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September 19, 2011 

  Global Financial Markets 
 
US stocks rose this week despite being weighed down by still discouraging economic indicators. US Treasury yields on 
the other hand moved up mostly due to the recent release in inflation. For currencies, the euro appreciated because 
investors are hopeful on continuing positive developments in Europe while the US dollar had mixed movement against its 
peers. 
 
Global Equities 

 

 Although the global market started out down due 
to speculation that a Greek sovereign debt default 
was imminent during the weekend as well as 
relevant indicators showing slow growth in the 
developed world, it generally moved on a positive 
note because of two main factors. The first is the 
video conference that was held between French 
President Nicolas Sarkozy, German Chancellor 
Angela Merkel and Greek Prime Minister George 
Papandreou. After the conference, the first two 
stated they are convinced that Greece will remain 
in the Euro-zone; therefore, encouraging a 
positive sentiment towards the market. The 
second one is the liquidity support that a number 
of the world’s major central banks are giving the 
banks in Europe, which in itself was enough to 
make up for concern spurred by sour employment 
reports in the US. Europe traded sideways, much 
better than last week’s 3.46% decline. Asian 
markets continued on with their descent, leading 
global laggards.  

 The European Central Bank (ECB) top economist 
and Germany’s representative on the board, Jurgen Stark, resigned from the ECB, influencing the market downwards. 

 French President Nicolas Sarkozy and German Chancellor Angela Merkel, after the video conference that they held, said they 
are convinced that Greece will remain in the Euro-zone since Greece vowed to abide by austere cuts in the country’s budget to 
diffuse the threat of a debt default. 

 The ECB stated that it coordinated with the US Federal Reserve, the Bank of England, the Bank of Japan and the Swiss 
National bank to extend three-month dollar denominated loans to banks in the Euro-zone to ensure that they have cash for the 
rest of the year. 

 Inventories of US wholesalers rose more in July than a month earlier. This is mainly because of stagnating sales from 
automobile and computer equipment. There was a 0.8% increase in inventories which followed a 0.6% increase the previous 
month. Compared to the 0.7% market estimate, this could cause businesses to stay cautious about expanding their inventories 
because of problems in demand. 

 Prices of goods imported into the US fell in August, for the second time in three months, as the cost of oil and food dropped. 
The import-price index experienced a -0.4% change following a 0.3% increase in the previous month. Slower growth in Europe 
and in emerging economies like China along with lower US demand may cause the cost of goods from abroad to go down. 

 The budget deficit of the US government widened in August. The figure reached US$134.2 billion last month compared to 
US$90.5 billion for the same period last year. Although the figure increased, it is expected that income-tax collections and 
efforts to cut spending will stop the climb. 

 The Advanced Retail Sales as well as the Producer Price Index registered at 0% in August. The retail sales in the US stagnated 
as lack of employment and limited income growth restrained demand. 

 The month-on-month consumer price index in the US for August went down to 0.4% from 0.5% which is higher compared to the 
market estimate of 0.2%. On the other hand, the CPI without food and energy was recorded at 0.2%, which is the same as the 
market estimate, showing the effect of volatile energy and food costs on inflation. 

 Initial jobless claims increased 11,000 to a seasonally adjusted 428,000 compared to a market estimate of 411,000 for the week 
ended September 10. 

 

08-Sep-11 15-Sep-11 % Change

MSCI World 1,169.62 1,169.47 -0.01%

MSCI Europe 79.81 79.24 -0.71%

MSCI Asia-Pacific ex-Japan 429.71 405.93 -5.53%

Dow Jones Industrial Average 11,295.81 11,433.18 1.22%

S&P 500 1,185.90 1,209.11 1.96%

Global Equity Performance
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 The US current account deficit narrowed down to US$118.08 billion from US$119.38. The income from overseas investments 
offset a trade gap which was actually expected to widen. 

 There is a proposal that the US Treasury Department is considering. As part of the plan to overhaul the corporate-tax code, 
there is a suggestion to eliminate some taxes on the overseas profits of US multinational companies. 

 Bank of America Corp. will eliminate 30,000 jobs in the next few years as part of Chief Executive Officer Brian T. Moynihan’s 
plan to bolster profit even if it means sacrificing scale. This plan aims to reduce annual costs by about $5 billion by the end of 
2013. 

 The initial public offering of Facebook, which was speculated to occur this year, was delayed until 2012. The IPO is expected to 
be one of the world’s biggest at more than US$66.5 billion. 

 UBS AG, Switzerland’s biggest bank, said it may post a potential $2 billion loss in the third quarter from unauthorized trading at 
its investment bank. 

  
Global Bonds 

 

 US Treasury bond yields mostly rose across the curve after the US 
reported consumer prices rising faster-than-expected in August. 
Prices were also under pressure for the most part of the week as US 
equities rallied. Yields also went up mid-week after China 
announced that it may buy a “significant” amount of Italian debt, 
pushing traders to speculate that demand for the safe-haven US 
debt may diminish should this development materialize.  

