
 

January 20, 2015 

Global Financial Markets 
 
Global equities markets rallied this week, mostly on the back of strong corporate earnings results from the US and the 
expectation and fulfillment of further monetary policy easing measures by the European Central Bank during their meeting 
this week. US Treasury prices, meanwhile, declined amid the risk-on sentiment which followed after the ECB’s 
announcement of quantitative easing. The US Dollar continued its advance vis-a-vis the Euro in sideways trading this 
week as investors sold down the EUR in the run-up to the ECB’s Thursday meeting on expectations of a robust bond-
buying program. 
  
Global Equities 
 

US equities started off the 

shortened trading week on 

Tuesday, as both stock and bond 

markets were closed for the Martin 

Luther King Jr. holiday on the 19
th
. 

However, a strong rally was seen 

for the rest of the week amid 

positive corporate earnings 

releases and hopes of stimulus 

measures from the European 

Central Bank (ECB). On Thursday, 

the S&P500 index actually 

managed to recoup all losses since 

the beginning of the year after the 

ECB finally announced its round of 

quantitative easing (QE).  

European shares gained the most 
for the week on positive economic 
data from Germany, as well as 
expectations of further stimulus 
measures from the ECB following 
its policy meeting on Thursday. 
Sure enough, during the recently 
concluded central bank policy 
meeting, ECB President Mario 
Draghi committed to a quantitative 
easing program worth at least 1.1 
trillion euros (US$1.3 trillion) to 
combat deflation. Draghi looked 
past the opposition led by German officials as he promised to buy 60 million euros monthly until September next year. This 
development was positively received by investors as it was seen to protect the region from deflation while bolstering economic 
growth. 
 
Asian markets mirrored movements in the US and European stock markets, gaining for the week as investors looked forward to 
more market liquidity as a result of the soon-to-be-implemented stimulus measures. 
 
Week-on-week, the MSCI World index gained 2.89% led by the European region, which soared by 4.56% and the Asia-Pacific ex-
Japan region, which rose 1.05%. The Dow Jones Industrial Average index and the S&P500 index increased by 1.35% and 1.98%, 
respectively.  
 
Economic data releases for the week were mostly positive, which further supported the rally in risk assets. 
 

 Data released last Friday showed that consumer prices in the US declined the most in six years last December. 
According to the Labor Department, the consumer price index fell 0.4% last month, following November's 0.3% 
decline. On an annual basis, inflation was up by just 0.8%, the weakest year-on-year figure since October 2009. 
Despite the drop, the reading was in-line with consensus estimates. Note that a sustained period of low inflation could 
prompt the Federal Reserve to delay its rate hikes.  

15-Jan-15 22-Jan-15 % Change

MSCI World 1,662.44 1,710.47 2.89%

MSCI Europe 118.69 124.10 4.56%

MSCI Asia-Pacific ex-Japan 471.39 476.32 1.05%

Dow Jones Industrial Average 17,320.71 17,554.28 1.35%

S&P 500 1,992.67 2,032.12 1.98%

Global Equity Performance
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 According to the National Association of Home Builders, its index of builder confidence in the market for new single-
family homes dropped by one point to a seasonally adjusted level of 57. This was lower than the market estimate of 
58 and December's upwardly revised 58. The current-sales component of the index held steady at 62, but the index 
measuring expectations for sales over the next six months slid to 60 from 64. 

 The number of Americans filing for unemployment claims declined by 10,000 to 307,000 in the week ended January 
17, following the revised 317,000 in the prior week. This was slightly worse than the median estimate of a decline to 
300,000. The recently ended holiday hiring makes swings in employment, making it difficult for the government to 
adjust its weekly data.  

 Last December, home-builders in the US began constructing single-family homes by the most in seven years, driving 
and unexpectedly large gain in housing starts. Construction began on 728,000 houses at an annualized rate, up 7.2% 
month-on-month from November, and the mot since March 2008. This was based on a report from the US Commerce 
Department. Total housing starts including apartments rose 4.4% to a 1.09 million pace. Median consensus forecast 
was for total housing starts to rise to a 1.04 million pace. 

 For the month of January, the ZEW sentiment indicator (which represents German business sentiment), rose to 48.4, 
beating the market estimate of 40.3. This was the highest reading since February of last year, and compared favorably 
to December's 34.9 and November's 11.5. Greece's political turmoil, and the Swiss National Bank's decision to 
abandon the cap on its currency, did not seem to faze economists' outlook for the German economy.  

