
 

June 2, 2014 

Global Financial Markets 
 
Global equities increased for most of the week as market players took cue from favorable US economic data such as 
stronger US labor market figures, which countered the sluggish results of the revised US 1Q2014 GDP. US Treasury prices 
rose as a flight-to-safety stance was adopted by investors due to dovish expectations for major central banks. Meanwhile, 
the euro continued to weaken against its currency peers on speculation that the European Central Bank would further cut 
interest rates in its upcoming policy meeting. 

 Global Equities 
 

Global equities ended the week on a 
positive note with developed market 
equities making record-highs for most 
of the week. The movement in US 
share prices were driven by several 
factors including robust home sales 
growth as reported by the Federal 
Housing Finance Agency, positive 
manufacturing data, expectations of 
further policy easing measures by 
major central banks, and the most 
recent data released by the US 
Commerce Department which showed 
a that US 1Q14 GDP growth had 
contracted by 1% on an annual basis, 
from the initial reported 0.1% increase.  

European share prices marginally rose 
as investors cautiously awaited the 
results of the European Central Bank 
(ECB) policy meeting slated next 
week. The unpredictability in the 
European equity market was driven by 
both market expectations of further 
stimulus measures by the ECB, recent 
economic data releases such as the 
US 1Q14 GDP Data and German and 
French unemployment data, and 
rallies in the sovereign bond market. 

Meanwhile, in Asia, markets were 
mostly flat due to country specific 
factors and amid the lack of fresh market leads. Upswings in Asian share prices were mostly a result of tracking positive 
performances in Wall Street, easing tensions in Eastern Europe with Ukraine having successful election results, and an overall 
positive feedback from China’s Premier Li Keqiang who stated that the world’s second largest economy is stabilizing. These 
upswings were affected by negative occurrences, which flattened the region’s performance for the week, such as profit taking 
activities in several countries in the region, India’s sell offs in banks, energy and motor vehicle stocks, and concerns that China’s 
regulation would make it more difficult for firms to raise funds. 

 

Week-on-week, the MSCI World index gained 1.23% led by the European region rising 0.95%, and the Asia-Pacific ex-Japan 
region, which increased 0.39%. The Dow Jones Industrial Average index and the S&P500 index gained 0.54% and 0.91%, 
respectively.  

Economic data releases for the week were mostly mixed, indicating the need for further evidence of sustained economic recovery in 

the US. 

 Reports from the Commerce Department showed that the U.S. Gross Domestic Product contracted at a seasonally 
adjusted annual rate of 1% for 1Q 2014–the first economic output contraction since 1Q 2011. The tightening of the US 
economy was a result of deviations in expectations from higher imports and slower inventory growth, US corporations’ 
slightly lower profits during the quarter, a decline in business investment at a 1.6% pace, spending on structures and 
equipment declines of 7.5% and 3.1%, respectively, and net exports cutting 0.95 percentage points from GDP growth.  

22-May-14 29-May-14 % Change

MSCI World 1,692.36 1,713.25 1.23%

MSCI Europe 116.53 117.61 0.93%

MSCI Asia-Pacific ex-Japan 487.21 489.13 0.39%

Dow Jones Industrial Average 16,543.08 16,633.18 0.54%

S&P 500 1,892.49 1,909.78 0.91%
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 The Gfk stated that its forward-looking consumer sentiment indicator held at 8.5 going into June, meeting the market 
estimate, the highest level since January 2007. The economic outlook of German consumers continued to improve in 
May despite the crisis in Ukraine.  

 Reports from the Commerce Department showed that the U.S. Gross Domestic Product contracted at a seasonally 
adjusted annual rate of 1% for 1Q 2014–the first contraction since 1Q2011. The revision was a result of deviations in 
expectations from higher imports and slower inventory growth, US corporations’ slightly lower profits during the 
quarter, and a decline in business investment at a 1.6% pace.  

 Last April, pending sales of existing homes climbed to its highest level in 8 months. Reports released by the National 
Association of Realtors showed that its seasonally adjusted index of pending sales of existing homes increased 0.4% 
month-on-month to 97.8. This was the second gain for the index after falling eight consecutive months. However, 
year-on-year pending home sales were still down 9.2%. 

