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Global Financial Markets 
 
Events during the week have highlighted the growing monetary policy divergence across the globe. As a result, yield 
spreads between US treasuries and Euro bonds have widened, while the US dollar strengthened further. Global equities, 
meanwhile, took a beating this week on looming potential increase of the Fed funds rate. 
  
Global Equities 
 

Global equities fizzled during the 
week, with US shares erasing all 
of their gains made during the 
year last Wednesday, and 
bouncing back to positive territory 
on Thursday on a year-to-date 
basis. It was a very eventful week 
with all eyes focused on the 
commencement of European 
Central Bank’s (ECB) quantitative 
easing at the start of the week. 
Over in US, the heavily-
monitored non-farm payrolls 
figures came out strongly, 
prompting heightened 
expectations of a policy rate hike 
in June, which was followed by 
better-than-expected jobs data 
releases later in the week. These 
two big events have highlighted 
the growing divergence between 
the two economies’ recovery. As 
a result, yield spreads have 
further widened, leading 
investors to dump Euro bonds in 
favor of US bonds. US dollar 
likewise benefitted from the 
increased relative appeal of US 
over Euro investments. However, 
the dollars strength was perceived negatively, raising doubts over the earnings capability of US corporates for 2015, which is 
aggravated by the potential consolidation in the oil and energy sector. Weak earnings outlook and lingering uncertainty over the 
timing, pace, and duration of the Fed funds rate liftoff led stocks to its worst performance to date, paring all its gains made in the 
year last Wednesday.  

Over in Europe, two main themes drove equity markets during the week. Equity prices inched higher as the expected benefits from 
a weaker euro and lower rates continue to buoy stocks in the region. Stocks, in turn, have become more expensive with valuations 
reaching record highs.  On the other hand, lingering concerns over Greece’s fate has capped the gains.        

In Asia, weak economic data releases from the largest-economy in the region weighed on sentiment. Recent monthly indicators 
suggested some further easing in the growth momentum in China. However, some markets got a lift mid-week following surprise 
policy rate cuts from the central banks in Thailand and Korea. 

Week-on-week, the MSCI World tumbled 1.99%, to close at 1,728.62. All other indices tracked closed in the negative territory, led 
by US equities with S&P 500 and Dow Jones Industrial Average dropping by 2.89% and 2.76%, respectively, followed by MSCI Asia 
Pacific ex-Japan, shaving 1.80% to 474.75. On the other hand, MSCI Europe bucked the trend, increasing marginally by 0.34%.   

 

Data releases from the US remained inconclusive, with the labor markets showing strength while consumption continued to be frail.   

 Nonfarm payrolls rose 295,000 after increasing by a downwardly revised 239,000 in January. February marked the 

12th straight month that employment gains have been above 200,000, the longest such run since 1994. The 

unemployment rate dropped 0.2 percentage points to 5.5%, the lowest reading since May 2008, but largely reflected 

people dropping out of the labor force. The labor force participation rate dipped one-tenth of a percentage point to 

62.8% (Mkt est: 62.9%). A broad measure of joblessness that includes people who want to work but have given up 

searching and those working part-time because they cannot find full-time employment fell 0.3 percentage points to 

05-Mar-15 12-Mar-15 % Change

MSCI World 1,763.74 1,728.62 -1.99%

MSCI Europe 134.03 134.48 0.34%

MSCI Asia-Pacific ex-Japan 483.46 474.75 -1.80%

Dow Jones Industrial Average 18,135.72 17,635.39 -2.76%

S&P 500 2,101.04 2,040.24 -2.89%

Global Equity Performance
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11%, its lowest level since September 2008. The number of Americans unemployed for 27 weeks or longer also 

dropped to a six-year low.  
 

 The U.S. trade gap narrowed in January. The trade deficit fell to a seasonally adjusted US$41.75 billion as crude 
imports declined and created the lowest deficit for petroleum products in over ten years. The trade deficit for 
petroleum products fell toUS $10.69 billion, its lowest level since November 2003. Exports fell 2.9% month-on-month 
to US$189.41 billion, the lowest level since October 2012, and imports slid 3.9% to US$231.16 billion. 

