
 

May 26, 2014 

Global Financial Markets 
 
Global equities markets ended marginally higher on the lack of fresh market leads. US Treasury prices fell amid hawkish 
comments from some Federal Reserve members. Meanwhile, while the euro continued to depreciate against its currency 
peers on further speculation of monetary policy easing from the European Central Bank. 
  
Global Equities 
 

Global equities ended the week 
marginally higher in the absence of 
significantly market-moving news. In 
the US, share price movements 
were driven by corporate earnings 
results released during the week, as 
well as statements from various 
Federal Reserve members 
regarding their opinion on the 
eventual raising of interest rates.  

European share prices also had a 
somewhat topsy-turvy week amid 
mixed corporate earnings data and 
a number of M&A talks.  

Meanwhile, in Asia, markets were 
mostly flat for the week except for 
Thailand, which experienced a 
significant dip mid-week after the 
country’s army declared martial law. 
Analysts, however, believed that the 
military only stepped in to expedite 
the process of facilitating a properly 
elected government. In other news, 
China’s manufacturing data showed 
a sharp improvement, buoying 
investor sentiment. HSBC's 
manufacturing Purchasing 
Managers' Index for China was 
recorded at 49.7 in May, a sharp 
turnaround from a final reading of 
48.1 in April. Although the figure indicated a contraction, the number was the strongest in five months and suggested factory output 
in the country was stabilizing  

Week-on-week, the MSCI World index gained 0.60% led by the European region rising 0.65%, and the Asia-Pacific ex-Japan region 
which increased 0.26%. The Dow Jones Industrial Average index and the S&P500 index gained 0.52% and 0.92%, respectively.  

Economic data releases for the week were few and far between, though there were a number of statements from various Central 

Bank officials, from which investors took their cue. 

 US housing starts rose 13.2% year-on-year to an annualized rate of 1.07 million last April, following March’s pace of 
947,000. This was the highest level since November last year and was much higher than the market consensus 
estimate of 980,000. The improvement was led by a jump in starts on multifamily projects, following the dismal 
weather earlier this year. Moreover, permits for future projects rose, which signaled that activity may pick up in the 
coming months. 

 US existing home sales rose 1.3% month-on-month last April to a seasonally adjusted annual rate of 4.65 million, 
slightly lower than the market estimate of 4.69 million. Meanwhile, home prices rose at a moderate pace of 5.2% to a 
median of US$201,700. This was the slowest annual price gain since March 2012. The inventory of homes available 
for sale climbed to 5.9 months of supply from 5.0 months in March. National Association of Realtors economist 
Lawrence Yun stated that he considers a supply of six- to-seven- months to be a “normal” level. He added that they 
though the recent slump in home sales may be in the past. 

 US unemployment claims rose by 28,000 last week to a seasonally adjusted 326,000, lower than the market estimate 
of 310,000. The less-volatile four-week moving average of claims likewise edged down by 1,000 to 322,500. 
Meanwhile, continuing claims, or those drawn by workers for more than a week, declined 13,000 to a seasonally 
adjusted 2,653,000 in the week ended May 10, the lowest level since December 2007. 

15-May-14 22-May-14 % Change

MSCI World 1,682.34 1,692.36 0.60%

MSCI Europe 115.78 116.53 0.65%

MSCI Asia-Pacific ex-Japan 485.96 487.21 0.26%

Dow Jones Industrial Average 16,446.81 16,533.06 0.52%

S&P 500 1,870.85 1,888.03 0.92%

Global Equity Performance
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 Last May, Markit’s “flash” purchasing managers’ index rose to 56.2, compared to the market estimate of 55.5, from 
April’s final reading of 55.4. The US manufacturing sector continued to gain momentum heading into mid-year as 
supportive demand conditions led to the sharpest month-on-month expansion in over three years, according to Markit 
senior economist Paul Smith. This further validated the idea that the industry will help the US GDP rebound in the 
second quarter. 

 According to an executive board member of the European Central Bank (ECB) Yves Mersch, the central bank would 
likely further loosen monetary policy during its next policy meeting on June 5. He added that there were tools at hand 
to do so, though without being specific as to what they would use. His comment was notable since most central 
bankers typically downplay their intentions such as being willing to take additional steps, if needed, or citing new data. 