 The Conference Board of the United States reported that US consumer optimism improved in May, as consumers 
viewed lead economic sectors such as the labor market more favorably. The index of consumer confidence rose to 
83.0 in May from 81.7 in April. Lynn Franco, director of economic indicators at the Conference Board, said that 
outlooks of consumers regarding the short-term position of the economy, labor market, and personal finances are all 
positive. 

 The Federal Housing Finance Agency (FHFA) House Price Index posted a 1.3% increase in US house prices in 1Q 
2014. FHFA’s chief economist noted that modest inventories of homes available for sale played a significant role in 
driving the prices upward, which was similar to the previous quarter’s appreciation. This positive figure reported comes 
despite the relatively weak real estate transaction activity in the first quarter mostly due to the harsh winter across the 
nation. 

 The Johnson Redbook Sales Index reported that the first three weeks of May saw national chain-store sales rise by 
0.7% month-on-month and a seasonally adjusted rise on sales by 3.8% year-on-year. Redbook noted that these 
figures are a result of consumer spending over the Memorial Day Holiday and that the soft-figure early on in the month 
is mostly due to the winter weather spillover in most parts of the country. Meanwhile, the International Council of 
Shopping Centers & Goldman Sachs Retail Chain Store Sales Index reported a 1.2% week-on-week dip mostly due to 
Americans traveling the past Memorial Day Holiday. However, it is notable that same-store sales are expected to grow 
between 3% and 3.5% year-on-year. 
 
 

Global Bonds 
 

US Treasury prices generally increased during the week as demand for safe-
havens increased following the release of US economic data reports, 
specifically the contraction in GDP, and expectations that major central banks 
will keep interest rates low. Richmond Federal Reserve President Jeffrey 
Lacker said that the Fed’s decision on when to start hiking interest rates will be 
data-dependent. He added that he expects the first increase in interest rates to 
begin in the second quarter of next year, depending on when the economy will 
pick up going forward. Week-on-week the 5-year, 10-year, and 30-year note 
yields all decreased by 1.32, 8.55, and 10.33 basis points respectively. 

 

 

 

 

 

 

 

 

 

Currencies  
The euro depreciated relative to most of its major trading counterparts 
amid speculation that the European Central Bank (ECB) could hike rates 
in the upcoming ECB policy meeting and initiate additional stimulus to 
boost the weak economies of the European Union. The weakening of the 
euro is also attributable to the lower consumer spending data from France 
and the higher-than-expected unemployment rates in Germany and 
France reported by the Federal Labor Agency of Germany and Labour 
Ministry of France, respectively. Week-on-week, the euro lost 0.12% 
against the US dollar and 0.43% against the Japanese yen. 

 

 

US Treasury Yield Curve

Tenor 22-May 29-May  +/- bps

3m 0.030 0.030 0.00

6m 0.046 0.046 0.00

2y 0.343 0.375 3.24

5y 1.543 1.529 -1.32

10y 2.550 2.464 -8.55

30y 3.426 3.323 -10.33

Currencies 

23-May 30-May % Change

USD/PHP 43.670 43.760 -0.21%

EUR/USD 1.3629 1.3612 -0.12%

GBP/USD 1.6832 1.6734 -0.58%

USD/JPY 101.97 101.65 0.31%

AUD/USD 0.9231 0.9311 0.87%

USD/CHF 0.8958 0.8966 -0.09%

EUR/CHF 1.22094 1.22049 0.04%

EUR/JPY 138.97 138.37 0.43%
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The week ahead (June 2 – June 6) 

 

Market movements this week were driven mostly by the popular investor sentiment of major central banks continuing to keep 
interest rates low and the release of economic data including US economic growth, French consumer spending and unemployment, 
and German unemployment figures. For the coming week, we expect investors of global equities and US Treasuries to grab this 
opportunity for profit taking given the rally in global stock markets and fixed income markets in the previous week. Furthermore, we 
expect market players to continue to track US economic data specifically the release of the final and global manufacturing 
Purchasing Managers Indices (PMIs) for a number of countries, the Euro Area Labor Market report, the Euro Area 1Q 2014 GDP 
figure, US ISM non-manufacturing PMI, and the US non-farm payrolls. The euro will remain under pressure as the ECB is expected 
to keep interest rates low to combat deflation.  
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Philippine Financial Markets 

The local equities market fell for the week as disappointing economic data and high valuations weighed on share prices. 
On the other hand, the local fixed income market rose as the weak 1Q14 GDP figure prompted a flight-to-safety stance 
among investors. Meanwhile, the Philippine peso depreciated against the greenback as market players booked profits 
from the prior week’s rally.  
 
