
 

May 23, 2016     
Global Financial Markets 

Global equities reflected a return to risk-off sentiment as most equity indices tumbled during the week, following the 
release of the April Fed minutes, hawkish Federal Reserve member commentaries, and amid mixed economic data 
releases. On the other hand, US Treasury prices fell during the week following the release of the Fed minutes and on 
growing expectations of a June Fed rate hike. The US Dollar strengthened vis-a-vis the Euro this week given relatively 
strong U.S. economic data releases and increase in US Treasury yields as mentioned above. 

 
  
Global Equities 
 

Global equities lost ground this 
week amid a general risk-off 
sentiment from market players 
following the release of the Fed 
FOMC minutes complemented by 
hawkish Federal Reserve member 
commentaries and mixed economic 
data and corporate earnings 
releases globally.  
 
U.S. equities started extended 
losses from the previous week on 
weaker oil prices, gloomy earnings 
results by lead retailers, and the 
U.S. dollar strength, overshadowing 
the less worse-than-expected April 
retail sales report. Some bargain 
hunting ensued the following 
trading sessions buoyed by a six-
month high for crude prices. Market 
players also reacted to news that 
Berkshire Hathaway had taken a 
US$1bln stake in Apple and a 
handful of M&A deals. However, 
the U.S. markets quickly pared 
gains mid-week following stronger-
than-expected consumer price 
inflation (with core inflation rising 
above 2% on an annualized basis) and another round of hawkish Federal Reserve commentary, as market moved ahead of the 
release of the Fed minutes. The sell-down in U.S. equities ensued throughout the remainder of the week following the release of the 
Fed minutes. Minutes from the April FOMC meeting indicated that a June rate hike is a far greater possibility than markets are 
currently pricing. While there was no definitive commitment to a June hike, the minutes showed that June remained a “live” 
possibility. The week ended with market players also digesting improving labor data for the week, particularly initial jobless claims—
which fell for the first time since February, providing support to the thesis that the U.S. economy is improving.  

 

Meanwhile, European equities marginally bucked the downward trend for global equities despite tracking a negative trajectory for 
most of the week. Initially, European equities edged higher despite the weaker-than-expected GDP print as market players focused 
on stronger-than-expected U.S. retail sales data and positive corporate earnings releases. Following the slight rebound at the 
beginning of the week, European equities took a turn following the weak Chinese economic data releases, which overshadowed the 
rally in crude oil prices. The weakness in European markets was exacerbated by positive economic data releases in the U.S., which 
strengthened the case for the Fed to raise rates in June. Market players supported commodity-related equity names mid-week 
following the rally in crude oil prices, countering weaknesses in auto names and other sectors. Towards the end of the week, 
European stocks rallied buoyed by banks rallying 1.4% as the market priced the prospect of higher interest rates in the wake of 
recent hawkish commentary from several Federal Reserve officials. This supported the drag in other European companies. 
 
Asian equities suffered the biggest losses for the week, as market players priced in the possibility of a June Fed rate hike. The 
beginning of the week saw Asian equities end mostly lower on weaker oil prices, slower-than-expected Euro area GDP print, and 
gloomy updates from some of the largest U.S. retailers. The following trading days, Asian equities recovered following the recent 
report by Goldman Sachs indicating that crude oil may finally be out of an oversupply scenario. Furthermore, softer-than-expected 
Chinese economic data did not stop Asian markets from surging, following the positive sentiment from the rebound in crude oil 
prices and on increased speculations of possible currency intervention by Japanese officials. Mid-week, Asian equities sustained 
rebound in commodity prices, encouraging U.S. economic data releases leading to a stronger US dollar vis-à-vis the yen, and the 

12-May-16 19-May-16 % Change

MSCI World 1,649.91 1,627.61 -1.35%

MSCI Europe 112.17 112.34 0.15%

MSCI Asia-Pacific ex-Japan 402.85 394.24 -2.14%

Dow Jones Industrial Average 17,720.50 17,526.62 -1.09%

S&P 500 2,064.11 2,047.63 -0.80%

Global Equity Performance
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release of the Reserve Bank of Australia’s policy meeting minutes. However, Asian markets pared gains towards the end of the 
week following the release of the Fed minutes, leading market players to believe that a June hike may still be on the table. Japan 
also released first quarter 2016 GDP print, growing at annualized rate of 1.7%. The positive GDP print beat expectations. The 
positive data released in Japan was not enough to erase market concerns of a possible Fed rate hike sooner than expected.  
 
