
 

January 12, 2015 

02-Jan-15 08-Jan-15 % Change

MSCI World 1,704.71 1,694.17 -0.62%

MSCI Europe 116.29 116.65 0.31%

MSCI Asia-Pacific ex-Japan 468.76 465.33 -0.73%

Dow Jones Industrial Average 17,832.99 17,584.52 -1.39%

S&P 500 2,058.20 2,062.14 0.19%

Global Equity Performance
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Global Financial Markets 
 
It was a rocky start of the year for global equities as the oil continued its freefall imputing high volatility in the markets. US 
Treasury prices, in contrast, rallied as investors flocked to safe haven assets. The US Dollar gained relative to the Euro 
since the start of the year owing to negative sentiment surrounding the region stemming from the resurgent possibility 
that Greece may exit the Euro-zone. Robust improvements in the US economy also led to this. 
  
Global Equities 
 
Global equities ended flat as the effects 
of positive US economic data, declining 
oil prices and deflationary pressure in 
Europe came into play.  

 

During the first three days of trading, US 
stocks experienced a sell-off as oil 
prices fell to as low as US$48 for the 
West Texas Intermediate (WTI) grade. 
After the release of encouraging jobs 
data, though, the S&P 500 rallied, wiping 
out the losses recorded during the 
earlier trading days. The Fed's minutes 
also came out during the week which 
hinted that it will be patient in raising 
rates even if the economy is showing 
solid signs of recovery. 

 

Over in Europe, share prices slightly 
recovered after the inflation figure was 
released which put more pressure on 
the European Central Bank (ECB) to 
implement more stimulus measures. On 
Thursday night, the ECB President 
Mario Draghi announced that it may 
undertake sovereign bond purchasing 
giving the investors more confidence on 
the European stock markets. Note that 
concerns on political uncertainty in Greece also came in the news during the week which led to the European stocks tumbling 
during its first few days. 

 

Asian shares, meanwhile, ended the week on a mildly negative territory still attributable to the volatility in the market with concerns 
on the political situation in Greece and levels of crude oil prices weighing the most. 

 

Week-on-week, the MSCI World index declined by 0.62%, led by Asia Pacific ex-Japan market, which dropped 0.73%. The 
European equities market gained 0.31%. The Dow Jones Industrial Average index fell by 1.39% while the S&P500 index rose by 
0.19%.  

 

Economic data releases for the week were mostly positive leading to a recovery in investor sentiment. 

 US consumer confidence rose in December amid more employment opportunities and affordability of goods as oil 
drops. The Conference Board's index climbed to 92.6, higher than consensus estimate of 91 and prior reading of 88.7. 
This was also the highest reading in almost seven years. 

 Initial jobless claims in the US for the whole year 2014 fell to its lowest in 14 years. On average, only 308,500 workers 
a week filed jobless claims during the recently concluded year. On the last week of the year, though, applications 
climbed by 17,000 to 298,000, higher than expected. 
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US Treasury Yield Curve

Tenor 1-Jan 8-Jan  +/- bps

3m 0.036 0.015 -2.03

6m 0.117 0.071 -4.57

2y 0.665 0.605 -5.94

5y 1.653 1.491 -16.19

10y 2.171 2.018 -15.33

30y 2.752 2.599 -15.25

Currencies 

2-Jan 9-Jan % Change

USD/PHP 44.720 44.950 -0.51%

EUR/USD 1.2002 1.1805 -1.64%

GBP/USD 1.5328 1.5105 -1.45%

USD/JPY 120.50 119.35 0.96%

AUD/USD 0.8089 0.8123 0.42%

USD/CHF 1.0017 1.0175 -1.55%

EUR/CHF 1.20219 1.20105 0.09%

EUR/JPY 144.63 140.88 2.66%

 The price of oil dropped to its 5 1/2 years lows with WTI hitting below the $50-level on intraday trading. Only a few 
days from the start of the year, the Brent and WTI already declined by about 6% and 5%, respectively. As a result, two 
investment banks further downgraded their yearly forecasts for the oil. 