 US Labor market strengthened further in February. The Conference Board’s U.S employment trends index improved 
to 127.76 in February from January’s downwardly revised reading of 127.62. On an annual basis, the February 
reading jumped 6.7%. The employment trends index increased for the 14th consecutive time, the longest positive 
stretch in 30 years. 
 

 U.S. small business optimism crept higher in February. The National Federation of Independent Business said its 
Small Business Optimism Index inched higher by 0.1 point to 98.0, the third highest reading since early 2007. The 
survey of 716 small business owners showed that almost 30% could not fill open positions, the highest level since 
April, 2006. Some 14% cited the shortage of skilled labor as their primary problem, the highest since September 2007. 
 

 U.S. wholesale inventories unexpectedly rose in January with sales posting their largest decline since 2009. 
Wholesale inventories increased 0.3% from a revised unchanged reading in December. Sales at wholesalers tumbled 
3.1%, the biggest drop since March 2009. At that sales pace, it would take 1.27 months to clear inventory, the most 
since July 2009. 
 

 Bank of St. Louis President James Bullard warned of the risk of protracted low-interest rate environment. Bullard said 
that the central bank risked holding fire too long on rate increases given the declining unemployment rate and that 
even after the Fed begins to tighten monetary policy will remain accommodative by historic standards. By autumn the 
rate of unemployment should be below 5% - near levels it had last seen in the “bubble years” of the 1990s and 2000s, 
Bullard said. He added that netting out oil price effects, inflation was not that far below target. 
 

 Household consumption continued to weaken in February, with retail sales registering its third straight decline in a 
row. Retail sales fell to a seasonally adjusted 0.6% last month in the wake of even larger declines in January and 
December, the government reported Thursday. The last time sales have fallen three straight months was in mid-2012. 
Sales at gasoline stations jumped 1.5% last month as fuel prices rose in February for the first time since last summer. 
This is contrary to the trend in the past two months where the plunge in oil prices has been blamed for the 
disappointing data releases. 
 

 Initial jobless claims fell by 36,000 to 289,000 in the seven days extending from March 1 to March 7, the Labor 
Department said Thursday, reversing a sharp uptick last month that was likely triggered by a spate of bad weather. 
New claims had jumped at the end of February to the highest level since last May. 
 

Global Bonds  
 

US treasuries tumbled as expectations of a policy rate hike were 

brought forward following the solid jobs data release over the weekend. 

However, treasuries received a boost mid-week emanating from the 

ECB’s bond purchase exercise. Week-on-week, the 2-year benchmark 

tenor closed higher by 2.55 basis points to settle at 0.664%, while the 5-

year benchmark tenor crawled up by 2.39 basis points to finish at 

1.597%.   

 

The Treasury Department auctioned US$21 billion in 10-year notes at a 

high yield of 2.139%, better than the 2.000% in February. The bid-to-cover ratio, an indicator of demand, was the highest since 

December at 2.65, albeit still lower than the recent average of 2.69. 

 

Currencies  

The US dollar firmed up against major trading peers as fears of an earlier 
rate hike in the wake of low interest rates elsewhere buoyed demand for 
the dollar. During the week, the euro registered its lowest level on 
Wednesday as the ECB’s quantitative easing continued to place downward 
pressure on the currency.  

US Treasury Yield Curve

Tenor 5-Mar 12-Mar  +/- bps

3m 0.005 0.020 1.52

6m 0.071 0.102 3.05

2y 0.639 0.664 2.55

5y 1.573 1.597 2.39

10y 2.115 2.116 0.02

30y 2.729 2.700 -2.90

Currencies 

6-Mar 13-Mar % Change

USD/PHP 44.090 44.300 -0.47%

EUR/USD 1.0844 1.0602 -2.23%

GBP/USD 1.5037 1.4859 -1.18%

USD/JPY 120.83 121.46 -0.52%

AUD/USD 0.7716 0.7677 -0.51%

USD/CHF 0.9860 1.0053 -1.92%

EUR/CHF 1.06924 1.06579 0.32%

EUR/JPY 131 128.78 1.72%
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The week ahead (March 16 – March 20) 

 