Week-on-week, the MSCI World Index was down by 1.35%, led by the MSCI Asia Pacific ex-Japan declining 2.14%. US equities 
also edged lower, with the S&P500 Index losing 0.80% while the Dow Jones Industrial Average Index surrendered 1.09%. Bucking 
the trend was MSCI Europe gaining 0.15%. 
 
Economic releases were mixed through the week. 
  

 Data from the U.S. Commerce Department showed that U.S. retail sales posted their biggest rise since March 2015 during 

April, largely driven by a surge in car sales. Overall retail sales grew 1.3% month-on-month, higher than consensus 

expectation of 0.8%, after contracting 0.3% in March. Sales climbed across all categories, with the exception of building 

materials and garden equipment which recorded their biggest drop since August. Auto sales grew 3.2% in April, a sharp 

reversal from the -3.2% growth posted in the previous month.  

 Data from the U.S. Labor Department showed that overall level of prices recorded their biggest increase in more than three 

years in April buoyed by the increase in gasoline prices and rents. The Consumer Price Index (CPI) increased by 0.4% in 

April, registering the largest gain since February 2013. The CPI print for the month of March was at 0.1%.  

 According to the U.S. Federal Reserve, industrial production in April surged to its highest level since November 2014. 

Industrial production grew 0.7% in April, reflection the bounce on weather-related factors rather than higher spending by 

consumers and businesses.  

 Minutes from the April FOMC meeting indicated that a June rate hike is still more possible than the market was pricing. 

While there was no defined commitment to June, the minutes reflected that June still remained viable. Most FOMC 

members stated that if incoming data were consistent with economic growth picking up in the second quarter, continuous 

improvement in the labor market, and inflation strengthening toward the Committee’s 2% objective, then it likely would be 

appropriate for the Committee to increase the target range for the federal funds rate in June. 

 A preliminary estimate showed consumer prices declined 0.2% YoY (vs. mkt est: -0.2%), implying that eurozone slid back 

into deflation during April. The main driver was the sharp drop in the rate at which prices for services rose, to 0.9% from 

1.4% in March. 

 The Conference Board’s leading economic index rose 0.6% (vs. mkt est: +0.4%) to 123.9, rising sharply compared to 

previous months. All components except consumer expectations contributed to the sharp uptick from an essentially flat first 

quarter. 

 

 

Global Bonds 
 
US Treasury prices fell on hawkish Fed. The April FOMC meeting 

minutes showed that there is a growing consensus among members of 

increasing rates mid this year (June) due to signs on US economic 

growth and recovery of inflation. Members also expressed concerns 

that the financial markets were overly bearish on their rate view. The 

Fed was concerned on the overly dovish interest-rate outlook of 

markets and so members expressed hawkish statements during 

interviews. Economic data released this week also supported the 

recovery view of the Fed. Retail sales ex-auto grew + 0.8% MoM (Est 

@ 0.5%) in April, an acceleration from + 0.2% MoM growth the month prior. More importantly, core inflation (ex food and energy) 

trailed above 2% YoY in the past 6 months. The 2% headline inflation target seemed to be achievable this year with the expected 

recovery of oil prices in 2H2016. These sent perceived probabilities of a June hike to 28% (May 19 data), from 4% the week pr ior 

(May 12).  

 

 Week-on-week, US Treasury yields rose by an average of 8.54 bps, led by the 5-yr rate (1.375%, + 13.8 bps). The 10-yr rate 

closed at 1.849% (+ 9.71 bps). Intra-week high was at 1.885%, highest since April 28. 