 The business activity in New York City grew at a faster pace in December with the current business conditions index 
increasing to 70.8, the highest reading in four years. The index also grew higher than the November reading of 62.4. 

 Markit's non-manufacturing purchasing managers’ index fell to a 10-month low of 53.5 in December, lower than 
November's reading of 56.1. However, this is still above 50, which indicates expanding activity. The data provider also 
noted that input prices significantly decreased as a result of falling oil prices. 

 New orders for US factory goods declined four months in a row in November. According to data released by the 
Commerce Department, new orders for manufactured goods dropped 0.7%, comparable to October's 0.7% decline but 
better than estimates' 0.5% contraction. 

 The job market in the US continued to recover with another month of increase. According to the Automatic Data 
Processing Inc. (ADP), the private sector added 241,000 jobs in December, higher than the 227,000 registered in 
November and the most since June 2014. The ADP data is a leading indicator before the official nonfarm payrolls is 
released by the Labor Department. The mentioned department expects December non-farm payrolls to climb 240,000, 
lower than November's 321,000 added jobs but still considered strong. 

 According to US Data, fewer Americans filed for unemployment benefits last week. Jobless claims for the week ended 
January 3 decreased by 4,000 to only 294,000. The official figures to be released by the Labor Department is 
expected to register 240,000 payrolls in December, which would drive the highest employment growth for the US 
since 1999 at about 2.89 million. The jobless rate forecast, on the other hand, is forecasted to drop to 5.7%, the lowest 
level since June 2008. 

 US consumer credit increased in November as a result of improved confidence from the Americans. Total household 
borrowings was US$14.1 higher as spending on new cars, appliances, televisions and clothing climbed by 3.2%. 

 The inflation data in the Euro-zone for December came out 0.2% lower than the same month in 2013. The reading 
was below consensus estimates of 0.1% contraction. It also marked the first time since October 2009 that consumer 
prices declined on an annual basis. 

 

Global Bonds  
 

US Treasury prices rallied during the week as investors sought safe-
havens amid continued volatility due to the decline in oil prices. But after 
the release of the FOMC meeting minutes, investors turned to be risk-on, 
giving up bonds for equities. 
  
Week-on-week, the 2-  and 10-year benchmark yields fell 5.94 and 15.33 
basis points to 0.605% and 2.018%, respectively. 
 

 

Currencies  

The Euro ended 2014 sideways, gaining 0.033% last Monday to close the 
year at 1.2156 during that uneventful and short, final trading week. For the 
first week of 2015, however, the Euro entered into a continuous slide, 
losing 3.16% year-to-date, to close at a one-year low of 1.1769 last 
Thursday. Initially, the negative sentiment surrounding the Euro was 
dominated by resurgent fears of a Greek exit, or "Grexit", similar to the one 
considered 4 years ago, should the country fail to secure its latest tranche 
of bailout funds following its third unsuccessful attempt to elect a leader. 
They have the month of January to conduct snap elections prior to 
Greece's creditors reviewing the country's compliance with the original 
bailout terms. The unfolding Greek "Drama", in stark contrast to robust 
improvement in several US economic indicators such as labor and current 
account this week, led to the EUR/USD pair falling to that sub-1.1800 level 
low from which it struggled to recover.  
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The week ahead (January 12 – January 14) 

 

Market movements this week were still largely driven by the volatility in commodity prices as well as economic data releases. For 

the coming week, we expect the global equities to continue its recovery, especially in the US where the momentum for risk-taking 

seemed to be starting. The official figures from the Labor Department, confirming or contradicting economists’ estimates of strong 

employment growth will definitely weigh into investors’ sentiment. The direction of oil prices and the developments in the Euro area 

with regard to the political turmoil in Greece and the probable stimulus measures from ECB should also affect the direction of the 

markets. Meanwhile, US Treasury prices are expected to continue trading in an opposite direction with equities. Economic data 

releases to watch out for this week include nonfarm payrolls, unemployment rate, and retail and food services sales growth. The 

Euro is likely to stay under pressure given the continuous stream of positive US economic data and the continuing overhang of 

Greece not receiving its next tranche of bailout funds and ensuing exit from the European currency union. 
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Philippine Financial Markets 

The local equities market started the year with the bang, closing Friday at an all-time end-day high of 7,402.72 as 
sentiment remained positive throughout the week following benign inflation data for the month of December 2014. The 
local fixed income market, meanwhile, mostly rallied this week on the back of ample liquidity in the economy and benign 
inflation causing the BSP imply that it would put further monetary tightening on hold in the immediate future. 
 
