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September 26, 2011 

  Global Financial Markets 
 
Global equities plummeted this week due to the negative sentiment about Europe and signs of a slowing US economy. US 
Treasuries on the other hand moved up because of risk aversion given the volatility in equity markets. For currencies, the 
US dollar appreciated against most of its peers because of risk aversion. 
 
Global Equities 

 

 Although the global market started out continuing 
the rally from the previous week, the net change 
for the week was downwards mainly because of 
the plunge the market experienced in the last two 
days. The positive sentiment that US President 
Barack Obama and the European Central Bank 
President Jean Claude Trichet wanted to invoke 
in their respective actions were overwhelmed by 
the various weak economic developments during 
the latter part of the week. Reports stating 
international officials won’t make a decision on 
Greece’s next aid payment until October stopped 
the rally of the market and the Federal Reserve’s 
comments on the weakness of the economy 
started the plunge. The major indices more or 
less moved the same way. The MSCI World, the 
MSCI Europe and the MSCI Asia-Pacific ex-
Japan indices experienced a drop of -6.85%, -
6.04%, and -6.52%, respectively. The Dow Jones 
Industrial Average also slid 6.12%, while the 
Standard & Poor’s 500 Index fell -6.58% week-
on-week. 

  Global demand for US stocks, bonds and other 
financial assets was weaker than forecast in July. Foreigners sold a net US$51.8 billion compared to the net selling of US$29.4 
billion the previous month. 

 US President Barack Obama took a strong stance on a deficit reduction plan wherein almost half of the reduction would come 
from tax increases, with a big bulk to come from the wealthiest Americans. However, this speech did little to inspire confidence 
among investors after House Speaker and Republican John Boehner quickly denounced the President’s plan. 

 The Federal Reserve announced the highly anticipated “Operation Twist” wherein they plan to buy US$400 billion of long term 
debt and reduce their holdings of short term Treasury securities. 

 Italy’s sovereign credit rating was cut one level to A by credit watchdog Standard & Poor’s on concern that weakening  
economic growth may prohibit the nation to reduce the euro-region’s second-largest debt burden. 

 Moody’s Investors Service conducted rating actions on three major banks: Bank of America, Citigroup, and Wells Fargo. The 
institution cut Bank of America’s long-term rating from A2 to Baa1, affirmed Citigroup’s long-term rating at A3, and downgraded 
Wells Fargo’s long-term rating from A2 to A1. The agency also gave a negative outlook on the three banks. Investors had 
expected these actions ever since Moody’s announced its ratings outlook review on these three banks on June 2, 2011. 

 Initial claims for jobless benefits stood at 423,000 last week. 

 The International Monetary Fund cut its forecast for global growth for 2012 from 4.3% to 4.0% and cautioned against “severe 
repercussions” to the global economy unless European Union members strengthened their banking system and unless the US 
straightens their partisan politics. 

 Housing starts in August dropped 5% to an annual rate of 571,000, modestly less than the market estimate of 590,000. On the 
other hand, building permits, a proxy for future construction, unexpectedly climbed 3.2% month-on-month to an annual rate of 
620,000, the highest level since December 2010. Analysts had expected this indicator to decline 1.8%. 

 In the week ending September 16, mortgage applications slowed to 0.6% from a 6.3% uptick the previous week. Declines in 
consumer confidence and limited job growth are restraining the housing industry even as mortgage rates and cheaper homes 
make properties more affordable. 

 Germany’s manufacturing sector slowed to a reading of 50 from 50.9. The reading came in below the market estimate of 50.5. 

15-Sep-11 22-Sep-11 % Change

MSCI World 1,169.47 1,089.33 -6.85%

MSCI Europe 79.24 74.45 -6.04%

MSCI Asia-Pacific ex-Japan 405.93 379.48 -6.52%

Dow Jones Industrial Average 11,433.18 10,733.83 -6.12%

S&P 500 1,209.11 1,129.56 -6.58%

Global Equity Performance
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 Global Bonds  
 

 Two things dominated the movement of US treasuries: the flight to 
safety by investors given the negative developments in the global 
market and the announcement that the Federal Reserve plans to buy 
US$400 billion worth of long term debt. These pushed treasury yields to 
record lows, making both the 10-year benchmark and the 30-year bond 
plunge by 36.40 bps and 55.88 bps, respectively. 

