
 

May 12, 2014 

Global Financial Markets 
 
Global equities markets closed flat as dovish comments from Federal Reserve Chair Janet Yellen were countered by 
ongoing tensions in Eastern Europe. US Treasury prices were also flat amid a number of lackluster bond auctions, while 
the euro depreciated against its currency peers after ECB President Mario Draghi hinted at a possible further rate cut in 
June.  
 
Global Equities 
 

Global equities ended the week 
flat as positive reception to 
dovish comments from Janet 
Yellen was countered by 
continued tensions in Russia and 
Ukraine. 

US shares were dragged down 
by losses in tech stocks, which 
caused the benchmark indices to 
end the week with losses. 

During her testimony to the 
Senate and Congress on 
Wednesday last week, US Fed 
Chair Janet Yellen stated that the 
central bank must continue to 
boost economic growth as the 
inflation and jobs numbers 
continue to remain far from the 
central bank’s targets. She 
reiterated that a “high degree of 
monetary accommodation 
remains warranted”, and that 
while some areas of the equity 
market show signs of over-
valuations, the broad market has 
yet to develop a bubble. 
Furthermore, “heightened 
geopolitical tensions” were 
considered a risk to growth, she 
said. 

Note, however, that on Thursday, Russian President Vladimir Putin finally called on the separatists in Ukraine to postpone a vote for 
autonomy, and pulled Russian troops from the country’s border following three weeks of tension. The planned referendum on May 
11 must be delayed in order to “create the necessary conditions for dialogue” between pro-Russian forces in the area, and the 
government in Kiev, he said. 

Also moving markets in Europe was the European Central Bank’s (ECB) policy meeting on Thursday, where in the central bank 
decided to keep its benchmark interest rate at 0.25%. However, ECB President Mario Draghi told reporters that the 24-member 
Governing Council is “comfortable with acting next time”, and added that he was concerned that a rising euro will depress prices 
and hamper recovery. 

Week-on-week, the MSCI World index inched lower by 0.21%. The MSCI Europe index and the MSCI Asia ex-Japan index rose 
0.30% and 0.33%, respectively. Meanwhile, the Dow Jones Industrial Average index and the S&P500 index both pared 0.24% and 
0.29%, respectively.  

Economic data releases for the week were few and far between, with most of the attention still focused on the commentaries from 

central bankers around the world. 

 Data released by the US Labor Department showed that American workers were less productive in the first quarter 
amid adverse winter weather, which prevented them from going to their places of work. Employee output per hour fell 
at an annualized rate of 1.7%, the weakest reading in a year, following the 2.3% gain in the final quarter of 2013. 
Consensus estimate had been for a 1.2% decline. Meanwhile, unit labor costs rose 4.2%, higher than expected. 

 Data released by the US Labor Department last Friday showed that nonfarm payrolls rose by 288,000 in April, far 
outpacing the market estimate of 218,000 and March’s 203,000 increase. The unemployment rate likewise dropped to 
6.3%, the lowest since September 2008, as the economy continued to gain momentum after the spate of harsh winter 

01-May-14 08-May-14 % Change

MSCI World 1,690.39 1,686.79 -0.21%

MSCI Europe 115.59 115.94 0.30%

MSCI Asia-Pacific ex-Japan 473.58 475.14 0.33%

Dow Jones Industrial Average 16,558.87 16,518.54 -0.24%

S&P 500 1,883.68 1,878.21 -0.29%

Global Equity Performance
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weather. The report was not all rosy, however, as wage increases remained anemic and the workforce participation 
rate decline to 62.8%, a near 30-year low.  

 The Institute for Supply Management’s (ISM) non-manufacturing purchasing managers’ index (PMI) rose to 55.2 in 
April, the highest level since August of last year, signaling even faster growth moving forward. Note that any reading 
above 50 indicates expansion. Market estimate was for the figure to come in at 54.0. Analysts have stated that the 
results of the report are consistent with what was seen in the April employment numbers and in manufacturing as the 
economy emerged from the winter blues.   

 According to a survey conducted by the Institute for Supply Management, manufacturers in the US are now more 
optimistic about demand and capital spending in 2014 than at the end of last year. Sales are projected to grow by 
5.3% this year, an upward movement from end-2013’s prediction of a 4.4% gain. Service industries, meanwhile, 
estimate a 2.7% net increase in revenue compared to December’s projection of a 3.6% gain. The improvements came 
as manufacturers estimated that their spending on new equipment and plants will increase 10.3% this year. 