 
Local Equities  
    

The local equities market kicked off the year strongly, closing the week at an all-
time high of 7,402.72, up 2.38% week-on-week. Share prices were supported by 
optimism on the country’s resilient fundamentals, particularly after the inflation 
figure for December 2014 came out at 2.7%, lower than the consensus estimate. 
Sentiment was further buoyed by strong jobs data in the US. For the week, foreign 
investors were net sellers at Php0.35 billion. 

 
 
 

Conglomerates 

 San Miguel Corp. (SMC) is looking to accelerate its investment plan over the next three years, with combined capital 
expenditures reaching about Php360 billion across the group over the next two or three years. SMC president and CEO 
hinted at expansion plans in new lines of business but did not reveal further information, citing competition. However, he 
affirmed that existing business units would be further invested in to spur growth both locally and overseas. The firm’s top 
expansion plan is for Petron Malaysia, which will see the third largest petroleum firm in that country. The planned 
upgrade will involve an investment of at least US$1.5 billion, with its gasoline station network boosted by another 
US$500 million spanning three years. 

 
Utilities 

 The Appeals Panel of Metropolitan Waterworks and Sewerage System (MWSS) has finally approved the appeal of 
Maynilad Water Services Inc. to increase its base rate. The per cubic meter base rate imposed by Maynilad will increase 
by 9.8% from the 2013 rate of Php31.28 or equivalent to Php3.06 per cubic meter. This will be felt by an average 
household consuming 20 cubic meters through an additional Php1.68 per cubic meter addition to their bill. 

 Manila Electric Co. (Meralco) announced today that its rates will go down by Php0.19 per kilowatt-hour (kWh) for a 
typical household consuming 200 kWh, equivalent to a Php38 reduction. Rates have declined by Php0.79 per kWh since 
October last year. The rate cut was attributed to the lower cost of coal and steady supply, as well as the Php0.026 
decrease in taxes and Php0.011 cumulative drop in the system loss charge and subsidies. Meralco, however, clarified 
that this downtrend in rates may be difficult to sustain given the upcoming summer season, worsened by the shutdown 
of the Malampaya gas facility from March to April this year. 

 Maynilad Water Services has revised its 2013-2017 capital expenditure plan to just Php67 billion from the original Php78 
billion, as part of concessions made to get an arbitration panel to side with it in its water rate disagreements with the 
Metropolitan Waterworks and Sewerage System (MWSS). The resolution of the dispute will now allow Maynilad to move 
forward with its alternative business plan, as the lower approved rate was a result of lower expenditures detailed in its 
alternative business plan. 

 
Consumer 

 According to a disclosure to the Philippine Stock Exchange yesterday, Jollibee Foods Corp. (JFC) has finalized an 
agreement to be the exclusive operator of the Dunkin’ Donuts brand in China. Golden Cup Pte Ltd. (Golden Cup), a joint 
venture between JFC’s fully owned subsidiary Jollibee Worldwide Pte. Ltd. and Jasmine Asset Holding Ltd., has signed 
a master franchise agreement with Dunkin Donuts Franchising LLC. Golden Cup has been granted exclusive rights to 
expand and develop Dunkin’ Donuts in China, particularly in Hong Kong, Macau, Fujian, Guangdong, Beijing and Hebei 
among others. JFC has stated that the plan is to open and operate a minimum of 1,459 Dunkin’ Donuts shops across 
China over 20 years. 
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Philippine Bond Market  
 