 US treasury prices rose after Italy’s credit rating was cut by Standard & 
Poor’s, fueling concern on Europe’s debt crisis spreading. 

 The additional return that 30-year bonds offer over 2-year notes shrank 
to the narrowest since 2009. 

 
Currencies  
  

 Week-on-week, the US dollar appreciated against most of its peers on 
flight-to-safety sentiments. Focusing on strong signs of an economic 
slowdown, the demand for the reserve currency has been the main 
catalyst of movement for this week. The euro and the Swiss franc 
depreciated to EUR1.3531 and 90.60 centimes against the greenback, 
respectively. On the other hand, the Japanese yen moved sideways to 
76.27 against the US dollar. 

 
 
The week ahead (September 26 – September 30) 
 

 This week saw a plunge in global markets as these were bombarded with negative sentiment from investors. The market was 
left hanging at a very volatile point at the end of the week making developments in the short term very crucial to big gains or 
losses. If no positive developments about the Euro-zone debt crisis and the global economic slowdown surface there is a big 
possibility that the market continues to fall. However, if there is positive news, the drop may be prevented. 

 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. As was seen in the past week, investors are currently driven by fear making the flight to safety quite 
dominant. Because of this, unless there is an improvement in relevant economic indicators, safe havens will probably continue 
to be the area of investment for the next week. 

 
 

US Treasury Yield Curve

Tenor 15-Sep 22-Sep  +/- bps

3m 0.000 0.000 0

6m 0.020 0.015 -1

2y 0.189 0.198 1

5y 0.940 0.775 -16

10y 2.082 1.718 -36

30y 3.357 2.798 -56

Currencies

16-Sep 23-Sep % Change

USD/PHP 43.3000 43.5800 -0.64%

EUR/USD 1.3796 1.3527 -1.95%

GBP/USD 1.5791 1.5458 -2.11%

USD/JPY 76.80 76.21 0.77%

AUD/USD 1.04 0.98 -5.21%

EUR/CHF 1.21 1.22 1.03%

EUR/JPY 105.95 103.10 -2.69%

5-Year CDS Spreads

Country 15-Sep 22-Sep  +/- bps

Greece 5,426.22 5,349.76 -76

Portugal 1,059.30 1,165.37 106

Ireland 802.99 808.95 6

Italy 451.97 534.37 82

Spain 373.49 432.58 59

France 169.34 202.51 33
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September 26, 2011 

Philippine Financial Markets 
 
Local equities suffered their largest weekly decline in 3 years due to heavy foreign-selling following massive losses in 
global equities. Local bond rates increased and the Philippine peso weakened against the US dollar as local assets were 
sold-off in the wake of flight-to-safety bids. 
 
Local Equities 
 

 Despite the marked resilience shown by the local bourse over the past 
months, the main-share index gapped down as concern escalated over global 
economic growth. During the week, the Philippine Stock Exchange index 
plummeted 404.21 points, or –9.42%, to close at 3,885.96, a six-month low. 
Friday witnessed the bourse crater by 5.13%, its steepest daily drop since 
2008 when the main index fell by 12.3%. Catalysts for the market’s bear 
sentiment were recession fears on the global economy; the possible default of 
peripheral European countries and the selling of foreign investors as they 
retreat to safer investment instruments.  

 
Among the corporate-related news that were released during the week are: 

 

 Soon-to-be listed retailer Puregold Price Club, Inc. has announced that its IPO price would be at Php12.50 per share, which is 
at the low end of the indicative price range of Php12.50 – 16.50. The country’s second largest retailer will be offering 600 
million shares to the public (with an over-allotment option of 90 million shares). The Lucio Co-led company aims to raise 
Php7.50 – 8.625 billion from the IPO. Listing is slated on October 5.  

 

 Alliance Global Group Inc. (AGI), the listed investment holding firm of tycoon Andrew Tan, is rolling out four more hotel projects 
in the next five years within its 10-hactare integrated estate Resorts World Manila. Capitalizing on the booming tourism market, 
the company announced that it will boost its inventory of rooms in Resorts World Manila to 2,800 by 2016 when tourist arrivals 
are expected to hit 6.5 million. Kingson Sian, AGI president, revealed that the company is eyeing at least five million visits this 
year from two million in 2010. 
 