 Unemployment in the UK declined more than expected in the three months ending November, and wage growth rose 
at its swiftest pace in over two years as the economy continued to add jobs. Not including bonuses, wages rose 1.8% 
year-on-year, higher than the 1.6% registered for the quarter ended October. Meanwhile, the unemployment rate fell 
to a six-year low of 5.8% from 6%. Consensus had called for a drop to 5.9% 

 

 

Global Bonds  
 

US Treasury prices started off the week strongly as another drop in crude 
oil prices exacerbated fears for global growth prospects. However, 
declines were seen for the rest of the week as market players adopted a 
risk-on stance amid promises of new quantitative easing measures from 
the ECB. This dampened demand for safe-haven US Treasuries, causing 
the 10-year benchmark yield to gain 14.82 basis points for the period 
covered and end the week at 1.863%.  
 
In other news, in other news, the US Treasury Department’s auction of 
US$15 billion worth of 10-year Treasury Inflation Protected Securities 
(TIPS) met steady demand. It drew a yield of 0.315%, the lowest since July 
last year, compared to a forecast of 0.346% in a Bloomberg survey.  
 

 

Currencies  

Euro trading was range-bound vis-a-vis the US Dollar this week after a 
brief recovery last Monday on the back of the abrupt depreciation of the 
Swiss Franc relative to the currency union, following the Swiss National 
Bank's decision to float instead of fix its exchange rate. As the date of the 
European Central Bank (ECB)'s critical meeting which detailed the scale 
of its anticipated stimulus bond-buying program approached, traders sold 
down the Euro on concerns that heightened liquidity would cause it to 
depreciate. Improvements in German investor sentiment for December 
failed to stem the Euro's slide, mid-week, as information leaked to the 
markets pegged an indicative bond-buying amount of EUR 50 Bn per 
month. Towards the end of the week, the EUR again recovered as news 
of weaker than expected US housing starts for December offset the 
official announcement that the actual ECB stimulus was EUR Bn higher 
than expected, per month. Week on week Thursday the EUR/USD pair fell 2.29% from 1.1633 to 1.1366.  

 

 

 

US Treasury Yield Curve

Tenor 15-Jan 22-Jan  +/- bps

3m 0.025 0.015 -1.01

6m 0.066 0.071 0.51

2y 0.412 0.517 10.52

5y 1.161 1.364 20.26

10y 1.715 1.863 14.82

30y 2.368 2.439 7.08

Currencies 

16-Jan 23-Jan % Change

USD/PHP 44.675 44.320 0.80%

EUR/USD 1.1567 1.1364 -1.75%

GBP/USD 1.5150 1.5019 -0.86%

USD/JPY 117.51 118.46 -0.80%

AUD/USD 0.8223 0.8035 -2.29%

USD/CHF 0.8587 0.8701 -1.31%

EUR/CHF 0.99410 0.98882 0.53%

EUR/JPY 135.95 134.61 1.00%
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The week ahead (January 26 – January 30) 

This week, markets were kept on their toes awaiting news on whether the ECB would employ further quantitative easing measures. 
With this episode concluded, market players will now be focusing on the FOMC meeting to be held next Wednesday by the US 
Federal Reserve. This will be its first meeting for the year, and everyone will be closely watching for further changes in the Fed’s 
language. Recall that last time the Fed changed its statement of keeping interest rates for a “considerable amount of time” to 
“patience”, indicating a possibly shorter time frame. However, oil prices have dropped even further since then, giving rise to 
deflationary risks. Thus, we expect equities and bond markets to trade sideways are the beginning of the week as investors refrain 
from taking any large bets ahead of the key meeting near the end of the week. For next week, we expect the Euro to continue its 
slide relative to the greenback as lingering concerns over Greece's potential exit from the Eurozone add weight to the overall 
liquidity driven weakness of the EUR.  
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Philippine Financial Markets 
 
The local equities market sustained its ascent, recording a new high, as the country’s strong fundamentals continued to 
attract foreign investors. The local fixed income market, meanwhile, sustained last week’s rally mostly because of 
continuing optimism with regard to the Philippine economy and expectations of greater global liquidity stemming from the 
ECB and BOJ making their way into our more attractive markets. 
 
 
Local Equities  
    

After an exceptionally strong short trading week last week, the local 
equities market continued to rally after the International Monetary Fund 
(IMF) upgraded its growth projections for the country. While the IMF 
downgraded its growth forecasts for the world output as well as most of 
the developed and emerging markets, the organization revised upward 
its projections for the country from 6.3% to 6.6% for 2015. This attracted 
more foreign funds to come into the local equities market. The index, 
however, also experienced some slip offs during the week as investors 
found convenient excuses to take profits such as the slow China GDP 
figure and several equity raisings of large listed firms, JG Summit, First 
Gen Corporation and Metropolitan Bank & Trust Co. Announcement from 
the European Central Bank (ECB) to finally implement an asset-
purchasing program gave the local benchmark a sweet ending as more foreign flows came into the market. 
  