In the local fixed income space, bond prices rallied for most of the week due to 
increasing market conviction that the BSP will pause its monetary policy tightening, 
citing appropriate liquidity in the market and benign inflation, which registered lower 
at 2.7% (vs. consensus of 2.8%), allowing investors to buy up the short-end of the 
curve to reduce duration given a potential resumption of risk-off sentiment owing to 
the heightened uncertainty in Europe. Significant market events this week include 
the Bureau of the Treasury rejecting all short-term offers during its auction this 
week. The Government also improved the maturity profile of its obligations by 
swapping short-dated securities for longer dated dollar-denominated sovereign 
debt to the tune of Php2 billion. 
 
Yields this week fell -5.59 basis points, on average, with the short, belly and  
long-ends losing -10.40, -1.90 and -5.30 basis points, respectively.  
 
 
 
Philippine Peso 
 
 

The USD/PHP pair traded sideways with a slight upward bias during 2015's first week, losing 0.77% (Year-to-date) on initial 
strength giving way to depreciation relative to the US Dollar mid-week to close Thursday at 45.065. Apart from BSP statements 
supportive of monetary policy status quo, headlines were dominated by robust improvements in the American economy, which 
drove the positive sentiment currently surrounding the US Dollar. Non-agricultural American jobs created in December beat 
expectations by 15,000 jobs on the heels of November's 9.13% out-performance. The US trade deficit declined by US$3.25 billion 
to US$39 billion last November, boosting the Dollar. 
 
The Bureau of Internal Revenue (BIR) recently released the new rules imposing a one  percent (1%) tax on income payments on 

locally produced raw sugar. The operators of sugar mills or refineries and direct buyers of quedans or molasses storage certi ficates 

from the sugar planters on locally produced raw sugar shall withhold the creditable income tax and remit the same to the BIR based 

on the applicable base price of P1,000 per kilogram bag and P4,000 per metric tons, respectively. The locally produced raw 

sugar/molasses shall only be released upon payment of the said tax. 

The country's headline inflation was registered at 2.7% in December, declining four months in a row. Core inflation, excluding 
selected volatile food and energy prices, went down to 2.3% from 2.7% in November 2014 and 3.2% in December 2013. This drove 
the average inflation for 2014 to 3.0%. 

The Philippines launched its debut international debt offering through the proposed 25-year US dollar-denominated global senior 
unsecured bonds. This re-entry of the country to the international debt market was a consequence of the recent credit-rating 
upgrades awarded to the Philippines from established credit rating agencies such as Standard and Poor (S&P) and Moody's. S&P 
assigned a "BBB" rating to the mentioned bond issuance. 

According to data released by the Bangko Sentral ng Pilipinas (BSP), the country’s foreign exchange reserves rose to the highest 
level since August to end 2014 at US$79.805 billion. This was higher than the end-November level of US$78.679 billion. The 
increase was mainly due to the BSP’s foreign exchange operations, revaluation adjustments on its golf holdings, income from 
investments abroad, as well as the National Government’s net foreign currency deposits. One the other hand, these were 
somewhat countered by payments made by the National Government for its maturing foreign exchange obligations. 

 
 
The week ahead (January 12 – January 14)  
  
We expect the local equities market to trade within the range of 7,274.52 to 7,535.02, as some investors may begin to take profits 
following the strong surge to all-time highs this week. Nevertheless, the shortened trading week should keep most investors at bay, 
watching for potential market-moving news. Sentiment towards the local equities market should still be positive, though investors 
may react to upcoming US economic data, particularly the unemployment rate and nonfarm payrolls report, both of which are due 
for release tonight. 
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For the local fixed income market, we expect yields to trade sideways with a slight upward bias on the back of a shortened trading 
week (the Pope is visiting for 5 days) and as participants trade up the long-end of the curve so as to secure higher yields the 
following Tuesday, January 20

th
, during the 20-Year Bond auction. 

We expect the Peso to continue trade sideways next week in range-bound trading between 44.900 to 45.100 per US Dollar. 

 