 According to Federal Reserve Bank of Philadelphia President Charles Plosser, the US economy looks to be at its 
strongest since the recession ended back in 2009. He added that the weak GDP growth for the first quarter was 
mainly due to adverse winter weather, and that it this would not endanger the underlying recovery. Moreover, he sees 
the economy growth at 3% this year, and that inflation would “remain benign”, but should move back to the Fed’s 2% 
goal over time. On the labor market, it should continue to improve with unemployment falling below the 6.2% level by 
year-end, possibly even dropping below 6%. Lastly, he commented that as inflation continues to move towards the 
goal, and the labor market improves, the central bank must be prepared to adjust policy.  

 Federal Reserve Bank of New York President William Dudley stated that the central bank should change its exit 
strategy from easy monetary policy, suggesting that it should keep reinvesting in its mortgage portfolio until after it 
raises interest rates. Dudley added that raising rates would give the Fed flexibility to cut them again should economic 
growth be hampered, so it would be more important than reducing the mortgage-backed securities portfolio. Lastly, he 
stated that with regard to when the first increase in rates should occur, “how the outlook evolves matters.” 
 
 

Global Bonds 
 

US Treasury prices dropped amid mixed comments from some Federal 

Reserve members during the week. Kansas City Federal Reserve 

President Esther George, a non-voting member, stated that the Fed’s low 

interest-rate policies would reap consequences as risks increase in some 

parts of the financial system. She added that keeping rates at these ultra-

low levels would likely have negative implications. On the other hand, 

Federal Reserve Bank of Minneapolis President Narayana Kocherlakota, 

a voting member of the Fed, stated that the central bank was still failing to 

deliver on its employment and inflation goals. Week-on-week, the 10-year 

benchmark yield rose 6.06 basis points to 2.550%.  
 

 

 

 

 

Currencies  

The euro weakened against most of its major trading counterparts amid 
more signals that the European Central Bank could hike rates in the 
coming policy meeting. On the other hand, the latest FOMC meeting 
minutes, which indicated that Fed officials discussed how to go about 
raising interest rates moving forward, boosted the US dollar against its 
peers. Week on week, the euro lost 0.38% against the greenback and 
0.09% against the Japanese yen. 

 

 

 

The week ahead (May 26 – May 30) 

 

Market movements were mostly tempered this week amid the lack of significant data or events. For the coming week, we expect 

more quiet trading, though equities markets could move higher on month-end window-dressing. Meanwhile, movements in US 

Treasury prices would be determined by the quality of economic data coming out of the US next week, including the revised 1Q14 

GDP growth figure, US personal consumption and consumer confidence. The euro will continue to remain under pressure 

especially as the date of the central bank’s policy meeting draws closer.  

US Treasury Yield Curve

Tenor 15-May 22-May  +/- bps

3m 0.020 0.030 1.01

6m 0.041 0.046 0.50

2y 0.351 0.343 -0.83

5y 1.523 1.543 1.94

10y 2.489 2.550 6.06

30y 3.325 3.426 10.16

Currencies 

16-May 23-May % Change

USD/PHP 43.750 43.665 0.19%

EUR/USD 1.3694 1.3642 -0.38%

GBP/USD 1.6811 1.6856 0.27%

USD/JPY 101.50 101.80 -0.29%

AUD/USD 0.9360 0.9224 -1.45%

USD/CHF 0.8927 0.8950 -0.26%

EUR/CHF 1.22242 1.22100 0.12%

EUR/JPY 139 138.88 0.09%



 

May 26, 2014 

Philippine Financial Markets 

The local equities market ended slightly lower for the week despite having another foreign buying as the sudden 
implementation of a Martial Law in Thailand soured market sentiment. On the other hand, the local fixed income market 
rallied following the successful 3-year FXTN auction, and the BSP governor’s statements. Meanwhile prospects of another 
credit rating upgrade, likewise further boosted prices of local government securities and caused the Philippine peso to 
appreciate against the greenback.  
 

Local Equities  
    

The local equities market marginally declined as sentiment in the region turned 
negative following the Thailand army chief’s declaration of martial law and 
subsequently forming a coup. This is the 12th coup in Thailand after months of 
street protests that led to the removal of Prime Minister Yingluck Shinawatra by 
the Constitutional Court. For the entire emerging markets though, the index 
inched higher after HSBC Manufacturing PMI of China surprised at 49.7, above 
the market consensus of 48.3.  Week-on-week, the index lost 6.38 points, or -
0.09%, to close at 6,811.33. For the week, foreign investors were net buyers at 
Php3.00 billion. 