 Meanwhile, the Greek 5-year CDS spread widened by 2,400 basis 
points week-on-week to an all-time high of 5,426.22. Despite 
assuring words from France and Germany that Greece will remain in 
the 17-nation bloc, markets still look like they are pricing a Greek 
default.  

 
Currencies 

  

 Week-on-week, the euro appreciated to 1.3787 against the US dollar 
due to encouraging comments in the conference call that was held 
between the top officials of France, Germany and Greece. On the 
other hand, the US dollar had mixed movements because of conflicting economic indicators that were released this week. The 
Swissie and the Japanese yen slightly recovered to 87.48 centimes and JPY76.80, respectively, against the greenback. 

 
The week ahead (September 19 – September 23) 
 

 Global financial markets received positive news at the end of the week. However, the market would seek direction on continuing 
developments in Europe. The conference that supposedly produced positive sentiment could very well be the cause of a plunge 
if the investors are suddenly disappointed with the results. Of course, if positive developments result from the conference, a 
continuous rise in the global market could occur. The volatility in financial markets still exists making both the currency and the 
fixed income markets still prone to the risk aversion of the investors. 

 
 

US Treasury Yield Curve

Tenor 8-Sep 15-Sep  +/- bps

3m 0.010 0.000 -1

6m 0.056 0.020 -4

2y 0.188 0.189 0

5y 0.867 0.940 7

10y 1.979 2.082 10

30y 3.309 3.357 5

5-Year CDS Spreads

Country 8-Sep 15-Sep  +/- bps

Greece 3,025.74 5,426.22 2400

Portugal 1,065.58 1,059.30 -6

Ireland 835.78 802.99 -33

Italy 433.75 451.97 18

Spain 390.82 373.49 -17

France 171.50 169.34 -2
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Philippine Financial Markets 
 
Local equities suffered another weekly rout as worries over the developments in the Euro-zone debt crisis pushed stocks 
towards oversold levels. Local bond rates meanwhile rose as investors cut exposure to emerging market debt given weak 
risk sentiment. 
 
Local Equities 
 

 Local stocks registered another weekly drop on account of 
continued worries on the Euro-zone’s ongoing sovereign debt 
saga. Losses were however pared during the final trading days of 
the week following the announcement of a concerted effort from 
major central banks to extend liquidity to European banks. The 
main-share index dropped 55.37 points during the week, -1.29%, 
to close at 4,290.70.  
 

 Petron Corporation, the country’s biggest oil refiner and marketing 
company, reported that it had fully used the Php10 billion share sale gains that it raised from listing over 600 million preferred 
shares in March 2010. According to company officials, the proceeds from the issue “are being used to support the investment 
requirements of the company, particularly for its refinery and marketing operations, as well as for general corporate purposes.” 
Approximately half of the funds (Php4.94 billion) was allocated for the Php10 billion upgrade of its 70-megawatt power 
generation system. 

 

 Philex Petroleum (PXP), a subsidiary o f Philex Mining Corporation (PX), listed all of its issued and outstanding common shares 
totaling 1.7 billion, with a par value of Php1 per share and a listing price of Php1.20. Of this amount, roughly 36% were given to 
the stockholders of PX as property dividends. PXP, however, did not offer shares to the public for subscription or sale having 
been listed by way of introduction under the property dividend distribution criterion. PX continues to have the biggest stake of 
PXP with 64.79% of the outstanding shares, while other top stockholders include SSS and Asia Link B.V. The price of PXP 
closed at Php8.60 per share. 

 

 Lucio Co-led Puregold Price Club, Inc., the country’s second-largest retailer has narrowed down the price range for its planned 
initial public offering (IPO) to Php12.50 – 16.50 per share. The company plans to list up to 600 million common shares with an 
over-allotment option of up to 90 million shares to fund the opening of new outlets and pay off existing debts. The offer will 
involve the sale of 500 million new shares and up to 100 million existing shares held by current stockholders. 

 
Philippine Bond Markets 

  

 Local bond rates rose during the week as foreign investors continued 
to be net sellers of government debt on cut-risk sentiment. Rates 
rose by an average of 33 basis points during the week. Leading the 
uptick was the 1-month tenor which surged 193 basis points to close 
at 3.07%. We are on the view that the sharp rise in yields is caused 
by foreign investors selling short-term paper after the central bank 
warned that it may impose “prudential limits” on non-deliverable 
forward transactions. Such an implementation may diminish the US 
dollar returns on foreign investors’ portfolios. 