 The number of Americans filing for unemployment claims last week dropped by 26,000 to 319,000, lower than the 
market estimate of 325,000. This signaled that the US labor market continued to gain traction following the prior 
months’ weather-related weakness. The downward trend in jobless claims was mainly due to fewer layoffs couple with 
bigger gains in employment and wages. However, the less-volatile four-week moving average of claims rose to 
324,750 from 320,250. 
 
 

Global Bonds 
 

US Treasury prices closed the week flat amid a number of lackluster 

auctions from the US Treasury Department. Losses from dovish comments 

by Fed Chair Janet Yellen were offset by demand for the safe-haven 

assets amid tensions in the Ukraine and Russia.  

Tuesday also saw the Treasury Department’s sale of US$29 billion worth 

of three-year notes at a yield of 0.928%, the highest since May 2011, but 

matching the Bloomberg forecast survey of six primary dealers. Bid-to-

cover ratio was at 3.4x, compared to the 3.36x during the last auction and 

the average of 3.32x over the past 10 auctions. 
 

Wednesday’s US$24 billion 10-year bond auction received lukewarm demand as the notes yielded 2.612%, the lowest level since 

June last year. Bid-to-cover ratio was at 2.63x, compared to the 2.76 during April’s auction, and the 2.67x average over the past 10 

auctions. 
 

Weak demand was seen during the government’s US$16 billion 30-year bond auction on Thursday, as low yields kept most 

investors at bay. The bonds were sold at a yield of 3.440%, compared to the Bloomberg forecast of 3.392%. Bid-to-cover ratio was 

at 2.09x, the lowest since August of 2011. 
 

Week-on-week, the 10-year benchmark yield inched higher by 0.28 basis points to 2.616%.  
 

 

 

 

 

Currencies  

The euro started off the week on positive ground following favorable data 
from region. Spain’s unemployment change fell sharply by 111.6 
thousand, while its services purchasing managers index came in at 56.5, 
the highest level since March 2007. Euro-zone retails sales also posted a 
gain of 0.3%, compared to the market estimate of -0.2%. However, the 
shared currency ultimately ended Thursday weaker after ECB President 
Mario Draghi stated that the central bank is ready to cut rates next month 
should the need arise, and expressed concern about the strength of the 
shared currency. Week on week, the euro lost 0.19% against the 
greenback and 0.81% against the Japanese yen. 

 

 

 

US Treasury Yield Curve

Tenor 1-May 8-May  +/- bps

3m 0.020 0.025 0.50

6m 0.041 0.046 0.50

2y 0.407 0.387 -1.96

5y 1.658 1.625 -3.27

10y 2.613 2.616 0.28

30y 3.413 3.434 2.12

Currencies 

2-May 9-May % Change

USD/PHP 44.500 43.650 1.95%

EUR/USD 1.3869 1.3816 -0.38%

GBP/USD 1.6870 1.6906 0.21%

USD/JPY 102.20 101.77 0.42%

AUD/USD 0.9277 0.9369 0.99%

USD/CHF 0.8780 0.8823 -0.49%

EUR/CHF 1.21792 1.21895 -0.08%

EUR/JPY 141.77 140.61 0.82%
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The week ahead (May 12 – May 17) 

 

This week, markets were watchful of statements from central bankers in the western hemisphere, most of which concluded with a 

dovish tone. Moving forward, expect equities markets consolidate as investors search for fresh leads. Next week, US Fed Chair 

Janet Yellen will once again be speaking to the US Chamber of Commerce and the US Small Business Administration. US Treasury 

yields would likely trade within range, barring any surprising news from the Fed. The euro could continue to weaken against its 

currency counterparts, especially following dovish comments from the ECB. Next week, Euro-area first quarter GDP is set to be 

released. 
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Philippine Financial Markets 

 
The surprise upgrade by S&P to the country’s credit rating boosted demand for local denominated assets, driving prices 
of local equities higher and causing the peso to appreciate. Moreover, US Fed Chairwoman Janet Yellen’s dovish 
comments in her testimony to the US congress further fueled market sentiment. Meanwhile, yields of local government 
securities fell following the result of the recent Treasury Bill auction, which saw lower yields for the 91-day bills, while the 
181-day and 364-day bills got rejected. 
 
Local Equities  
    

The local equities market rallied this week after S&P upgraded the Philippines’ 
credit rating by one notch from BBB- to BBB, with a stable outlook. The agency 
raised the credit rating as they expect ongoing reforms to endure beyond the 
term of President Aquino. Dovish comments from Fed Chair Janet Yellen also 
contributed to the market’s rally.  Overall, the market was bullish for the week, 
enough to send the local index back to the 6,800 level.  Week-on-week, the 
index gained 104.29 points, or +1.55%, to close at 6,847.26. For the week, 
foreign investors were net buyers at Php2.29 billion. 