The PSEi closed the week with a 100.33 point or 0.77% gain at 7,548.93. For the week, foreign investors were net buyers at 
Php6.519 billion. 
  

 
Consumer 

 San Miguel Brewery Inc. (SMB) won a Php1.67 billion tax case, allowing the company to refund overpaid excise taxes in 
2007, 2008 and 2011. The Court of Tax Appeals (CTA) ruled that the Bureau of Internal Revenue (BIR) erroneously and 
excessively collected excise taxes from SMB given than its San Mig Light brand was a new beer brand which should 
have been subjected to a lower excise tax rate. The BIR, however, is expected to contest the said CTA ruling and 
elevate the same to a higher court. 

 According to a disclosure made to the Philippine Stock Exchange, Del Monte Pacific Limited (DMPL) has secured 
clearance to undertake a US$180 million rights offering. DMPL will offer 642.80 million shares, with existing 
shareholders entitled to subscribe to 1 rights share for every 2.029 shares held as of February 2. The offer period will 
run from February 5-23, while the offer price will be determined on January 23. However, the company has yet to secure 
clearance from the Singapore Stock Exchange, where it is also listed. Proceeds from the rights offer will be used to 
repay a US$165-million bridge loan from the Bank of the Philippine Islands, which DMPL utilized to acquire Del Monte 
Foods Inc. 

 
Conglomerates 

 Metro Pacific Investments Corp. (MPI)'s tollways unit entered in to PHp4 billion equity investment and financing 
transaction with Ho Chi Minh City Infrastructure Investment Joint Stock Co. (CII), giving it a 45% stake in the Vietnamese 
infrastructure company. CII is a strong player in the Vietnamese toll road industry, currently operating 75 km of seven 
existing roads and bridges. 

 The Aboitiz Group's investment holding company, Aboitiz Equity Ventures Inc. (AEV), raised capital through the 
issuance of 5.086 million treasury shares at Php54.40 per share. The Company raised a total of Php276 million from the 
said reissuance of shares, the proceeds of which are to be used to build up the Company's cash reserves, working 
capital and for other general corporate purposes. The Company currently has 28.2 million treasury shares left authorized 
for sale. 

 Lopez-led First Gen Corp. (FGEN) has raised Php7.5 billion through a private share placement with the purpose of 
bankrolling the development of its power projects. According to FGEN, its Board of Directors authorized the issuance 
and sale of 297,029,800 common shares-- sourced from its unissued capital and treasury stock-- priced at Php25.25 per 
share. This represents a discount of 2.9% from the last trade price on Tuesday. 

14-Jan 23-Jan % Change

PSEi 7,490.88 7,548.93 0.77%

Philippine  Stock Exchange  Index
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Services 
 

 Philippine Long Distance Telephone Company (PLDT) is questioning Globe Telecom Inc.'s bid to acquire the 

frequencies of Bayan Telecommunications Inc. In a formal offer of evidence, PLDT said that Bayantel's reallocation of its 

50 megahertz (MHz) for 4G frequency to Globe will disadvantage PLDT's subscribers. PLDT explained that since Globe 

and Bayantel have only a combined 37% of the cellular and broadband market, while the PLDT Group has 62%, there 

will be an estimated 70,000 subscriber gap. Globe responded that PLDT's claims are speculative. The National 

Telecommunications Commission (NTC) has yet to decide on the matter. 

 
Philippine Bond Market  

 
On the local fixed income space, bond prices rallied for most of the week on 
the back of continuing indications of accommodative monetary policy and 
revival of risk-on sentiment with regard to the improving outlook for our 
economy in 2015, before consolidating on Thursday as the prospect of a 
Eurozone monetary policy easing accompanying the ECB's announcement of 
EUR 60 Bn. in stimulative monthly bond-buying gave investors an excuse to 
take profit. On Tuesday, the Bureau of the Treasury auctioned PHP 25 Billion 
worth of 25-Year bonds which was over-subscribed by three-fold, following 
the extended Papal visit weekend. Indicative of healthy buying appetite on the 
part of the market so early in the year, the momentum from Tuesday's rally 
carried over into Wednesday. Week on week, yields fell -3.97 basis points, 
with the short, belly and long-ends of the curve losing 0, -2.55 and -11.63 
basis points, respectively.  
 
For next week, we expect local fixed income trading to be range-bound with 
an upward bias on sustained, robust buying interest in the long-end as some 
of the actual ECB-driven liquidity finds its way into our market which offers 
better rates than the developed markets. 
 