Movements in the financial markets will be largely hinged on the two-day policy meeting of the Federal Reserve which will conclude 

on the 18
th
. The committee is widely expected to remove “patience” in its policy statement, giving them flexibility to raise policy rates 

as they come close to achieving its inflation and output goals. Last week, jobs data solidified while some spots of the economy 

continued to show signs of weakness. With economic data releases continue to yield mix results, we expect heightened volatility in 

the near term.  
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Philippine Financial Markets 

The local equities market consolidated on a tight range as a concoction of positive and negative developments affect market 
sentiment. Local fixed income yields were primarily influenced by US Treasury bond movements as market players speculate that 
the Fed will raise interest rates sooner-than-expected. The Philippine peso, on the other hand, gave way to a stronger US dollar as 
market players anticipate a less dovish statement from the FOMC minutes next week.  
 
 
Local Equities  
 
The local equities market took a hit at the start of the week as better-than-
expected US Non-farm payroll data fuelled talk that the Fed liftoff will happen 
sooner-than-expected. Local earnings news from index heavy weight AC as 
well as some bargain-hunting provided some support but further declines in 
the Wall Street dragged the index further downward to 7,790.70 by the middle 
of the week. Bargain-hunters focused their attention on MPI after last week’s 
news regarding MWC’s arbitration caused the stock to drop to cheaper 
valuations. The PSEi went above the 7,800 level once again after foreign 
buyers began to buy into conglomerates such as AGI, AC, and GTCAP. The 
local index made another reversal at the end of the week as the effects of the 
recently announce PSEi rebalancing took effect. The PSEi closed at 7,809.54, 
declining by -0.66% from its close last March 06. 
 
In terms of foreign flows, foreigners were net buyers for the week resulting to a cumulative Php555.21 million in net inflows. 
 

Industrial 

 Aboitiz Power Corporation (PSE Ticker: AP) recorded a 10% decline in net income last year, mainly due to weakness in 
its power generation business. AP’s net income came in at Php16.7 billion in 2014 compared to Php18.6 billion the 
previous year. The downtrend in profits was attributed to the decline on the Tiwi-Makban plants’ geothermal resources 
supply contract, the end of tax holidays for the Pagbilao and Magat plants, and reduced operations of the Magat plant on 
the back of lower water levels. Lower prices for sales at the Wholesale Electricity Spot Market (WESM), and for ancillary 
sales also pulled down income. 

 In a disclosure to the Philippine Stock Exchange, Energy Development Corporation (PSE Ticker: EDC) recorded Php9.2 
billion worth of recurring net income in 2014. This represents a 40% increase from the Php6.6 billion recurring net 
income figure for 2013. A major contributor to top line growth was the resumption of the Bacon-Manito geothermal 
plant’s operation. Additional sources of revenues came from the commissioning of the Nasulo power p lant and the 
Burgos wind project. According to EDC President Richard Tantoco, moving forward, EDC will implement engineering 
solutions in order to protect these assets from typhoon-related damages in the future. 

 Puregold Price Club, Inc. (PSE Ticker: PGOLD) reported a record net profit of Php4.52 billion in 2014, up 18% from 
Php3.83 billion from the previous period. The increase, according to management, was due to a double-digit rise in top-
line earnings. The Company's net sales increased by 16% to Php84.7 billion driven by strong consumer demand from 
PGOLD's network of stores nationwide. For the next five years, the company plans to continue with its expansion plans 
by opening 25 Puregold stores and 2 S&R stores per year. 

 Universal Robina Corporation (PSE Ticker: URC) announced that it bought the remaining shares it does not own of a 
subsidiary that supplies its operations with flexible packaging materials. URC’s board recently approved the acquisition 
of the less than one percent interest in CFC Clubhouse Property Inc. (CCPI) to bring its ownership to 100% from the 
current 99.99%. The minority shares are currently owned by members of the Gokongwei family. Management expects 
URC to benefit from potential reduction in expenses due to scale, centralized administration and better efficiency after 
the merger. Meanwhile, URC has yet to provide details on the cost of transaction. 

