
 

February 2, 2015 

Global Financial Markets 
 
Global equities markets declined for the week amid a batch of mixed corporate earnings results both in the US and 
Europe, as well as concerns on global economic growth amid the continued drop in oil prices. US Treasury prices, 
meanwhile, rallied on this risk-off stance and on more stimulus measures pursued by the central banks of Europe, the UK 
and Canada. The Euro traded sideways vis-à-vis the US Dollar this week, recovering slightly, as the investors waited on 
the outcome of the Fed’s FOMC meeting. 

  
Global Equities 

Global equities markets declined 

for the week amid a batch of mixed 

corporate earnings results both in 

the US and Europe and the 

continued drop in oil prices. 

Losses were tempered by an 

upbeat statement from Federal 

Reserve Chairwoman Janet Yellen 

that the US economy appeared to 

be well.  

Of course, the most focused-on 

event for the week was the Federal 

Open Market Committee meeting, 

from which investors expected 

more clarity with regard to the 

timing of the expected interest rate 

hikes. According to the Federal 

Open Market Committee (FOMC) 

following its meeting on 

Wednesday, economic activity has 

been expanding at a solid pace 

and labor market conditions have 

improved further. Nevertheless, it 

kept its promise to be “patient” on 

raising interest rates, maintaining 

the Fed Funds rate at its current 

0.25% level. Inflation however, is “anticipated to decline further in the near term” but should “rise gradually toward 2% over the 

medium term”, according to the FOMC. Note that the Federal Reserve has kept its main interest rate near zero since December 

2008.  

Movements in Asian markets were likewise mostly hinged on developments in the US, though market players also reacted to 
various corporate earnings results locally. 

In other news, S&P Ratings Services slashed its credit rating on Russia to junk, assigning the country with a grade lower than 

investment-grade for the first time in over 10 years. The firm cited the country’s financial instability as it lowered Russia’s rating to 

BB+ from the BBB- with a negative outlook. S&P stated that it could ratings further.  

Week-on-week, the MSCI World Index lost 0.82% led by the Asia-Pacific ex-Japan region, which declined 0.94%, and the European 
region which lost 0.48%. The Dow Jones Industrial Average index and the S&P500 index both lost 2.72% and 1.49%, respectively.  

Economic data releases for the week were mostly positive, though this failed to offset the mostly downbeat tone in the market. 

 Data released by the National Association of Realtors (NAR) last Friday showed that new-home purchases in the US 
totaled 4.93 million last year, 3.1% lower from the 5.09 million houses sold in 2013. This was the lowest in nearly three 
decades, according to the NAR. Despite the drop, analysts are saying that there are various other positive indicators, 
and that there aren’t any big negatives for housing. Moreover improving labor and low mortgage rates would support 
the housing rebound. 

23-Jan-15 29-Jan-15 % Change

MSCI World 1,707.74 1,693.81 -0.82%

MSCI Europe 126.30 125.70 -0.48%

MSCI Asia-Pacific ex-Japan 480.65 476.13 -0.94%

Dow Jones Industrial Average 17,672.60 17,191.37 -2.72%

S&P 500 2,051.82 2,021.25 -1.49%

Global Equity Performance
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 Last December, the Conference Board’s index of leading indicators rose for a fourth straight month, expanding 0.5% 
following November’s 0.4% gain. The figure was also higher than the median forecast of a 0.4% advance. The 
improvement was attributed to the recovering job market and plunging gas prices, which continued to support 
consumer spending.  

 For the month of December, durable goods orders in the US fell sharply by 3.4% month-on-month, much lower than 
the market estimate of a +0.3% gain, following November’s downwardly revised -2.1%. This marks the fourth decline 
in five months. The weak result was driven by falling sales of the highly volatile civilian aircraft segment. However, 
demand was weak across the board, weighing on machinery, computers, communications equipment and other 
products. Not including transportation, orders still declined by 0.8%, compared to the market estimate of a 0.6% gain. 
According to J.P. Morgan, this was a terrible report and they would have to go back and revised their fourth quarter 
GDP estimate.  

