
 

March 24, 2014 

Global Financial Markets 
 
Global equities markets ended marginally higher amid the somewhat improving situation in Ukraine and Russia, as well as 
signs of strength from the US economy. Meanwhile, Asian shares bucked the trend with a significant weekly loss amid 
heightened concerns over China’s corporate debt defaults. US Treasury yields jumped and the US dollar strengthened 
following comments from Fed that hinted at an earlier-than-expected interest rate hike. 
 
Global Equities 
 

Global equities markets ended the 
week slightly higher, as concerns 
over the geopolitical conflict in 
Russia and Ukraine slowly eased 
following Crimea’s secession from 
the latter, and as concerns of a 
potential early rate-hike from the 
Fed were countered by optimism 
on the improving US economy.  

US and European stocks started 
off on a positive note after the 
referendum in Crimea ended 
without violence, and after 
Russian President Vladimir Putin 
stated that Russia was not 
seeking to split Ukraine. However, 
much of the gains were given back 
following the FOMC meeting as 
investors digested a comment 
from Fed Chair Janet Yellen which 
suggested that interest rate hikes 
could begin around six months 
after QE3 ends.  

As most had expected, the US 
Federal Reserve (the Fed) 
changed its forward guidance on 
the likely movement of interest 
rates, placing less importance on 
the rate of unemployment as a signal for when the rate hikes will begin. At the same time, however, it re-affirmed its plan to keep 
borrowing costs at highly accommodative levels well into the future. During a policy statement made last night, the Fed removed its 
6.5% jobless rate target and said that would take into account “a wide range of information, includ ing measures of labor market 
conditions, indicators of inflation pressures and inflation expectations, and readings on financial developments,”  

The Asian region bucked the trend, ending in negative territory for the week as concerns of the Fed hiking its rates earlier coincided 
with China’s corporate debt defaults. Reports showed that property prices in China continued to moderate, and a real estate 
developer defaulted from almost US$600 million worth of loans. Fears were further elevated as the real estate sector accounts for 
16% of the country's GDP. 

Week-on-week, the MSCI World index inched higher by 0.16%, led by the European region, which rose 0.96%, while the Asia-
Pacific ex-Japan region declined by 2.08%. The Dow Jones Industrial Average index and the S&P500 index gained by 0.70% and 
0.78%, respectively.  

Economic data releases for the week were mostly positive for the US, somewhat countered by the dismal news of corporate debt 

defaults from China, and continued tensions in Ukraine and Russia.  

 Data released Friday showed that Americans were less confident in the economy in March, indicating that household 
spending may be slower to recover from the early weather-related slump. The Thomson Reuters/University of 
Michigan preliminary index of consumer sentiment fell to 79.9 in March from 81.6 in February, much lower than the 
market estimate of a rise to 82. The slump in consumers’ optimism indicated that bigger payroll gains are needed to 
propel spending.  

 Last February, the U.S. Labor Department’s producer price index unexpected fell by 0.1%, following January’s 0.2% 
advance as the cost of services dropped by the most in nearly a year.  

 Inflation in the US rose by 0.1% on a monthly basis last February, on the back of higher food costs. Year-on-year, 
consumer prices rose by just 1.1%, the smallest since October. Market estimate was for a 1.2% annual increase. Not 

13-Mar-14 20-Mar-14 % Change

MSCI World 1,651.68 1,654.32 0.16%

MSCI Europe 110.41 111.47 0.96%

MSCI Asia-Pacific ex-Japan 458.57 449.04 -2.08%

Dow Jones Industrial Average 16,108.89 16,222.17 0.70%

S&P 500 1,846.34 1,860.77 0.78%

Global Equity Performance
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including volatile food and energy costs, core prices were up 0.1% month-on-month and 1.6% year-on-year.  Note that 
the Fed’s targeted inflation rate is 2.0%. Policy makers are set to meet tomorrow to decide on the path of interest 
rates. 