 

 Foreign direct investments (FDI) grew by 16.4% in the first half of the 
year on the back of favorable sentiment towards the country’s 
prospects. According to the central bank, FDI inflows reached 
US$779 million from January to June 2011 or US$110 million higher 
than the $669 million inflow booked in the same period last year. Bulk 
of the investments came from the US, Japan, Hong Kong, Singapore, 
and the Netherlands. These were largely placed in real estate, 
manufacturing, mining and quarrying, financial services and 
insurance activities, utilities as well as wholesale and retail trade 
sectors. 

 

 The National Government’s debt stock stood at Php4.810 trillion as of end-June, higher by Php227.7 billion compared to level 
of debt recorded a year ago. Of the total debt, the government owed 43% or Php2.051 trillion to foreign creditors and Php2.759 
trillion or 57% percent to domestic creditors. The Bureau of the Treasury reported that domestic debt increased as the 
government issued more debt papers than it redeemed during the period. 

9-Sep 16-Sep % Change

PSEi 4,346.07 4,290.17 -1.29%

Philippine Stock Exchange Index

Tenor 9-Sep 16-Sep % Change

1m 1.14 3.07 193

3m 0.58 0.62 4

6m 0.79 0.81 2

1y 1.08 1.06 -3

2y 2.62 3.00 38

3y 3.18 3.29 11

4y 4.40 4.85 45

5y 4.79 5.02 23

7y 5.04 5.23 19

10y 5.77 6.08 30

20y 7.26 7.47 21

25y 7.54 7.71 17

Average 33

Peso Yield Curve                                         

(PDST-F Reference Rates)
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Philippine Peso 
 

 The peso continued to slip against the US dollar as investors persisted in 
trimming peso holdings in favor of the safe-haven greenback and on rife 
speculation that the central bank will impose restrictions on non-
deliverable forward-currency transactions. The local currency dropped for 
seven consecutive days prior to gaining three-tenths of a centavo at the 
end of the week. The local currency settled at Php43.300-per-dollar, 
dropping 81 centavos since closing at P42.49 per dollar last September 9.  

 

 Bangko Sentral ng Pilipinas (BSP) Governor Amando Tetangco said 
yesterday that the central bank is considering measures to curb the use of 
non-deliverable currency forwards to limit the inflows of speculative funds. 
He said that the BSP is not closing NDFs for legitimate transactions, but 
may assign higher risk-weightings compared to outright forwards. 

 

 The BSP reported that local commercial banks posted the fastest lending growth since April 2009, after advancing 19.1% in 
July, highlighting the resilience of the economy despite the weak 1H2011 GDP reading. According to data released, loans have 
been growing at double-digit rates, posting 11% growth in January, 12.3% in February, 14.1% in March, 14.2% in April, 17.4% 
in May, and 18.8% in June. As of end-July, loans climbed to Php2.799 trillion, Php411 billion greater than same period last 
year. The same report showed that the manufacturing sector was the greatest recipient of loans with Php417.65 billion, 
followed by real estate, lending and business services with Php411.1 billion, the agriculture, hunting, and fisheries sector with 
Php337.3 billion, wholesale and retail trade sector with Php278 billion, and the electricity, gas and, water sector with Php248.6 
billion.  

 

 The Bangko Sentral ng Pilipinas reported that remittances 
sent home by Filipinos working abroad climbed 6.3% year-
on-year in the first seven months of the year on the back of 
the sustained demand for skilled Filipino manpower despite 
concerns on global economic growth. The total amount 
sent home by Filipinos amounted to US$11.35 billion from 
January to July, US$672 million higher than the US$10.679 
billion remitted in the same period last year. Data released 
by the central bank showed that about 83% of the total 
remittances came from the US, Canada, Saudi Arabia, the 
United Kingdom, Japan, Singapore, United Arab Emirates, 
Italy and Germany. 

 
The week ahead (September 19 – September 23) 
 

 Local stocks have touched attractive valuation levels last week due to the continued sell-off of global risk assets. Following the 
concerted efforts of the world's major central banks, led by the US Federal Reserve to pump US dollar liquidity into the 
European banking system, we saw buying support for local equities. We expect this trend to continue this week given 
compelling valuations as well. Meanwhile, we expect domestic interest rates to decline as investors take advantage of the drop 
in prices following this week's steep run-up in yields. Lastly, we expect the Philippine peso to recover some of its losses against 
the US dollar last week as traders are likely to pick up the local currency after falling by almost 2% week-on-week. However, 
the NDF issue, which ultimately aims to clamp down peso appreciation may push traders to dump the peso. 

 
 

Tenor 9-Sep 16-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

Currencies

9-Sep 16-Sep % Change

USD/PHP 42.4900 43.3000 -1.87%

EUR/USD 1.3657 1.3787 0.95%

GBP/USD 1.5883 1.5765 -0.74%

USD/JPY 77.61 76.74 1.13%

AUD/USD 1.05 1.03 -1.33%

EUR/CHF 1.21 1.21 -0.08%

EUR/JPY 105.99 105.93 -0.06%