 New home sales in the US soared to their highest level in over six years last December as new single-family home 
sales jumped 11.6% month-on-month to a seasonally adjusted annual rate of 481,000. This was much higher than the 
market estimate of a 2.7% gain to 450,000, and was the best result since June 2008. The median price of a newly 
constructed home was at US$298,100, higher than the US$275,500 from a year prior.  

 Last November, the S&P/Case-Shiller Home Price index, which covers 10 major US cities, climbed by 4.2% year-on-
year, down from October’s 4.4% pace. Meanwhile, the 20-city index grew by 4.31%, meeting the market estimate but 
also less than October’s 4.5% increase. A member of the index committee at S&P Dow Jones Indices indicated that 
difficulties facing the housing recovery include continued low inventory levels and strict mortgage requirements. 

 For the month of January, US consumers remained upbeat about the economy as the Conference Board said that its 
index of consumer confidence spiked to 102.9, beating the market estimate of 95.5 and following December’s 
upwardly revised 93.1. According to the director of economic indicators at the board, ”A more positive assessment of 
current business and labor market conditions contributed to the improvement in consumers’ view of the present 
situation.” 

 Unemployment claims in the US plunged by 43,000 last week to a seasonally adjusted 265,000. This was lower than 
the market estimate of a drop to 300,000, and was the lowest level since April 2000. A Labor Department Analyst said 
that it could have been because of the shortened workweek from the Martin Luther King Jr. holiday. The less-volatile 
four-week moving average likewise declined 8,250 to 298,500 while the number of people filing continuing claims for 
unemployment benefits dropped 71,000 to 2.385 million in the week ended January 17. 
 
 

Global Bonds  
 

 
US Treasury prices gained ground as policy makers from Europe, the UK 
and Canada pursued more stimulus measures amid deflationary 
concerns due to falling oil prices. Some weak economic data during the 
week, speculation that the fallout from the Grecian elections over last 
weekend would be contained, and a diminished inflation outlook for the 
US also helped support demand for Treasuries. For the week, the 10-
year benchmark yield fell 11.19 basis points to close at 1.751%. 
 

 

Currencies  

The Euro stumbled vis-a-vis the US Dollar late last week, depreciating -
3.64% last Friday on poor European manufacturing results coupled with an 
upside surprise with regard to the actual monthly bond-buying amount by the 
ECB. The Euro recovered slightly early this week as most investors sat on 
the fences watching for the outcome of the Fed's FOMC meeting and as 
they digested last week's political victory of Greek anti-austerity Coalition of 
the Radical Left Party, installing Mr. Tsipras at the country's helm. Mid-week, 
the Euro fell again as it became apparent Greece would inevitably clash with 
its European creditors, particularly Germany (where the day's positive 
consumer sentiment report went unnoticed), and as the conclusion of the 
Fed meeting approached. Towards the weekend, the effect of increased 
global liquidity became apparent in the US where fund flows rushed in 
seeking yield, supporting the US Dollar further. The Fed ultimately decided 

US Treasury Yield Curve

Tenor 22-Jan 29-Jan  +/- bps

3m 0.015 0.005 -1.01

6m 0.071 0.061 -1.01

2y 0.517 0.516 -0.16

5y 1.364 1.270 -9.41

10y 1.863 1.751 -11.19

30y 2.439 2.315 -12.37

Currencies 

23-Jan 30-Jan % Change

USD/PHP 44.180 44.080 0.23%

EUR/USD 1.1204 1.1346 1.27%

GBP/USD 1.4989 1.5068 0.53%

USD/JPY 117.77 117.75 0.02%

AUD/USD 0.7912 0.7766 -1.85%

USD/CHF 0.8801 0.9246 -4.81%

EUR/CHF 0.98593 1.04898 -6.01%

EUR/JPY 131.95 133.59 -1.23%
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to not to raise rates, as expected, but with a slightly more hawkish tone. Overall, the Euro recovered slightly this week with the 
EUR/USD pair climbing 1.27% to close Thursday's trading at the 1.1346 level.  