 U.S. industrial production rose by a seasonally adjusted 0.6% month-on-month in February, higher than the market 
estimate of a 0.2% increase, following January’s upwardly revised -0.2%. The improvement came as capacity 
utilization improved by 0.3% to a 78.8% rate. Manufacturing output also jumped 0.8% month-on-month, the largest 
increase since August last year. According to the Fed, much of the swing in the rates of change for production in 
January and February reflected the depressing effects on output of the severe weather in January and the subsequent 
return to more normal levels of production in February. 

 Data released by the Commerce Department showed that housing starts were little changed in February following an 
upwardly revised decline in January, indicating that the home-building industry is stabilizing after the adverse winter 
weather weighed on construction. Housing starts decreased slightly by 0.2% to an annualized rate of 907,000 last 
month, following January’s pace of 909,000. Market consensus had called for a rate of 910,000. Meanwhile, building 
permits soared 7.7%, beating the market estimate of 1.6%, to a seasonally adjusted 1.018 million. This was the 
strongest pace since October. 

 Data released by the National Association of Realtors showed that sales of existing homes in the US dropped by 0.4% 
last February to an annual rate of 4.6 million, matching the median estimate. This was the lowest level since July 
2012, indicating that the industry my recovery more slowly. The decline reflected a pickup in borrowing costs, falling 
affordability and, in recent months, the spate of adverse weather conditions.  

 In other news, the Conference Board’s index of leading indicators rose more than anticipated in February a sign that 
the economy would pick up following the weather-related slowdown in the first quarter. The Board’s gauge of outlook 
for the next three to six months rose 0.5%, the biggest gain since November.  

 The number of Americans filing for unemployment claims rose by 5,000 to 320,000 last week, lower than the market 
estimate of 322,000. The less-volatile four-week moving average declined to 327,000m the lowest since November 
last year, from the prior week’s 330,500. 

 In other news, Chinese officials in the eastern city of Fenghua met after Zhejiang Xingrun Real Estate was unable to 
repay US$600 million worth of loans. Reports showed that the company owed financial institutions 2.4 billion yuan 
(US$390 million) and other creditors 1.1 billion yuan. While defaults among China's thousands of developers were not 
unusual, analysts were concerned about the country's economic slowdown and its repercussions on firms that have 
leveraged up in recent years. 
 

Global Bonds 
 

US Treasury prices lost the prior week’s gains as market players mostly 

shrugged aside the results of the referendum in Crimea and the corporate 

debt defaults in China to focus more on improvement in the US economy. 

Statements from the Fed which hinted at an early rate hike, as well as its 

decision to carry on with its US$10 billion bond purchase scale-back, 

further pushed yields higher. Week-on-week, the 10-year benchmark yield 

rose 12.70 basis points to 2.772%. 

 

On Thursday, the US Treasury Department sold US$13 billion worth of 10-

year Treasury Inflation Protected Securities at a yield of 0.659%, compared to the average forecast (by six of the Fed’s primary 

dealers) of 0.652%. Bid-to-cover ratio was at 2.48x compared to the average of 2.52x over the past 10 sales. The auction drew the 

weakest demand in 12 years amid stagnant inflation and the Fed’s reduction of bond purchases. 
 

 

Currencies  

The US dollar strengthened against most of its currency peers as demand 
for safe-havens was reinforced by persisting concerns over the tensions in 
Russia and Ukraine, and China’s corporate debt woes. Comments from 
the Fed which led investors to speculate on an earlier-than-expected rate 
hike likewise boosted greenback strength.  

Over in Europe, slower inflation in the region caused speculation that the 
European Central Bank may cut rates further, dragging on demand for the 
shared currency. In February, consumer prices in the zone rose 0.3% 
month-on-month and 0.7% year-on-year, down from the prior month’s 
annualized estimate of 0.8%.  