 
 

Conglomerate 

 Metro Pacific Investments Corp. (MPIC) reported a net income of Php3.469 billion in the first quarter, or 28.3% higher 
than Php2.704 billion posted in the same period last year. Likewise, core net income – which excludes one-time gains 
and costs – rose by 15% to Php2.2 billion. The conglomerate noted a minor recurring income of Php101 million in the 
first quarter, a reversal from non-recurring losses incurred in the same period a year ago. MPIC stated that key drivers 
were earnings from Metro Pacific Tollways Corp. (MPTC) buoyed by an increase in traffic and in shareholding in 
Manila North Tollways Corp., higher earnings from Maynilad Water Services, Inc and Manila Electric Co. (Meralco) 
lifted by higher water and energy volumes sold coupled with strong growth and benefit from new investments in the 
Hospital group. 
  

Financials 

 Rizal Commercial Banking Corp. (RCBC) registered a 25% drop in its consolidated net income to Php1.33 billion for 
the first quarter of the year from Php1.77 billion posted in the same period last year. According to RCBC President 
and CEO Lorenzo V. Tan, the bank has taken advantage of the favorable trading opportunities during the first quarter 
of 2013 which resulted to its hefty trading gains. He added that financial market conditions have reversed this year 
such as a stricter capital adequacy regulation under Basel 3 in place, as well as a heightened level of competition. 
However, the bank’s gross revenues excluding trading gains rose by 11.4% to Php5 billion with focus on sustainable 
and less cyclical sources of income. 
 

Properties 

 Ayala Land Inc. (ALI) reported a 25% growth in net income to Php3.46 billion in the first quarter from Php2.76 billion 
reported in the same period a year ago. The property firm’s consolidated revenues, likewise, grew by 25% to 
Php22.75 billion due to the strong performance of all business units including property development, commercial 
leasing and services business. Broken down, the bulk of revenues came from real estate sales, which rose by 19% to 
Php20.98 billion. Moreover, ALI President and CEO Bernard Vincent Dy said that the company expects sustained 
growth to be driven by continuous development in its mixed-use estates as it enhances its residential, shopping 
center, office, and hotels and resorts offerings. 

 
 

Utilities 

 Net income of Philippine Long Distance Telephone Co. (PLDT) for the first quarter registered at Php9.38 billion or 2% 
higher than Php9.18 billion posted in the same period a year ago. The increase was mainly attributed to higher core 
income, which countered foreign exchange and derivative losses totaling roughly Php800 million. PLDT President 
Napoleon Nazareno stated that the growth momentum in 2013 was seen to have carried over into the first quarter of 
2014. 

 
 

2-May 9-May % Change

PSEi 6,742.97 6,847.26 1.55%

Philippine  Stock Exchange  Index
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Philippine Bond Market  

 
On the local fixed income market, yields declined following the result of the 
Treasury Bill auction last Monday which saw lower yields for the 91-day bills. 
Meanwhile, the Bureau of the Treasury (BTr) rejected the bids for 182-day 
and 364-day T-Bills. S&P’s credit rating upgrade for the country further 
boosted demand for Philippine assets. For the week, yields across the curve 
dropped by 6 basis points led by the short-end of the curve declining by 13.24 
basis points. The long-end of the curve, likewise, fell by 8.88 basis points, 
while the belly rose by 0.49 basis points. 
 
 
 
Philippine Peso 
 
The Philippine peso appreciated against the greenback for another week as 
market players continued to favor emerging market assets, particularly the 
Philippines. This was underscored by S&P’s recent upgrade to the country to 
“BBB” on the back of its strong macroeconomic fundamentals. Moreover, the 
dovish statements by US Fed Chairwoman Janet Yellen in her testimony to 
the congress further added to the peso’s strength. Week-on-week, the local currency gained by 85 centavos to close at 43.650. 
 
Inflation for the month of April rose by 4.1% year-on-year, higher than the 3.9% posted last March, but still within the central bank’s 
forecast of 3.6% to 4.5% for the month.  The higher inflation print was mainly brought about by increases in the food and non-
alcoholic beverages category of 6.2%, as well as in housing, water, electricity, gas, and other fuels at 3.0%, and transport at 1.3%. 
Meanwhile, core inflation, which strips out some volatile food and energy items, came out at 2.9% last month. April's figure brings 
the year-to-date average inflation to 4.1% year-on-year, which is still within the BSP's targeted range of 3-5% for 2014. 
 