Philippine Peso 

 
 

The Philippine Peso appreciated relative to the US Dollar most days this week on the back of rosier GDP growth projections 
supported by low commodity prices. This week, the World Bank expressed confidence that the Philippines could achieve higher 
growth on the back of lower crude oil prices, enabling our consumption-driven economy to thrive, provided ample public investment 
is finally achieved. The IMF upgraded the country's GDP forecast for FY'15E from 6.3% to 6.6% on the same basis. Locally, 
observers subscribed to the view that public spending would increase this year as would election-related spending given the 
historically early campaigning prior to a Presidential election year. Senior BSP officials added fuel to the fire, issuing statements that 
reaffirm the appropriateness of the Central Bank's present monetary policy. Week on week the USD/PHP pair fell -1.11% to 44.180 
from 44.675.  
 
The Bangko Sentral ng Pilipinas may release the new residential estate price index by the second quarter of this year, which will 
serve as an indicator of house prices in the country. The index will initially cover Metro Manila and nearby provinces but the central 
bank aims to expand this to other key cities in the country. This is expected to help the regulator to spot any potential asset bubbles 
in the sector. 
 
In a report, the Bangko Sentral ng Pilipinas (BSP) disclosed that the country ended 2014 with its largest balance of payments (BOP) 
deficit since the global financial crisis. The BOP reversed from a surplus of $5.085 billion in 2013 to a deficit of $2.88 bi llion in 2014. 
The government, however, seemed to be expecting this as the huge deficit was still within its forecast of $3.4 billion deficit. The 
deficit is believed to be caused by the US Federal Reserve's decision to end its quantitative easing program. For 2015, the BSP 
expects a BOP surplus of $1 billion. 
 
The Bangko Sentral ng Pilipinas (BSP) recorded a net loss of Php7.19 billion in the first 11 months of 2014, an improvement from 
the Php23.48 billion loss recorded in the same period in 2013. The BSP's revenues fell by 13% to Php46.31 billion while its 
miscellaneous income dropped by 31% to Php16.04 billion. Interest income, on the other hand, increased to Php30.27 billion as a 
result of the weaker peso. There was also a significant decline in interest expense by 22% due to the BSP's decision to withdraw 
investment management accounts (IMAs) in the Special Deposit Account facility in 2013. It can be recalled that last time that the 
BSP recorded a net income was in 2009 by the amount of Php13.13 billion. 
 

T enor 16-Jan 23-Jan  Change

1m 2.31 2.38 7

3m 2.24 2.14 -10

6m 2.52 2.52 0

1y 2.55 2.57 3

2y 3.08 3.10 1

3y 3.47 3.46 -1

4y 3.59 3.60 1

5y 3.46 3.43 -3

7y 4.06 3.95 -11

10y 4.27 4.18 -9

20y 5.15 5.12 -3

25y 4.66 4.42 -24

Average -4.0

Peso Yie ld Curve                                        

(PDST-F Reference Rates)
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The International Monetary Fund (IMF) slashed its 2014 Philippine economic growth estimate but revised upward its growth forecast 
for 2015. In the IMF's quarterly world economic outlook, it cut its global growth forecast from 3.8% and 4.0% to 3.5% and 3.7% for 
2015 and 2016, respectively. Bucking this global slowdown is the favorable outlook for the Philippines which was raised from the 
earlier forecast of 6.3% to 6.6%, faster than the 5.2% average for the ASEAN-5 which is composed of the Philippines, Indonesia, 
Malaysia, Thailand and Vietnam. For 2016, growth is expect to slow to 6.4% but still faster than ASEAN-5's 5.3% and the world's 
3.7%. 
 
Foreign portfolio investments or "hot money" flew out of the country in 2014 primarily due to the US Federal Reserve ending i ts 
economic stimulus. Total foreign investments for 2014 was recorded at a net outflow of $310.21 million, a reversal from the net 
inflow of $4.22 billion in 2013. The Bangko Sentral ng Pilipinas (BSP) registered $21.8 billion in gross inflows, largely coming from 
investments in the local equities, and $22.1 billion of gross outflows, which mostly referred to the pullout of hot money from 
Philippine government debt instruments. 
 
The week ahead (January 26 – January 30)  

  
We expect the local equities market to trade within the range of 7,480 to 7,650 as strong foreign interest remain and as investors 
prepare for the earnings season. Profit-taking could be expected during the week as well but the index is expected to stay at high 
levels. Investors would most probably watch out for the Philippine 4

th
 quarter GDP as well as data from the US such as existing 

home sales and initial jobless claims. 
 

For next week, we expect local fixed income trading to be range-bound with an upward bias on sustained, robust buying interest in 
the long-end as some of the actual ECB-driven liquidity finds its way into our market which offers better rates than the developed 
markets. 
 
For next week, we expect the Peso to trade sideways with a slight upward bias within the 44 to 44.50 range on sustained risk-on 
sentiment surrounding our market. 
 

 