 

The week ahead (February 2 – February 6) 

This week, markets were watchful as ever on developments with regard to the Federal Open Market Committee. With this episode 
concluded, all eyes will now continue to watch more economic data releases, including the US GDP growth figure due for release 
tonight. Other data releases next week include personal income and personal consumption expenditures, the ISM Manufacturing 
PMI and initial jobless claims (which this week had dropped to the lowest in 15 years). We expect some recovery on equities 
markets for the coming week, especially if economic data from the US comes out strong. This could in turn prompt a sell-off on 
Treasuries. For next week, the Euro will probably resume its bearish trend as the parties to the Greek-exit issue search for common 
ground and as the US economy continues to strengthen. 
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Philippine Financial Markets 
 
The local equities market continued to rally on expectations of high GDP growth and speculations of no rate hike from the 
Fed. The local fixed income market, meanwhile, sustained last week’s rally with investors chasing higher returns in the 
longer ends of the curve on the continuing belief that the Fed and, by extension, the BSP would not be raising interest 
rates this week. 
 
 
Local Equities  
    

It was an exceptional trading week for the PSEi as the local bourse recorded 
three record highs in just one week. As early as the start of the week, investors 
started to price in better-than-expected GDP growth rate bringing it to record 
high levels day after day. It was ironic, however, that when the GDP numbers, 
which came in better than expected, was announced, the PSEi closed lower. 
This was because indications from the Federal Reserve that they will raise 
rates this year weighed more to the market and made it a convenient excuse to 
book profits. Despite this, the market recovered on Friday, closing the day 
0.95% higher and 11 points shy of 7,700. 
  
The PSEi closed the week with a 140.98 points or 1.87% gain at 7,689.91. For the week, foreign investors were net buyers at 
Php872 million. 
  

 
Consumer 

 The Philippine licensee of 7-Eleven, Philippine Seven Corporation (PSC) is allotting P3 billion for capital expenditure this 
year, at least 50% more than last year’s budget. This is in response to the intensifying competition in the retailing sector. 
As of end-2014, the Company had a total of 1,282 stores, 27% up from 2013’s 1,009. For 2015, PSC intends to grow its 
store network by 25% to double its presence in the next three years. 

 
Properties 

 Andrew Tan-led, Megaworld Corporation (MEG) launched its second tower in Davao Park District. The Company said 
that its subsidiary, Suntrust Properties Inc. will develop the second tower after its first tower in One Lakeshore Drive was 
almost sold out, two months after the selling began. MEG expects at least Php2 billion in sales this year from the said 
project. It allots Php15 billion in the next five to seven years to build and develop the Davao township. 

 
Financials 

 For full-year 2014, Union Bank of the Philippines (UBP) reported a net profit of Php8.4 billion, 6.9% lower than the 
previous year’s results. This was in line with the industry-wide drop in treasury gains during the first half of the year.  
Interest income on loans and receivables accounted for bulk of the interest income, growing by 14.7% year-on-year to 
Php9.6 billion. Meanwhile, interest expense on deposits grew by less than 1% to Php3.8 billion. This brought net interest 
income to Php10.8 billion, 21% up year-on-year. According to UBP President Victor Valdepenas, the bank expects to 
grow its net profit by 10-15% this year 

 Security Bank Corp. (PSE Ticker: SECB) raised US$300 million from its US dollar bond offering, increasing funds for 
expansion along with widening its investor base. According to SECB’s disclosure to the Philippine Stock Exchange, the 
five-year notes were priced at a par with a yield of 3.95% per year, lower than the set price guidance of 4.2% per year. 
The notes will mature on February 3, 2020 and will be listed on the Singapore Exchange Securities trading Ltd. The 
issue and closing date will be on February 3, 2015.  