 

  

US Treasury Yield Curve

Tenor 12-May 19-May  +/- bps

3m 0.265 0.300 3.56

6m 0.357 0.427 7.02

2y 0.754 0.882 12.79

5y 1.237 1.375 13.83

10y 1.752 1.849 9.71

30y 2.598 2.642 4.34



 

 

Currencies  

 
 The US dollar strengthened against most currencies, except the 

British pound. The dollar index closed at 95.287 after it dipped last 

May 02 at 92.626. Hawkish Fed sent jitters to markets and led to the 

dollar index peaking at 95.500 this week. The strength of the US 

dollar was due to global risk aversion as Fed members continue to 

communicate possible June hike if the economy continues to show 

signs of growth. More so, growth imbalances across the globe are 

again being priced in after disappointing numbers from China. April 

figure for the China Caixin manufacturing PMI fell to 49.4 (March @ 

49.7) renewed concerns on China’s growth story. This translated to 

+ 6% YoY growth in factory output in April, lower than March’s 6.8%. The US dollar appreciated against the Euro. The Euro closed 

at 1.12, down by 1.66% WoW. 

 

 

 

The week ahead (May 23 – May 27) 

 

For next week, we expect global equities to trade sideways with a slight upward bias as technical correction might ensue in equities 

and commodities market following this week’s sell-off. Critical events for the week are commentaries by key Federal Reserve 

officials, particularly Janet Yellen, the G7 Summit, and U.S. economic data releases—particularly jobs data and the 1Q 2016 U.S. 

GDP revision. U.S. Treasuries movements will also be data-dependent but with bias for increase in yields, ahead of growth figures 

and Federal Reserve Chairwoman’s Janet Yellen’s speech. Stronger-than-expected figures for both data releases will strengthen 

the case for a June rate hike. For next week, movements in the EUR/USD pair will likely be sideways with slight bias towards Euro 

weakening. Direction will depend on inflation data both in the US and Eurozone, as well as GDP revision for the U.S. 

Currencies 

12-May 19-May % Change

USD/PHP 46.640 46.800 0.34%

EUR/USD 1.1392 1.1203 -1.66%

GBP/USD 1.4449 1.4636 1.29%

USD/JPY 109.23 109.93 0.64%

AUD/USD 0.7330 0.7196 -1.83%

USD/CHF 0.9708 0.9895 1.93%

EUR/CHF 1.10601 1.10855 0.23%

EUR/JPY 124.43 123.15 -1.03%



 

Philippine Financial Markets 
 
The local equities market pared early gains due to profit-taking as the index reached as high as +8.4% from the start of the 
year. For the local fixed income space, prices of government securities rose on average given risk-on sentiment which 
prevailed during the early part of the week. The Peso weakened against the US Dollar this week given the hawkish April 
FOMC minutes. 

Local Equities  
 

The local equities market pared early-week gains due to profit-taking as the 

index reached as high as +8.4% YTD this week. Local equities started strong 

as the remnants of election-related risk-on sentiment spurred buying especially 

as investors positioned ahead of the first quarter Philippine GDP—expected to 

be strong from election-spending boost particularly in consumption. First 

quarter earnings also looked robust especially in light of anemic earnings 

growth elsewhere. The rally was halted Thursday as investors cashed-in gains 

following the release of GDP at +6.9%, in-line with expectations driven by 

consumer spending. The 7% growth in Consumer Spending was due to four 

things: 1) low inflation, 2) election spending, 3) improvement in consumer confidence and 4) El Niño. These translated to strong 

growth in consumption of 1) food (+6.4% YoY), 2) utility and gas (+ 9.2% YoY), and 3) transport (+7.2% YoY). 

 

Week-on-week, the PSEi lost 137.76 points, or -1.85%, and closed at 7,299.03, with net foreign buying of Php252.36 million.  