Services 

 Philippine Long Distance Telephone Company (PSE Ticker: TEL) dethroned rival Globe Telecom Inc. (PSE Ticker: 
GLO) as the top provider of mobile postpaid services. At the close of 2014, the combined postpaid subscriber base of 
PLDT’s Smart and Sun brands registered at 2.8 million, or 16% higher than the prior year. With Globe’s 2.26 million 
postpaid subscriber base, the latest tally points that TEL now has the lion’s share in the postpaid market at 55%. The 
PLDT group attributed the recent market share gains to its integrated wireless network, expansive reach, and premium-
packed device and content offers. 

 

6-Mar 13-Mar % Change

PSEi 7,861.33 7,809.54 -0.66%

Philippine  Stock Exchange  Index
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Property 

 In a disclosure to the PSE, Filinvest Land, Inc. (PSE Ticker: FLI) reported a 16% increase in net income to Php4.6 billion 
versus the Php3.98 billion in 2013. The company attributed the increase on its strong residential sales and office space 
take-up. According to FLI president and CEO Josephine Gotianun Yap, FLI is on target when it comes to its goal of 
tripling its recurring income portfolio to 970,000 square units by 2019. For this year, the company aims to add about 67 
thousand square meters of office space and 85 thousand square meters of retail space to its retail portfolio.   . 

 
Holding Firms 

 Ayala Corp. (PSE Ticker: AC) reported a full-year 2014 net income of Php18.6 billion, higher by 46% compared to the 
prior year. The strong performance of AC was attributed to its real estate, telecom and electronics manufacturing units, 
and boosted by a Php1.8 billion non-recurring net gains from the sale of its business process outsourcing asset. Barring 
the effect of a one-off gain on sale and accelerated depreciation of its telecom unit, AC’s core net income edged higher 
by 25% last year. Ayala managed to sustain above 20% growth in profits for the past three years. Given the strong 
earnings growth in 2014, management believes that AC can achieve its Php20 billion net earnings target this year, which 
was earlier targeted by 2016. 

 Metro Pacific Investments Corp.’s (PSE Ticker: MPI) water unit, Maynilad Water Services Inc., seeks to recover 
sovereign compensation of Php3.44 billion on revenue losses from January 1, 2013 to February 28, 2015 due to the 
postponed implementation of the increase in its basic water charge as awarded after arbitration proceedings. 
Metropolitan Waterworks and Sewerage System (MWSS) put on hold the implementation of the awarded base water 
rate hike until the close of the arbitration process involving the other metro water concessionaire, Ayala-led Manila Water 
Company Inc. (PSE Ticker: MWC). Management stated that the amount of claims will continue to increase as long as 
the MWSS refuses to implement the rate hike. 

 Aboitiz Equity Ventures, Inc. (PSE Ticker: AEV) reported full year net income of Php18.4 billion in 2014, 13% lower 
compared to the previous year. The decline in profits was driven by lower income contributions from its power and 
banking segments which decreased by 10% and 21%, respectively. In 2014, AEV’s power segment contributed 71% to 
bottom line, followed by banking, food and real estate with income contribution of 18%, 7% and 4%, respectively. During 
the year, AEV incurred non-recurring items mainly from its power segment, including gains from revaluation and sale of 
investments, and transaction costs due to the acquisition of Lima Enerzone Corporation. Adjusting for the non-recurring 
items, the group’s core net income amounted to Php17.9 billion, or 15% lower than the prior year. 

 
Mining and Oil 

 Semirara Mining and Power Corporation (PSE Ticker: SCC) recorded a 9% drop in net income in 2014 to Php6.85 billion 
due to lower contribution of its power generation business. SCC’s coal and power segments net income contribution 
amounted to Php3.64 billion and Php3.22 billion, respectively. The coal business posted strong net income growth of 
45% due to increase in production (i.e. 6% year-on-year). Meanwhile, profit generated by Semirara’s power generation 
business sharply dropped by 45% last year on the back of lower energy sales. The lower availability of its coal-fed 
power plant in Calaca, Batangas, which was closed for the first half of 2014, contributed to the decline in energy sales. 