Local Equities  
    

The local equities market fell this week as economic data and valuations took 
their toll on share prices. The index started to slip at the beginning of the week 
after market participants continued to consider the PSEi's valuations (it had 
been trading close to 19x forward P/E, emphasizing how expensive the market 
was given its 2014 outlook). As the week progressed, investors began to 
position themselves for the Philippines' 1Q 2014 GDP growth figure, which was 
released on Thursday. Consensus expected growth to reach 6.4%. However, 
the figures were published at a disappointing 5.7%, sending the index's end-of-
day level below 6,700-mark for the first time since the end of April. Since then, 
negative sentiment continued to drive the market into the end of the week. 

 
 

Conglomerate 

 GT Capital Holdings Inc. is planning to raise up to Php12 billion with Php10 billion from bonds and an oversubscription 
option of up to Php2 billion in case of strong demand. The company’s proposed Php12 billion debt papers even 
secured the top credit score of Aaa from local debt rater, Philippine Rating Services Corp. (PhilRatings). PhilRatings 
noted GT Capital’s strong capacity to meet its financial commitment on the obligation. 
  

Financials 

 The Philippine National Bank (PNB) announced its plans to triple the size of its thrift bank branches following its 
merger with Allied Banking Corporation. The announcement came in the briefing headed by PNB Savings Bank 
President Elfren Antonio S. Sarte yesterday, as he said that the plan is to grow the number of PNB Savings Bank 
branches to a hundred in 2016 from the current 27 branches. The expansion signals growth as PNB tries to make 
itself more attractive to investors ahead of the Association of South East Asian Nations (ASEAN) integration in 2015. 
 

Properties 

 Ayala Land, Inc. (ALI) President and Chief Executive Officer Bernard Vincent O. Dy confirmed the company’s plans to 
sell Ayala Land Homestarter bonds next quarter, which is expected to raise approximately Php4.9 billion in net 
proceeds for the company. AyalaLand’s bond sale offering to the general public is a move to help finance its 
operations and the Php70 billion in capital expenditure this year, which is 6% higher than the Php66.26 billion spent 
last year, but still less than the Php71.29 billion spent in 2012. 

 
 

Telecommunications 

 The Philippine Long Distance Telephone Co., is investing over Php1 billion to expand its fiber optic network coverage 
to 100,000 kms by end of 2014. This project expansion is expected to benefit the estimated 11 million subscribers of 
PLDT mobile subsidiaries- Smart and Sun Cellular, and around 450,000 customers of PLDT Home. Furthermore, this 
project is expected to increase PLDT’s resiliency in cases of fiber breaks that could result in disruption of their 
services. 

 
 
 
 
 
 
 
 
 
 

23-May 30-May % Change

PSEi 6,811.33 6,647.65 -2.40%

Philippine  Stock Exchange  Index
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Philippine Bond Market  
 
On the local fixed income market, yields were little changed at the start of 
the week as investors were cautiously trading ahead of the 1Q2014 GDP. 
When the result of Philippine economic growth came out lower than 
anticipated, prices of government securities rose as investors adopted a 
flight-to-safety stance. Week-on-week, yields across the curve dropped by 
4.64 basis points led by the belly, which fell by 6.20 basis points. The short- 
and long-ends of the curve, likewise, dropped by 4.57 and 2.13 basis points, 
respectively. 
 
 
Philippine Peso 
 
The Philippine peso weakened against the greenback as profit-taking 
ensued mostly due to the weaker-than-expected 1Q 2014 GDP at 5.7%, 
which spooked most market players. Moreover, the peso was further 
dragged down by the fact that the imports figure for the first quarter was 
higher than exports. However, the depreciation was somewhat tempered by 
continued optimism on the country’s fundamentals. Week-on-week, the 
Philippine peso lost 9 centavos to close at 43.760. 
 
