. However, if investors decide to 
invest in some of the usual safe havens such as the Japanese yen and the Swiss franc, they might find themselves 
disappointed since the Swiss National Bank has clamped their currency’s appreciation while the Japanese yen is speculated to 
follow. This further puts pressure on the other safe havens such as US debt as well as gold. 

US Treasury Yield Curve

Tenor 1-Sep 8-Sep  +/- bps

3m 0.010 0.010 0

6m 0.041 0.056 2

2y 0.180 0.188 1

5y 0.896 0.867 -3

10y 2.130 1.979 -15

30y 3.495 3.309 -19

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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5-Year CDS Spreads

Country 1-Sep 8-Sep  +/- bps

Greece 2,324.94 3,025.74 701

Portugal 953.23 1,065.58 112

Ireland 777.03 835.78 59

Italy 384.92 433.75 49

Spain 374.46 390.82 16

France 162.68 171.50 9
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Philippine Financial Markets 
 
The local bourse was down during the week on renewed fears about the strength of global growth. The peso weakened 
against the US dollar on expectation of more relaxed restrictions on dollar purchases to help stem appreciation in the peso. 
 
Local Equities 
 

 Headwinds coming from foreign markets caused a general retreat 
in local stocks during the past trading week. The local bourse 
however proved its resilience once again as the bellwether 
Philippine Stock Exchange index (PSEi) surrendered just 1.06% 
during the week compared to the 1.5- to 3-percentage point drops 
of major averages. The PSEi closed the week at 4,346.07, down by 
46.84 points from its 4,392.91 close last Friday.        

 

 Philex Mining Corporation (PX) reported that its ore production from 
its Padcal mine for the January to August period rose by 48% to Php10.99 billion from Php7.42 billion in the same period last 
year. PX also stated that its shipments value for the first eight months of 2011 surged by 52.56% to Php9.23 billion from 
Php6.05 billion in the same period last year. 

 

 The Manila Electric Company (MER) is expected to hike charges starting this month after being permitted by the Energy 
Regulatory Commission (ERC) to recover Php944 million of foregone generation charges . Meralco will charge an additional 
Php0.0306 per kilowatt-hour (kWh) for six months to recover the differential generation charge for the February 2010 supply 
month.  

 

 The Philippines took the No. 75 spot in the World Economic Forum's (WEF) 2011-2012 Global Competitiveness Report, 
jumping by 10 ranks on the back of significant gains in the macroeconomic environment, technological readiness, and good 
market efficiency. The 10-place jump was the highest for the Philippines since it entered the survey in 1994.  

 
 
Philippine Bond Markets 
  

 Week-on-week, local government bond yields fell by an average of 19.57 basis 
points, with rates falling most in the short-end of the yield curve. Bond prices 
were supported by a lower-than-forecasted increase in consumer prices for 
August, which prompted the monetary officials to keep its overnight borrowing 
rate unchanged. 

 

 The monetary board expectedly kept policy rates unchanged in its September 8, 
2011 meeting amid signs of slower inflation and rising growth concerns. The 
central bank’s policymaking board raised interest rates by 25 basis points in 
March and in May, following this up with higher bank reserve ratios in June and 
July. Its overnight borrowing and lending rates are 4.5% and 6%, respectively, 
while the reserve requirement is 21%. The BSP could consider “easier 
monetary policy” if “the [inflation] outlook continues to be benign and growth 
prospects appear to be less and less favorable.”  
 

 Data released by the Bureau of the Treasury showed that the national 
government gave out Php1.1 billion worth of subsidies to 26 state-owned and –
controlled corporations in July, representing a 39% decrease from the Php1.8 
billion released in the same month last year. For the seven months of 2011, 
total disbursements have reached Php15.26 billion, up 65% from the same 
cumulative period last year. The top recipient during the first seven months of 
this year was the Philippine Health Insurance Corp., or PhilHealth, which has 
received. Php5.177 billion. 

 

Tenor 2-Sep 9-Sep % Change

1m 1.37 1.14 -23

3m 1.13 0.58 -55

6m 1.15 0.79 -36

1y 1.54 1.08 -45

2y 2.90 2.62 -29

3y 3.23 3.18 -4

4y 4.48 4.40 -7

5y 4.79 4.79 0

7y 5.06 5.04 -2

10y 5.75 5.77 2

20y 7.47 7.26 -22

25y 7.67 7.54 -13

Average -20

Peso Yield Curve                                         

(PDST-F Reference Rates)

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

-31.85

Tenor 2-Sep 9-Sep % Change

ROP13 1.5750 1.5780 0

ROP16N 2.5640 2.5460 2

ROP19N 3.5530 3.6080 -6

ROP20 3.6670 3.6780 -1

ROP21 3.6970 3.7030 -1

ROP24N 4.4200 4.4290 -1

ROP32 4.9250 4.9590 -3

ROP34 4.9650 4.9650 0

Average -1

ROP Yield Curve

2-Sep 9-Sep % Change

PSEi 4,392.91 4,346.07 -1.07%

Philippine Stock Exchange Index
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Philippine Peso 
 

 The local currency shed 35 centavos or 0.83% against the dollar during the week, closing at Php42.490 on speculation that the 
central bank will loosen restrictions on dollar purchases to help stem appreciation in the peso which is a risk to exporters. 

 

 The Bangko Sentral ng Pilipinas (BSP) is expecting the country's gross international reserves (GIR) to hit a new record level of 
$74 billion to $75 billion for 2011 as foreign capital inflows to emerging markets continue to rise. The country's GIR is at the 
$71.89 billion level as of end-July.  

 

 The BSP also announced that the national government has the option to buy dollars from the central bank and pay in pesos 
due to the ample liquidity in the system. BSP Governor Amando Tetangco Jr. said that the government should take advantage 
of the low inflation and interest rates in financing government borrowings. 

 
The week ahead (September 12 – September 16) 
 

 We expect the local bourse to remain resilient this week. While some investors may opt to stay on the sidelines given the 
absence of concrete stimulus measures from top US officials, buying momentum should remain (particularly with the locals) as 
the region is still deemed by many to be able to weather the weakening global economy. Meanwhile, we expect Philippine 
interest rates to continue to drop as around Php73.9 billion worth of Treasury bills and bonds will mature in the next five weeks, 
adding to the already ample liquidity in the system. Benign inflation, which surprised on the downside last month, will also 
provide support for bond prices. The Philippine peso may trade sideways this week. The moderation in consumer price 
increases, which prompted the central bank to keep benchmark rates unchanged in last week's policy meeting, coupled by 
headwinds coming from the West may dampen demand for the Philippine peso. However, market players may decide to buy up 
the peso, which has returned 2.74% against the dollar this year if remittances continue to be resilient in the face of stalling 
global growth and if concrete plans on how to implement economic stimulus measures in the US would finally materialize. 

 
 