 

Philippine Bond Market  
 
Local fixed income players saw local yields follow the trend of its foreign 
counterparts as jobs data from the US came out better than expected – 
fanning speculation that the Fed will begin hiking interest rates sooner 
rather than later. Apart from a momentary episode of bargain hunting, all 
eyes were once again focused on developments in the US treasuries, 
even largely ignoring news that the Bank of Thailand and Bank of Korea 
cut their interest rates. Towards the end of the week, yields started to 
consolidate as negative US retail sales figures give the Fed more space to 
move their interest rate hike to a latter date. 
 
Yields rose by an average of 4.72 basis points across the length of the 

curve with the short-end, belly, and long-end of the curve increased by 

4.58, 4.31, and 5.58 basis points, respectively.  

 
 
 

T enor 6-Mar 13-Mar  Change

1m 2.41 2.41 0.37

3m 1.80 1.93 12.95

6m 2.18 2.21 2.96

1y 2.42 2.44 2.04

2y 3.10 3.09 -1.13

3y 3.43 3.52 8.14

4y 3.66 3.71 5.00

5y 3.84 3.84 -0.45

7y 3.78 3.88 10.00

10y 3.98 4.06 7.96

20y 4.93 4.95 2.18

25y 4.62 4.68 6.60

Average 4.72

Peso Yie ld Curve                                        

(PDST-F Reference Rates)
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Philippine Peso 
 
The Philippine peso weakened against the greenback week-on-week to close at USD/PHP44.30 as strong US jobs data spark 
speculation that the Fed may increase its policy rate at a sooner date. Despite a negative retail sales data release, the US dollar still 
strengthened as market players anticipate a less dovish statement from the FOMC meeting that will happen at the latter part next 
week. 
  
The Bureau of Internal Revenue expects tax effort to drop to 11.8% of total economic output in 2015. The higher exemption cap on 

13th month pay and other bonuses prompted the agency to lower its collection target to Php1.67 trillion from Php1.72 trillion. State 

tax effort has been in an uptrend since 2010, improving from 12.2% to 13.3% in 2013. The incumbent administration is planning to 

further improve tax effort to more than 16% by 2016. The BIR aims to collect Php993.58 billion from taxes on net income and profit, 

Php373.83 billion from value-added taxes, Php140.44 billion from excise taxes, Php79.14 billion from percentage taxes and 

Php86.96 billion from other taxes. 

According to the Philippine Constructors Association (PCA), the construction industry is expected to reach Php1.7 trillion this year 

should the government can successfully implement its infrastructure projects. The government is increasing its budget for 

infrastructure and will likely spend Php562.3 billion this year. In a separate report, the PCA expects more projects to be rolled out 

towards the latter part of the year due to the government hosting the Asia Pacific Economic Cooperation (APEC) and the upcoming 

2016 presidential election. 

Last Thursday, the Philippine Statistics Authority (PSA) released a report stating that the country’s unemployment rate contracted to 

6.6% in January from the 7.5% figure recorded from the same period last year. Data from the January 2015 Labor Force Survey 

(LFS) show that 1.04 million jobs created from last year and the number of unemployed decreased by around 334,000 to 2.6 mill ion 

during the period. The labor market was supported by growth in the services sector which grew by 3.9%, adding 766,000 worth of 

net employment gain in January. 

The Philippine Statistics Authority released a report stating that merchandise exports dropped to USD4.36 billion in January, a 0.5% 

decline year-on-year from the USD4.38 billion recorded from the same period last year. Although overall merchandise exports 

shrank, electronics and semiconductors, which consist of approximately half of total exports, grew 14.6% year-on-year to USD2.04 

billion 

 
The week ahead (March 16 – March 20)  
  
We expect the local equities market to continue rising at the start of the week before profit-taking to commence. In our view, the 
PSEi will trade within a broad range of 7,750 to 7,860 for the week, with bias to the downside. Catalysts for the week remain to be 
corporate earnings releases and other company-specific news. 
 
For the local fixed income market, we expect market players to take their cue from the upcoming FOMC meeting minutes.  
 
Events overseas will continue to dictate the direction of the local currency. Excess liquidity from Europe may find its way in the 
Philippines as foreign investors hunt for higher returns. Furthermore, expect the local currency to take its cue from the statement 
from the FOMC meeting latter this week. 
 

 