 
 

Conglomerate 

 Alliance Global Group (AGI) posted a net income of Php3.94 billion in the first quarter or 10% higher than the Php3.56 
billion registered in the same period last year. Likewise, revenues climbed 3.2% to Php31.23 billion from Php30.26 
billion. Earnings were buoyed by the strength of property firm Megaworld, accounting for 38% of earnings, followed by 
hard liquor unit Emperador  Inc. at 38% and casino operator Travellers International Hotel Group Inc. at 18%. AGI 
further noted that Megaworld, Emperador and Traveller’s registered income growths of 49%,  19% and 72%, 
respectively. 
 

 JG Summit Holdings Inc. is open to the idea of partnering with San Miguel Corp. (SMC) for the proposed US$10 billion 
airport project. According to JG Summit president Lance Gokongwei, SMC’s proposed international gateway would 
help address the congestion problem of the old NAIA. He is also interested in putting up a low cost carrier passenger 
terminal building within SMC’s proposed airport 
  

Financials 

 Security Bank Corp. (SECB) is looking to raise up to Php10 billion through the issuance of unsecured subordinated 
notes. SECB has recently secured an approval from the Bangko Sentral ng Pilipinas (BSP) to sell these Basel 3-
compliant bonds, which will mature in 10 years, but can be redeemed on the fifth year. The bank has yet to announce 
a timetable for the issuance. 
 

Properties 

 Century Properties Group, Inc. (CPG) reported that its first quarter net profit came in at Php513.06 million, or 3% 
higher than the Php500.56 million registered in the same period last year. Likewise, revenues climbed by 10% to 2.85 
billion. The company’s flat growth may indicate a general sluggishness in the condominium sector, and subdued 
confidence in the purchase of big-ticket items, with high-end clients expected to make cash purchases. 

 
 

Power 

 First Gen Corp.'s net income in the first quarter totaled US$ 67.268 million, or 23.3% down from US$87.651 million 
posted in the same three months last year. The company stated that the reduction was mainly due to the lower 
earnings by Energy Development Corp. (EDC). The decline in EDC's earnings, meanwhile, was brought about by 
higher operating expenses due to the damages caused by Typhoon Yolanda in November 2013. Moreover, First 
Gen's net income was also pulled down by the revenue adjustment of First Gen Hydro Power Corp., which was 
caused by spot market adjustments for the November and December supply months. 

 
 
 
 

16-May 23-May % Change

PSEi 6,817.71 6,811.33 -0.09%

Philippine  Stock Exchange  Index
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Philippine Bond Market  

 
On the local fixed income market, prices of government securities jumped as 
bargain-hunting ensued fuelled by the prospects of another credit rating 
upgrade. Moody’s recently hinted of such move after changing the country’s 
outlook to “positive”. The successful 3 year FXTN auction held last May 20, 
where total bids were three-folds of the amount offered, also boosted activity 
in the market. Moreover, the dovish statement by BSP Governor Amando 
Tetangco, Jr. also provided support for the market. He said that there is 
nothing definite on the table as of the moment for the BSP but officials are 
going to keep monitoring whether any action is needed on the next Monetary 
Board meeting. He further noted that M3 will eventually slow to a normal 
pace and volatility is at subdued pace. For the week, yields across the curve 
dropped by 16 basis points led by the belly which fell by 19.92 basis points. 
The short- and long-ends of the curve, likewise, declined by 11.48 and 15.99 
basis points, respectively. 
 
The Bureau of the Treasury sold Php25 billion worth of newly issued three-
year fixed-rate treasury notes during an auction concluded last May 20. 
Coupon rate was at 2.875%, and average yield was at 2.751% compared to 
the 2.399% during the previous auction of similarly dated notes last January. 
Total bids amounted to Php76.69 billion, more than three times the offered 
amount. 
 
 
 
Philippine Peso 
 
The Philippine peso rebounded from previous week’s loss as foreign investors continued to favor local denominated assets. 
Speculation of another upgrade in the near term that may come either from Moody’s or Fitch further propelled the peso. Moreover, 
the minutes of the April 29-30 FOMC meeting which illustrated that Fed officials will not change its loose monetary policy anytime 
soon, also lifted the local currency. Week-on-week, the Philippine peso gained 8 centavos to close at 43.670.  
 