Week-on-week, the US dollar gained 1.02 % against the euro and 0.71% 

US Treasury Yield Curve

Tenor 13-Mar 20-Mar  +/- bps

3m 0.041 0.051 1.01

6m 0.071 0.076 0.51

2y 0.338 0.420 8.17

5y 1.520 1.700 18.05

10y 2.645 2.772 12.70

30y 3.591 3.663 7.23

Currencies 

14-Mar 21-Mar % Change

USD/PHP 44.655 45.100 -0.99%

EUR/USD 1.3914 1.3772 -1.02%

GBP/USD 1.6647 1.6482 -0.99%

USD/JPY 101.36 102.08 -0.71%

AUD/USD 0.9028 0.9072 0.49%

USD/CHF 0.8724 0.8838 -1.29%

EUR/CHF 1.21372 1.21718 -0.28%

EUR/JPY 141.03 140.59 0.31%
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against the Japanese yen. 

 

 

The week ahead (Mar 24 – Mar 28) 

 

Trading in global financial markets this week was driven mostly by market players’ expectations on the outcome of the US Federal 

Reserve’s policy meeting, and their reactions to its comments thereafter. This drew much of the focus from ongoing geopolitical 

tensions in Ukraine and the corporate debt defaults in China. For the week ahead, equities markets could rise on the back of month-

end and quarter-end window dressing, while US Treasury prices may continue to fall amid the continuously improving US economic 

indicators. Note, however, that sentiment may be dragged down by more corporate defaults from China, as well as other signs of a 

slowdown from the world’s second largest economy. For the U.S. dollar, the bias is for it to strengthen especially after the Fed’s 

comments during the FOMC meeting ended this week. Upcoming indicators from the US include the 4Q13 GDP growth revision, 

durable goods orders, and personal income growth. Over in China, we’re looking at the HSBC/Markit flash manufacturing PMI for 

March.  
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Philippine Financial Markets 

 

The local financial markets slid for the week mostly on the outcome of the US FOMC meeting where the US Fed continued 
the QE3 tapering and US Fed Chair Janet Yellen gave a hint that the interest rates may rise sooner-than-anticipated. Prices 
on the local equities and fixed income market plunged while the Philippine peso depreciated against the US dollar, 
breaching the 45-level mark. 
 
Local Equities 
    

The local equities market climbed at the start of the week following the release of 
strong OFW remittances data.  OFW remittances grew by 5.9% in January, 
higher than the government’s target of 5.0%.  However, the market reversed its 
gains as the week progressed after Fed Chair Janet Yellen suggested that 
interest rate hikes in the US could begin around six months after the end of its 
stimulus program. The US central bank predicted that its target interest rate will 
be 1.00% by end-2015 and 2.25% a year later.  Week-on-week, the index lost 
51.98 points, or -0.81%, to close at 6339.26.  For the week, foreign investors 
were net buyers at Php2.23 billion.   

 
Conglomerate 

 Metro Pacific Investments Corp. (MPIC) reported that its core net income climbed by 10% year-on-year to Php7.2 
billion last year, exceeding its core profit guidance of Php7 billion. The company stated that earnings were mainly 
propelled by higher traffic in its tollways business with the acquisition of CAVITEx, an increase in energy sales and 
billed volumes in its Maynilad Water Services, Inc. and Manila Electric Co., and booking earnings from De Los Santos 
Medical Center. Moreover, the conglomerate stated that it anticipates continued strong volume growth in 2014 for all 
its subsidiaries. 
 

Property 

 Vista Land & Lifescapes Inc. (VLL) is planning to raise around US$150 million this year, maximizing the low interest 
rates to pay existing debts. According to Vista Land President and CEO Manuel Villar, the company is looking to 
refinance roughly US$150 million in debt since it is maturing in 2015. He added that the refinancing program will be 
achieved through a mix of bonds and corporate notes. The corporate notes carry a coupon rate of 6.75%. 