 
Conglomerates 

 Metro Pacific Investments Corporation (MPIC) plans to add twelve more hospitals to its portfolio this year. MPIC intends 
to spend PHp2.3 billion in capital expenditures for its hospital business to increase its bed counts to 3,000 next year. 
Currently, MPIC has a total of 2,153 beds nationwide which contributes about 5% to its consolidated net income. 

 
 

23-Jan 30-Jan % Change

PSEi 7,548.93 7,689.91 1.87%

Philippine  Stock Exchange  Index
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Services 
 
 In an interview, Philippine Long Distance Telephone Company (PLDT) Chairman, Manuel V. Pangilinan, said that its 

2015 capex will most likely be higher than the Php34.5 billion budget last year. A huge chunk of the budget will be 

earmarked for cellular sites and the rest will be for fixed-line, Internet and IT. According to Fitch Ratings, the capex for 

the industry in 2015 will be around Php60 billion, representing 24-25% of revenues. This is higher than the industry’s 

Php58 billion capex last year. Both PLDT and Fitch mentioned that competition will get tougher as the battlefront shifts 

from SMS and voice to data services. 

 Last Friday, the government awarded the Integrated Transport System-Southwest (ITS) project, its 9th public private 

partnership (PPP) project, to a consortium led by Megawide Construction Corp. Megawide’s offer surpassed the other 

sole rival bidder, Filinvest Land for a 35-year contract to build and operate the ITS Terminal, which will be located near 

the Manila Cavite Expressway. The ITS projects are meant to create intermodal hubs where provincial passengers allow 

passengers to transfer to other in-city modes of transportation such as elevated railways, city buses and UV express 

vans. 

 In a disclosure made to the Philippine Stock Exchange, Razon-led Bloomberry Resorts Corp. (PSE ticker: BLOOM) 

stated that the company signed four real estate sale agreements with several landowners for the purchase of land with 

an aggregate area of 12.2 hectares in Muui Island. Bloomberry's subsidiary in Korea, Solaire Korea Co., Ltd., will 

acquire the property located within the Incheon Free Economic Zone, intended to be developed into a mixed-use leisure 

and tourism complex with entertainment facilities. 

 Megawide-led consortium borrows Php3.3 billion from the Asian Development Bank (ADB) to partially finance the 

construction of its Mactan-Cebu International Airport project. Late last year, Megawide raised Php20 billion through 

syndicated loan from six local banks, making the total debt financing for the project to Php23.3 billion or approximately 

70% of the planned capital expenditure of Php31.92, the maximum extent of debt indicated in the proposal. 

 According to Meralco President Oscar S. Reyes, there may be a higher generation charge for February due to higher 

costs incurred from one of their suppliers. He stated that they observed higher prices in the WESM (Wholesale 

Electricity Spot Market), and while there was only a small portion of supply there it affected the overall situation. The 

overall rate adjustment for February could be announced next week. 

 
Philippine Bond Market  
 
In the local fixed income space, bonds traded sideways all week but 
eventually closed higher mostly due to the better-than-expected 4Q'14A GDP 
print. Early in the week, bond prices fell on concern that Greece's new, anti-
austerity ruling coalition would quickly find itself at odds with European 
creditors, particularly Germany, resulting in a cancelation of its bailout 
package, default and eventual exit from the Euro. As this concern was 
mitigated by our small exposure to the ongoing uncertainty in Greece and the 
EU, the market turned its attention to the outcome of the Fed's FOMC meeting 
this week. Despite limited profit taking, bond prices benefited from sentiment 
that the Fed, and by extension the BSP, would not raise interest rates since 
low energy prices continue to challenge their inflation target, allowing them 
room to be "patient". The better-than-expected 4Q'14A Philippine GDP print of 
6.9% beat market expectations of 6.1% and further fueled the bond rally, 
where there was robust buying interest in the long-ends as investors tried to 
maximize yield. For the week, yields fell -6.9 basis points, on average, across 
the length of the curve with the short, belly and long-ends of the curve losing 
3.14, 5.77 and 13.79 basis points, respectively.  
 