 

 

Following the impressive GDP growth figures for full-year 2013, economic expansion for the first quarter of the year clocked in at a 

lower-than-anticipated 5.7% year-on-year. The figure was much lower than the Bloomberg consensus estimate of +6.4%, which had 

been upwardly revised from 6.3% just days prior to the release. Broken down on the demand side, the slowdown was mainly due to 

a significant deceleration in government spending, up just 2.0% year-on-year vis a vis 1Q13’s +13.2%, amid the lack of election-

related spending at the earlier part of the year. On the production side, weakness was observed in the agriculture and the industry 

sectors. Construction growth of only 0.9%year-on-year (1Q13: 31.1%) was the main culprit for the deceleration in the industry 

sector, which grew by 5.5% in 1Q14 compared to previous year’s growth of 11.3%. 

 

The Philippine Statistics Authority (PSA) reported that the Philippine imports grew by 9.6% to US$5.425 billion in March 2014 from 

US$4.952 billion in March 2013. The PSA explained that the increase was partly a result of a low base effect due to a contraction in 

imports by 7.8% in March of last year. Meanwhile, exports posted a 6.6% year-on-year increase in 1Q 2014. This leaves the 

Philippines’ balance of trade in goods with a US$146 million deficit for the period. However, it should be noted that this deficit is 

much lower than the $253 million deficit recorded in the same period last year. 

 

The Bureau of Customs (BOC) fell short of its revenue target of Php35.793 billion in April as it registered Php30.764 billion in duties 

and taxes in the period. However, it should be noted that the agency's collection was 13.4% higher year-on-year,  and it is the fourth 

straight month of double-digit collection growth. BOC attributed the improvement on continued process improvements, tighter watch 

over imports and import values of goods.  

 

According to the Bangko Sentral ng Pilipinas’ (BSP) latest Business Expectations Survey, business confidence, as measured by the 

overall confidence index, climbed to 50.7% for April-June from 37.8%. The result of the report signifies the robust consumer 

demand during the second harvest season, graduation/enrollment periods, summer travel season, increase in orders and new 

contracts or projects leading to higher production and business expansions, the launch of new product lines and a rise in 

investments given an export market recovery. Moreover, the central bank noted the country’s strong macroeconomic fundamentals 

such as manageable inflation and steady growth in remittances, and the more favorable external conditions with the recovery of 

global markets support the positive business outlook. 

T enor 23-May 30-May  Change

1m 1.65 1.40 -25

3m 1.26 1.24 -2

6m 1.80 1.90 10

1y 2.11 2.10 -1

2y 2.75 2.79 5

3y 2.94 2.86 -9

4y 3.28 3.28 0

5y 4.02 3.76 -26

7y 3.90 3.89 -1

10y 4.15 4.14 0

20y 5.09 4.99 -9

25y 5.07 5.10 3

Average -4.6

Peso Yie ld Curve                                        

(PDST-F Reference Rates)
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The week ahead (June 2 – June 6) 

 
With first quarter GDP growth falling below expectations, we expect the PSEi to trade with a downward bias in the coming week. 
Trading range should be confined within the 6,550 to 6,700 range as analysts adjust their economic targets downwards, likely within 
the 6.0% to 6.2% levels (down from the 6.5% to 7.0% expectation) for the full year. However, we also expect some buying support 
from local funds, which remain bullish on a 12-month horizon, especially as valuations fall to more comfortable levels (15x forward 
P/E) given a projected Philippine corporate growth of 15% for 2015. We advise investors to take advantage of the dips and add 
equity exposure. 

Meanwhile, the release of Philippine inflation for the month of May sets the stage for both the local fixed income and currencies 
markets this week. The Bangko Sentral ng Pilipinas (BSP) forecasts inflation to settle at 3.9% to 4.9% in May. Any surprises on the 
upside might further entice the central bank to adopt additional tightening measures. In the US, significant economic indicators set 
to be released are US Consumer Confidence Sentiment, Manufacturing PMI, Balance of Payments and Non-farm payrolls figures.                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                       