According to the Bangko Sentral ng Pilipinas (BSP), the country’s balance of payments (BoP) posted a US$19 million deficit in April, 
smaller than the revised US$340 million deficit in March and a reversal of theUS$274 million surplus recorded a year ago. BSP 
Governor Amando M. Tetangco, Jr. Stated that the April BoP level was due to servicing of national government, foreign exchange 
debt and BSP foreign exchange operations which were not fully offset by foreign exchange deposits from the national government 
and foreign exchange investment income. April’s deficit has brought the year-to-date tally to a US$4.493 billion deficit, which is 
wider than the US$4.475 billion deficit reported in the first quarter. 
 

The Bureau of Internal Revenue's (BIR) total collections in April amounted to Php156.1 billion or 4.78% higher than the Php148.99 
billion registered in the same period last year. However, the agency's april tax collections fell short of its Php176.14 bill ion target for 
the period. Broken down, collections from BIR operations posted Php153 billion or up by 5.05%  year-on-year while non-BIR 
operations raked in Php3.12 billion or 6.76% lower year-on-year. 
 

Data from the Bangko Sentral ng Pilipinas (BSP) showed that the banking system's resources climbed by 24% to Php10.455 trillion 
in March from Php8.419 trillion registered in the same period last year. Resources include bank loans and other receivables, funds 
parked with the BSP and other banks, as well as cash, bond holdings, and physical assets. The March data suggests that banks 
continued to lend in spite of tighter monetary policy and more stringent capital rules. 
 

According to the Bangko Sentral ng Pilipinas (BSP), banks’ real estate exposure climbed by 7.1% to Php1 trillion, or US$22.72 
billion as of the fourth quarter of last year, from the Php939.8 billion, or US$21.35 billion recorded in the third quarter of 2013. The 
central bank noted that the increase of real estate exposure was due to the expansion of commercial property developers. It added 
that it remains comfortable with the increasing level of banks’ exposure to the property sector. 
 

The Export Development Council (EDC) is looking at a 10% export growth target this year under the new Philippine Export 
Development Plan (PEDP). EDC Secretariat Executive Director Senen Perlada commented that merchandise exports alone are 
projected to grow by 6% this year while services exports are seen to climb by 16%. Meanwhile, for next year, merchandise exports 
are seen to rise by 8% while services exports are expected to maintain its 16% increase. Perlada added that merchandise exports 
growth will be supported by non-electronics like fresh food, processed food, gift and housewares while health information 
management and gaming development will drive services exports growth. 

T enor 16-May 23-May  Change

1m 1.67 1.65 -2

3m 1.28 1.26 -2

6m 2.04 1.80 -24

1y 2.29 2.11 -18

2y 2.98 2.75 -23

3y 3.36 2.94 -41

4y 3.56 3.28 -28

5y 3.96 4.02 6

7y 4.04 3.90 -13

10y 4.27 4.15 -12

20y 5.26 5.09 -18

25y 5.25 5.07 -18

Average -16

Peso Yie ld Curve                                        

(PDST-F Reference Rates)
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The week ahead (May 26 – May 30) 

 
We expect the local equities market to trade downward next week on expectations of a lower GDP print compared to consensus 
and persistence of political instability in Thailand.  Consensus is that the economy will expand by 6.3% in the first quarter of 2014.  
Any disappointment in growth may send the market lower. We also think the crisis in Thailand will persist and may affect market 
sentiment in the region. However, a possible month-end window dressing may provide support for the index.  Next week, we are 
looking at the index to trade between 6,721.09 to 6,881.34.   

For the local fixed income market, we expect yields to trade sideways with an upward bias as market players might opt to take 
profits following the recent rally. Meanwhile, on the local currency market, investors will take their cue from the Philippine 1Q 2014 
GDP on May 29. Any surprises on the upside will buoy the peso. Moreover, continued speculation of another rating upgrade may 
entice investors to continue to favor the peso. US economic indicators will also continue drive the greenback. US data coming out 
include the revised 1Q 2014 GDP, Personal Income for April and Consumer Confidence for May.  