For next week, bonds will likely continue to rally on the back of benign outlook 
for January's Philippine inflation print.   

 
 
Philippine Peso 
 
The Peso traded sideways this week vis-a-vis the US Dollar as its rally early in the week lost steam. The Peso tracked a regional 
rally early in the week as Emerging Market currencies strengthened relative to the greenback on expectations that ECB-induced 
global liquidity would find its way to their markets in search of better yields than in Europe and North Asia. That became apparent 

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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Tuesday as foreign flows into the local equities market, along with the improvement in our trade balance as of last November, 
boosted the Peso further. Investors began taking profit, mid-week, ahead of the conclusion of the Fed's FOMC meeting which 
resulted in no interest rate hike, as expected, but contained more hawkish language that implied a 25 basis point hike as early as 
1H'15E, which ran counter to expectations that the dovish rate hike scenario would persist throughout the year. The USD/PHP pair 
fell 0.23%, week-on-week, to close Friday's trading at the 44.080 level. For next week, the Peso will likely trade sideways on the 
lack of market moving developments. The USD/PHP pair will likely be supported at the 44.0 level on BSP intervention. 
 
Government-owned Power Sector Assets and Liabilities Management Corp. (PSALM) sold two large power facilities last year, 
raising a total of Php20.80 billion in 2014. These were the 218-megawatt Angat hydroelectric power plant in Bulacan, from which 
PSALM received Php19.66 billion, and the 153.1-megawatt Naga power plant in Cebu, which generate Php1.14 billion. PSALM still 
needs to sell a number of power plants with capacity totaling 1,600 to 1,700 megawatts, and expects to raise US$3.2 billion to 
US$3.4 billion from these assets which are lined up for privatization up to 2016. 
 
According to data released by the Philippine Statistics Authority (PSA), the country's imports shrank by 10.8% to Php4.989 bi llion in 
November, posting the steepest annual decline since April 2012. On a year-to-date basis, imports grew by just 2.8% to US$58.549 
billion, well below the government's target of 9% for 2014. The decline in imports for the period, the PSA said, was mainly due to 
the negative performance of four out of the top ten major commodities for the month, namely; Transport Equipment; Mineral Fuels, 
Lubricants and Related Materials; Industrial Machinery and Equipment; and Miscellaneous Manufactured Articles. On the other 
hand, imports of electronic products rose in value by 21.8% to US$1.408 billion in November. 

 
The Philippine economy grew by 6.9% during the fourth quarter of 2014, besting Bloomberg consensus estimate of 5.9% and 
likewise higher than the in-house call of 6.1% growth. For full-year 2014, GDP expanded by 6.1%, significantly lower than the 
previous 7.2% growth and missing the government's target of 6.5-7.5%. On the production side, growth was strong across all 
sectors, led by the industrial sector (+9.2%). The agriculture sector likewise rebounded during the period registering a 4.8% growth, 
reversing last quarter's decline of 2.7%. On the demand side, government spending posted a strong growth of 9.8%, a complete 
turnaround from the -2.6% growth registered in the prior quarter. Meanwhile personal spending remained above 5% at 5.1%. 

 
The week ahead (February 2 – February 6)  
  
We expect the local equities market to trade range-bound, between 7,600 to 7,800 as companies kick-off the earnings season. 
Investors should watch out for several economic data coming from both domestic and overseas. Locally, inflation figures are 
expected to come out. In house forecast is at 2.2% while consensus is at 2.3%. Both are at the lower end of the government's 
target of 2-4% primarily due to lower food, electricity and fuel prices. 
 

For next week, bonds will likely continue to rally on the back of benign outlook for January's Philippine inflation print.   

 
For next week, the Peso will likely trade sideways on the lack of market moving developments. The USD/PHP pair will likely be 
supported at the 44.0 level on BSP intervention. 
 

 