 

Holding Firms: 

 GT Capital Holdings, Inc. (PSE ticker: GTCAP) will acquire majority stake in Property Company of Friends, Inc. (Pro-

Friends), a mass housing developer by the first quarter of 2017. GTCAP President Bautista said that the company will pay 

Php6.2 billion to exercise its option and acquire 42% direct ownership by the second half of 2016, and eventually increase 

the stake to 51% by the first quarter of next year. Together, the 51% stake will be worth Php16 billion, Bautista also said. Still 

according to the president, the acquisition will be funded by both internally generated cash and short-term debt. Pro-Friends 

intends to build 500 units of low-cost horizontal development every month to address the housing backlog in the segment.  

 San Miguel Corp. (PSE ticker: SMC) is planning to build five power plants--two in Luzon and three in Mindanao--or a total 

additional capacity of 1,200 megawatts (MW) with a total cost of about USD4.2 billion. SMC President Ramon S. Ang said 

that the Mindanao plants will be located within industrial estates that the company is planning to build. Each at about 2,000 

hectares and would include a pier, the developments will take about three years and will start after finalizing negotiations with 

landowners. Meanwhile, SMC plans to build coal-fired power generating facilities in Pagbilao, Quezon and in Mariveles, 

Bataan, which will be operational by 2021 and 2020, respectively. . 

Power: 

 Aboitiz Power Corp. (PSE ticker: AP) allotted Php51.5 billion for capital expenditures for 2016, most of which will be spent in 

the 68-megawatt Manolo Fortich hydroelectric power plant in Bukidnon, the 340-MW Therma Visayas, and the 420-MV 

Pagbilao III coal plant--these projects are expected to be done by 2017. AP's capex budget is about 88% of parent Aboitiz 

Equity Ventures, Inc.'s (PSE ticker: AEV) capex. 

 Manila Electric Co.’s (PSE ticker: MER) Php15.47-billion capex program for this year has been approved by the Energy 

Regulatory Commission (ERC), with the approved amount being Php2-billion short of MER’s application. The biggest share 

of the capex budget amounting to Php781.26 million will go to the expansion of an advanced metering infrastructure to 

support prepaid retail service. ERC-approved projects also include the following: Php580.39-million 115-kilovolt (kV) line, 

Php435.79-million Malacañang substation, Php478.91-million Lucena City substation, and Php207.6-millioon meter 

conversion program under the government’s retail competition and open access (RCOA) scheme that would allow end-users 

to choose their electricity providers. ERC regulates MER within a reset period consisting of four regulatory years beginning 

July and ending June 30. MER’s fourth reset period began July 1, 2015 and will end on June 30, 2019. 

 

Property: 

 The temporary restraining order stopping the construction of a common station linking LRT 1 and the MRT holds as the 

lawsuit by SM Prime Holdings, Inc. (PSE ticker: SMPH) remains pending before Branch 111 of the Pasay City Regional Trial 

Court following the Supreme Court's denying lifting of the TRO. The lawsuit was filed by SMPH against the government after 

the DoTC decided to transfer the common station to a site across Ayala Land's (PSE ticker: ALI) TriNoma mall. 

 

13-May 20-May % Change

PSEi 7,436.79 7,299.03 -1.85%

Philippine  Stock Exchange  Index



 

Philippine Bond Market  
 

 
For the local fixed income space, prices of government securities fell on 
average as the big rise in short-term yields offset the decline in the belly and 
the long-end. The first day of the trading week saw prices of government 
securities falling, after the BSP announced the mechanics of the Interest Rate 
Corridor (IRC), which caused yields to rise despite temporary buying of short-
dated securities. However, yields fell during the succeeding days given risk-
on sentiment as signified by the Brent crude oil prices reaching USD49/bbl, 
and given the success of the 5-year auction. The release of April FOMC 
meeting minutes, which was more hawkish than anticipated, led to market 
jitters which snapped the bond rally despite strong 1Q16 figures locally.  
 
Yields fell by an average of 18.14 basis points for the week. The short-end, 
belly, and long-end of the curve fell by 11.45, 9.66, and 21.81 basis points, 
respectively.  
  