Standard and Poor (S&P), one of the major international credit rating agencies, recently upgraded the country’s debt rating by a 
notch to “BBB” from “BBB-“ with a stable outlook. The credit rating agency stated that the upgrade was made mainly because it 
believes that the ongoing reforms to address shortcomings in structural, administrative, institutional and governance areas will 
endure beyond the current administration. Moreover, the higher rating reflects the strong macroeconomic fundamentals as 
evidenced by its strong external position, which is an important credit support, giving the Philippines a buffer against external 
shocks. 
 
According to the Bangko Sentral ng Pilipinas (BSP), the country’s gross international reserves (GIR) amounted to US$79.61 bill ion 
in April, slightly lower than the US$79.65 billion registered last month and the US$83.21 billion posted in the same period a year 
ago. The central bank stated that the decline was mainly attributed to outflows arising from payments by the National Government 
of its maturing foreign exchange obligations and foreign exchange operations of the BSP. However, BSP pointed out that these 
outflows were partially offset by the foreign currency deposits of the Treasurer of the Philippines of loan proceeds from multilateral 
sources. Moreover, the April GIR can cover 11 months’ worth of imports of goods and payments of services & income and 6.9 times 
the country’s short-term external debt based on original maturity and 5.1 times based on residual maturity. 
 
According to the Department of Finance (DoF), the country’s outstanding public sector debt (OPSD) amounted to Php7.5 trillion as 
of September 2013, or 66.6% of gross domestic product (GDP). The debt level for that period was lower from the Php7.7 trillion 
posted as of the quarter ending June 2013, which was equivalent to 70.2% of GDP. The department stated that the overall decline 
in OPSD was mainly due to the decrease in the outstanding debt of the non-financial public sector. It added that the foreign debt 
stock of the 14 monitored non-financial government corporations (MNFGCs) fell by 1.7%. Moreover, there was a 2.1% drop in the 
outstanding debt of financial public corporations to Php3.704 trillion as of September from Php3.784 trillion recorded in the previous 
quarter. 
 
Data from the Bureau of the Treasury (BTr) showed that state borrowings declined by 25.64% to Php34.561 billion in March from 
Php46.345 billion recorded in the same period last year. Broken down, domestic borrowings for the period totaled Php17.88 bil lion 
or 60.55% lower than the Php45.319 billion posted in March 2014. Meanwhile, external borrowings soared to Php16.581 billion in 
March from Php1.026 billion in the comparable period last year, with Php8.938 billion coming from program loans while Php7.643 
billion was from project loans. 
 
 
 
 

T enor 2-May 9-May  Change

1m 1.76 1.66 -10

3m 1.47 1.35 -11

6m 2.16 2.03 -13

1y 2.40 2.22 -18

2y 3.04 3.03 -2

3y 3.35 3.38 3

4y 3.58 3.58 1

5y 4.01 4.06 4

7y 4.16 4.12 -4

10y 4.40 4.32 -9

20y 5.35 5.33 -1

25y 5.65 5.48 -16

Average -6

Peso Yie ld Curve                                        

(PDST-F Reference Rates)



 

May 12, 2014 

 
 
The week ahead (May 12 – May 16) 

 
We expect the local equities market to correct next week on profit-taking following the recent run-up due to the S&P upgrade.  The 

local index is currently at overbought levels based on technical indicators, with RSI currently at 68 (70 as overbought level).  The 

market will continue to monitor 1Q14 earnings results (public companies listed in PSE must report earnings by May 15).  The 

political crisis in Thailand, thru the ousting of former Prime Minister Yinluck Shinawatra, may also dampen sentiment in the region.  

The market is expected to trade from 6,710.05 to 6,853.53. 

 

For the local fixed income market, we expect yields to trade sideways with a slight downward bias on the lack of fresh catalysts. 
However, we might see yields go down towards the end of the week as investors might opt to take positions in the upcoming 3 year 
auction. Meanwhile, the peso might initially appreciate as investors are likely to continue to buy local assets following the credit 
rating upgrade by S&P to the Philippines. However, profit-taking might follow in order for them to book gains from the recent rally. 
Moreover, economic indicators on the local front to be watched out for are the exports data and gross international reserves figure. 
In the US, key indicators include April CPI, Industrial Production, NAHB Housing Index, Housing Starts and Consumer Sentiment in 
May. Meanwhile, developments on the growing tensions in Ukraine will continue to affect market sentiment. 

 

 