 
Power 

 Lopez-led First Gen Corp. saw its net income attributable to equity holders dip by 37.8% to US$118.1 million last year 
from US$189.8 million in 2012. The company attributed the decline to lower earnings booked by Energy Development 
Corp. (EDC) as a result of its unrealized foreign exchange losses and the loss on damaged assets resulting from 
Typhoon Haiyan. Earnings were further reduced by lower sales from the Wholesale Electricity Spot Market (WESM) 
and ancillary services of First Gen Hydro Power Corp. (FG Hydro) and by the fire at the main transformer of San 
Lorenzo’s Unit 60. Moreover, the company’s consolidated revenues from the sale of electricity fell 7.5% to US$1.905 
billion from US$2.060 billion. 

 

Financials 

 EastWest Bank reported that its net income rose by 13.2% to Php2.1 billion in 2013 from the Php1.8 billion registered 
in 2012. Customer loans climbed 32.1% to Php95.6 billion, while deposits soared 21.9% to Php111.2 billion. 
Moreover, the bank registered a 37.9% increase in net interest income as it posted its highest net interest margin of 
8.4% last year due to its above industry loan growth. Moreover, EastWest Bank Chief Finance Officer Rene De Borja, 
Jr. said that it was a challenging year in 2013 for the banking industry because of the ultra low-interest rate 
environment. 

 
 
 
 
 
 

14-Mar 21-Mar % Change

PSEi 6,391.24 6,339.26 -0.81%

Philippine  Stock Exchange  Index
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Philippine Bond Market  
 
Prices of local government securities dropped for the week as risk-off 
sentiment was observed following the FOMC meeting where US Fed Chair 
Janet Yellen indicated that the agency would raise its key benchmark rates 
sooner-than-expected. Profit-taking among investors ensued following the 
successful and well-received 7-year Fixed Rate Treasury Notes auction last 
March 18. Moreover, market players are seen defensive ahead of the BSP’s 
monetary board meeting. For the week, yields across the curve climbed by 23 
basis points led by the long-end of the curve, which rose by 32.6 basis points. 
The short-end of the curve and the belly, meanwhile, increased by 28.8 and 
13.4 basis points, respectively. 
 
The Bureau of the Treasury (BTr) sold Php25 billion worth of 7-year Fixed 
Rate Treasury Notes during an auction concluded last March 18. The notes 
were fully awarded at an average yield of 3.426%, compared to the 2.997% 
during the last auction of similarly dated notes in November 2013. The 
coupon rate was at 3.875%. Total bids amounted to Php69.204 billion, nearly 
three times the offered amount. 
 
According to the Bureau of the Treasury (BTr), the national government’s 
outstanding debt rose by 5% to Php5.594 trillion in January or 5% higher than the Php5.334 trillion posted in the same period in 
2013. Broken down, Php1.973 trillion or 35% came from foreign creditors while Php3.62 trillion or 65% were from domestic 
creditors. The domestic debt stock, however, was 3% lower than the Php3.733 trillion registered as of end-December 2013. The 
BTr attributed the decline to the net redemption totaling Php114 billion which was somewhat tempered by the Php1 billion increase 
in the peso value of debt due to the appreciation of the US dollar, which affected the value of multicurrency retail treasury bonds. 
Meanwhile, the state’s external debt climbed by 2.6% from Php1.923 trillion posted in January 2013 mostly on the back of currency 
adjustments and a net repayment amounting to Php13.5 billion. 
 
Philippine Peso 
 
The local currency continued to slide for another week, breaching the 45-level, following the conclusion of the US FOMC Meeting, in 
which the US Federal Reserve reduced its bond-purchases by another US$10 billion, and the statement made by US Fed Chair 
Janet Yellen about the possible rate hike six months after the quantitative easing ends. Week-on-week, the local currency 
surrendered 63.5 centavos to close at 45.290. 
 
Cash remittances from overseas Filipinos rose by 5.9% year-on-year to US$1.8 billion in January. This is lower than the December 

2013 figure of US$2 billion. Remittances from both land-based and sea-based workers expanded by 4.9% to US$1.3 billion and 

9.1% to US$450 million year-on-year, respectively.  The source of cash remittances for the month mostly came from the United 

States, Saudi Arabia, the United Arab Emirates, the United Kingdom, Singapore, Japan, and Canada. 