 
Philippine Peso  
 
The Peso weakened against the US Dollar this week as markets reacted to 

the more-hawkish-than-expected April FOMC meeting minutes. The 

Philippine peso initially exhibited strength vis-à-vis the greenback at the start of the week following good corporate earnings and net 

foreign inflows in the equities market. Optimism on the strength of the country’s economy as reflected in its expected GDP growth 

continued to pull the Peso higher. However, the Peso succumbed to regional weakness given strengthening of the US Dollar 

following hawkish statements from several Federal Reserve members, and following the release of April FOMC meeting minutes, 

which indicated that a rate hike in June may be warranted if economic data continue to be strong. Week-on-week, the USD/PHP 

pair traded upwards, with the Peso weaknening by 16 centavos, or 0.34%, to close the week at the 46.800 level. 

 

 The Philippines grew 6.9% YoY in 1Q 2016 on the back of robust consumer spending and strong growth in investments, 

highest in 10 quarters. Consumer spending rose 7% YoY amid improvements in consumer confidence, low inflation and 

election spending. As for investments, we saw strong growth both in durables and construction. Looking at the production 

approach, agricultural output contracted by 4.5% due to dry spells. The contraction in agriculture was offset by strong 

industrials (+8.7% YoY) and services (+7.9% YoY). Should India report 1Q 2016 GDP growth at par with consensus 

(+7.5% YoY), the Philippines is the second fastest growing economy in Asia in 1Q 2016. The government targets full year 

growth to be at 6.8% - 7.8% YoY. 

 The Philippine government borrowed Php 22.97 billion in February, up by 5.4% YoY, mostly were peso-denominated (Php 

22.2 billion). Foreign-currency denominated borrowing amounted to Php 781 million, significantly lower than last year's 

Php 15.27 billion.   

 The BTr fully awarded its 5-year auction yesterday. The bond fetched an average yield of 3.246%. The offer was 

oversubscribed after total bids amounted to Php 72.56 billion, 2.90 times of the Php 25 billion offer. Thus, average yields 

compressed by about 40 bps from the previous 5-year auction (Feb 16, 2016). 

 The BSP maintained the SDA rate at 2.5%. It also cut the RRP (overnight repo) rate to 3% ( - 100 bps) and RP (overnight 

lending) rate to 3.5% (- 250 bps). BSP said that these actions are policy neutral and are aimed to prepare the market for 

the implementation of the Interest Rate Corridor (IRC). The SDA rate and the overnight lending rate will be the corridor's 

floor and ceiling, respectively. The overnight repo rate is retained as the BSP's policy rate. 

 March OFW remittances posted 1.5% YoY growth, broadly in line with consensus estimates of 1.1%. This was a sharp 

deceleration from Feb’s 9% growth. This put the YTD cash remittances at US$ 6.6 billion (+4.4% YoY). The BSP expects 

OFW remittances to grow 4% this year, slightly slower than the 4.6% growth registered last year. 

 

 

The week ahead (May 23 – May 27) 

 

Next week local equities would once again look for direction abroad as investors globally seek signals from the G7 meeting and 

await more clarity on the pace of the US interest rate hike. The PSEi is expected to trade between 7,300 and 7,700. Bond yields will 

take cues from local and international developments, as well as changes in investor sentiment. For next week, expect the USD/PHP 

pair to continue moving sideways with a bias towards the peso weakening especially if economic data from the US turn out to be 

better than expected, signaling higher chance of a June Fed rate hike. 

 

T enor 13-May 20-May  Change

1m 1.88 1.91 3

3m 1.88 1.91 2

6m 2.77 2.51 -27

1y 2.34 2.10 -24

2y 3.56 2.88 -68

3y 3.65 3.70 5

4y 2.96 2.73 -24

5y 3.32 3.22 -10

7y 3.53 3.43 -10

10y 4.55 4.69 14

20y 5.21 4.42 -79

25y 5.25 5.25 0

Average -18.1

Peso Yie ld Curve                                        

(PDST-R2 Reference Rates)