 SM Prime Holdings, Inc. (SMPH), the country’s largest commercial landlord, has announced its aggressive expansion to 
increase total gross floor area to 6.2 million square meters by the end of next year. The company revealed that it is opening 
four malls domestically – in General Santos, Sucat, Novaliches and Cebu – and one in Chongqing in southwestern China by 
next year. Later this year, the company is also set to expand SM City San Fernando in Pampanga, SM City Olongapo in 
Zambales and SM City Suzhou in China.   

 

 In its disclosure to the PSE, Therma South Inc. (TSI), a subsidiary of Aboitiz  Power, announced that the Department of 
Environment and Natural Resources awarded the company its Environmental Compliance Certificate for its project located in 
Davao last September 9. With the certificate, the power generator is a step closer to starting the construction of its Php25 
billion 300-megawatt coal-fired power plant project in southern Davao. 
 

 
Philippine Bond Markets 

  

 Rates across the local fixed income curve climbed as foreign investors 
continued to cut risk assets and sought the refuge of safe havens amidst the 
unresolved debt crisis in Europe. PDST-F rates increased by an average of 
83 basis points, led by the 1- and 3-month tenors which increased by 159 and 
357 basis points, respectively.  
 

 The national government reported a budget surplus in August, with finances 
propped up by higher tax revenues. August’s surplus came in at Php9.22 
billion compared to the previous month’s deficit of Php26.5 billion. The 
cumulative eight-month deficit totaled Php34.49 billion, a mere 15% of the 
previous year’s shortfall of Php228.10 billion. The national government’s 
revenues rose 15.16% year-on-year for the month of August while spending 
gained just 7.93% during the month. 

 

Tenor 16-Sep 23-Sep % Change

1m 3.07 4.66 159

3m 0.62 4.19 357

6m 0.81 1.16 35

1y 1.06 1.82 77

2y 3.00 3.30 30

3y 3.29 3.90 61

4y 4.85 5.13 28

5y 5.02 5.58 56

7y 5.23 5.77 53

10y 6.08 6.75 68

20y 7.47 7.85 39

25y 7.71 8.09 38

Average 83

Peso Yield Curve                                         

(PDST-F Reference Rates)

16-Sep 23-Sep % Change

PSEi 4,290.17 3,885.96 -9.42%

Philippine Stock Exchange Index
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Philippine Peso 
 

 The Philippine peso depreciated against the US dollar during the week as 
market players dumped the local currency in exchange for the safety provided 
by the greenback. The peso shed 25 centavos to close at Php43.580-per-
dollar. On Friday, the peso snapped a 10-day losing slide, gaining 19 
centavos.     
 

 The central bank reported yesterday that the country’s balance of payments 
(BOP) surplus jumped 166% year-on-year to US$9 billion in the first eight 
months of the year and has already breached the revised full-year target of 
US$6.7 billion on the back of the strong capital inflows as well as strong 
exports, remittances from overseas workers, business process outsourcing 
and tourism earnings. Data released by the central bank showed that the 
BOP surplus amounted to US$9 billion from January to August this year or 
US$5.62 billion higher than the year-ago level of US$3.38 billion. For the 
month of August alone, the BOP surplus reached US$2.719 billion from a 
surplus of only US$151 million in the same month last year.  

 
The week ahead (September 26 – September 30) 
 

 The past week highlighted the fact that the country’s financial markets are not immune to shocks emanating abroad. Despite 
solid fundamentals and growth prospects, and despite the resilience of the Philippine market over the past months, local assets 
were heavily sold down on the back of continued risk-aversion. Market players abandoned attractive valuations and instead 
focused on the safety provided by safe-haven assets. For the coming week, expect local markets to be influenced by 
developments abroad. Any news validating or even remotely pointing towards the fear of a US recession or a sovereign debt 
default would certainly push markets to lower levels as players dump local assets and flee towards safe-havens. 

 
 

Tenor 16-Sep 23-Sep % Change

ROP13 1.6520 2.0730 -42

ROP16N 2.7450 2.8350 -9

ROP19N 3.8050 4.1040 -30

ROP20 3.8790 4.1330 -25

ROP21 3.8870 4.0970 -21

ROP24N 4.6480 5.0320 -38

ROP26 4.7090 4.9170 -21

ROP30 5.1820 5.3730 -19

ROP32 5.1270 5.3010 -17

ROP34 5.1280 5.2460 -12

Average -23

ROP Yield Curve