 

The Bangko Sentral ng Pilipinas (BSP) reported that the country’s balance of payments (BoP) registered a US$345 million surplus 

in February, a turnaround from the US$4.48 billion deficit posted in January and US$960 million deficit in February last year. Last 

month’s surplus has brought the year-to-date tally to a US$4.135 billion deficit. BSP Deputy Governor Diwa C. Guinigundo stated 

that the BoP surplus is partly a result of the central bank’s BSP’s foreign exchange operations and investment income from abroad. 

 

The Bureau of Internal Revenue (BIR) collected Php104.15 billion in January, 9.96% higher than the Php94.718 billion registered in 

the same period last year, but missed its Php113.591 billion goal. Broken down, BIR operations revenue amounted to Php99.61 

billion, higher by 11.88% than the Php89.03 billion posted last year. Meanwhile, collections from non-BIR operations totaled 

Php4.54 billion in January, or roughly 20% lower than Php5.68 billion last year. Moreover, the BIR is mandated to collect Php1.456 

trillion, or 16.2% higher than last year, and 19.64% more than the actual collections in 2013. 

 

The Bangko Sentral ng Pilipinas (BSP) was able to reduce its losses last year to Php24.26 billion, or 74.56% lower than the 

Php95.38 billion posted in 2012. The central bank strengthened its balance sheet in 2013 after making operational adjustments to 

its special deposit account (SDA) facility, resulting to lower interest payments that it had to settle with banks. Data from the central 

bank also showed that its interest expense declined by 35.35% to Php58.68 billion in 2013 from Php90.76 billion in 2012. Moreover, 

the BSP booked gains from its foreign exchange operations as it registered Php5.6 billion in earnings last year. This is significantly 

higher than the Php95.38 billion net loss recorded a year earlier. 

T enor 14-Mar 21-Mar  Change

1m 1.18 1.55 38

3m 1.13 1.45 32

6m 1.44 1.65 21

1y 2.05 2.30 24

2y 2.38 2.54 15

3y 2.99 3.14 16

4y 3.14 3.38 24

5y 3.50 3.61 11

7y 3.93 3.94 1

10y 4.18 4.57 39

20y 5.27 5.47 20

25y 5.52 5.91 39

Average 23

Peso Yie ld Curve                                        

(PDST-F Reference Rates)
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The week ahead (Mar 24 – Mar 28) 

 
We expect the local equities market to consolidate further next week on the back of foreign exchange concerns and a possible hike 
in local benchmark interest rates.  The comment by Fed Chair Yellen last week caused the peso to depreciate against the 
greenback, affecting peso-denominated assets including Philippine equities.  This may pose some concerns for foreign investors 
and can trigger capital flight.  Moreover, BSP Governor Tetangco hinted a rate hike in benchmark interest rates.  This will be 
negative for stocks as most companies are valued using discounted cash flow method.  Trading range is expected to be between 
6,210 and 6,360. 

 

Meanwhile, on the local fixed income market, we expect yields to continue to trade sideways with a slide upward bias as we might 
see a bit of an overhang of the risk-off sentiment following US Fed Reserve Janet Yellen’s statement during the FOMC meeting. 
Moreover, market players are expected to be defensive, looking to cut risks further ahead of the Bangko Sentral ng Pilipinas’ (BSP) 
Monetary Board Meeting on March 27. The central bank hinted that it still has room to keep rates steady but indicated that the 
scope is narrowing. On the local currency market, the movement of the Philippine peso would depend on the key events on the 
local and global fronts. Locally, investors are focused on key economic figures such as Imports and Balance of Trade, and the 
BSP’s policy meeting. Globally, investors are keeping their eyes on the US with economic indicators, which are slated to come out 
including the revision of the 4Q 2013 GDP, consumer confidence, personal income and consumer sentiment, among others. 
Developments on other parts of the globe are going to be monitored as well particularly the geopolitical tension in Ukraine/Russia 
and China’s slowing economy. 


