
 

June 9, 2014 

Global Financial Markets 
 
Global equities gained momentum for most of the week as market players took cue from favorable US economic data such 
as stronger manufacturing and non-manufacturing purchasing managers indices (PMIs) and the overwhelmingly positive 
consumer sentiment and confidence, which suggest that the US is on its way to a sustainable growth path. US Treasury 
prices generally fell as market grabbed profit taking opportunities given the optimistic view on US economy amid the 
European Central Bank’s rate cut announcement, which took European bond yields into unchartered territory. Meanwhile, 
the euro strengthened against its currency peers on positive expectations that the latest ECB stimulus will boost the 
economy of the shared currency. 

 Global Equities 
 

Global equities ended the week on a positive 
note with developed market equities rallying 
amid mixed economic data figures and 
unprecedented changes in interest rates. The 
movement in US share prices were driven by 
several factors including positive 
manufacturing and non-manufacturing 
purchasing managers indices (PMI), 
acceleration in sector services growth, robust 
auto and non-auto retail sales growth, a 
broadly encouraging Beige Book report, a 
positive outlook on the labor market in the 
US as investors await the release of the 
latest unemployment figure for the month of 
May, and the faster-than-expected expansion 
in the non-manufacturing and services 
sector.     

European share prices advanced at the end 
of the week as investors viewed the new 
interest rate cuts set by the European Central 
Bank with optimism. Investors in the 
European market believe that the new 
stimulus will help boost economic growth in 
the region threatened by deflation. European 
equities picked up in the latter part of the 
week, as investor erred on the side of caution 
prior to the ECB policy meeting slated 
Thursday, making European equities trade sideways for most of the week. Investors’ expectations of further stimulus from the ECB 
dwarfed weak economic data released within the week such as the softer-than-expected euro zone manufacturing PMI and low 
German inflation figures.  

 

Meanwhile, in Asia, markets had a mixed trading week due to country specific factors and as investors cautiously awaited the ECB 
policy meeting later in the week. Upswings in Asian share prices were mostly a result of tracking strong economic data in the US, 
strong Chinese manufacturing PMI, and unmatched policy making in Europe. 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, 
Australia’s failure to boost sentiment despite strong GDP figure, and decline in retail sales in Hong Kong. 

 

Week-on-week, the MSCI World index gained 0.72% led by the S S&P 500 index rising 0.41% followed by the Dow Jones Industrial 
Average index increasing 0.23%. The European region slightly increased 0.07%, while Asia-Pacific ex-Japan slightly dipped 0.06%.  

Economic data releases for the week were mostly mixed, indicating possible economic growth and stability in the US while showing 

the need for further evidence of recovery in Europe and other parts of the world. 

 US consumer confidence weakened in May. The Thomson Reuters/University of Michigan final index of sentiment fell 
short of the 82.5 estimate as it dropped to 81.9 from 84.1 in April. The Current Conditions index declined to 94.5 from 
98.7, while Consumer Expectations weakened to 73.7 from 74.7. Richard Curtin, economist at the University of 
Michigan, believes that the dip in consumer sentiment was mostly a result of the harsh winter across the country. 

29-May-14 05-Jun-14 % Change

MSCI World 1,713.25 1,725.60 0.72%

MSCI Europe 117.61 117.69 0.07%

MSCI Asia-Pacific ex-Japan 489.13 488.84 -0.06%

Dow Jones Industrial Average 16,698.74 16,737.53 0.23%

S&P 500 1,920.03 1,927.88 0.41%

Global Equity Performance
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Moreover, he stated that consumers anticipate a stronger economy in the coming months with robust jobs creation as 
the main lead for consumer expectations.  

 Data released by the ISM showed that the US factory sector accelerated in May. The ISM initially reported that the 
PMI for the month of May was at 53.2 then revised it to 56 before announcing its final figure at 55.4—close to market 
estimate of 55.5. The new orders index rose to 56.9 from 55.1 in April, which indicated growth for the twelfth 
consecutive month. The production index climbed to 61 from 57 in April. Employment figure grew for the eleventh 
consecutive month despite declining slightly to 52.8% from 54.7%.  

 The US Commerce Department reported that the construction spending hit the highest level since March of 2008. 
Construction spending grew 0.2% in May, lower than the market projections of 0.6%, to an annual rate of US$953.3 
billion. This was mainly driven by public construction outlays with an increase of 0.8%. Meanwhile, spending on 
federal government and state and local government projects also increased solidly. However, it is important to note 
that spending on private construction projects was flat due to a 0.1% increase in residential outlays that was offset by 
a 0.1% dip in non-residential projects.  

 US-made factory goods and auto sales continued to buoy the growth outlook in the world’s largest economy. Reports 
from the US Commerce Department showed that the factory goods rose for a third straight month in April, as it 
surpassed market expectations by 0.2% with a reported 0.7% increase. Meanwhile, according to Autodata—an 
independent research firm, auto sales surged 11.4% from a year earlier, which is the strongest growth since February 
2007. These reports added to the bullish employment and other manufacturing which suggest that the US economy is 
recovering from its first quarter slump, which was mostly weather-induced.  

 Data from a broadly encouraging Beige Book reported that economic growth increased in all twelve Federal Reserve 
Districts. The report showed that growth was reported at moderate to modest, with employment prospects generally 
strengthened across the country. Meanwhile, real estate conditions were described as mixed mostly due to mostly 
robust apartment & condo rentals and favorable rising house prices, which were offset by the sluggish sales due to 
lack of inventory. The report also showed expansion in consumer spending, which was buoyed by growth in both auto 
and non-auto retail sales.  

 The Institute for Supply Management (ISM) reported that the US non-manufacturing sector expanded further in May. 
The ISM’s non-manufacturing purchasing managers index (PMI) beat market expectations by 1.2 points to a final 
reading of 56.3 in May from 55.2 in April. This increase is the highest non-manufacturing PMI since August 2013. 
Meanwhile, the new orders index, business activity/production index, ISM employment index, and prices index all 
edged higher at 60.5, 62.1, 52.4, and 61.4 respectively.  

 
 

Global Bonds 
 

US Treasury prices generally lost ground for most of the week due to increased 
speculation on the ECB rate cuts following the policy meeting and mixed and 
anticipation of US employment data. The latter part of the week started with US 
Treasury prices slowly hitting the positive trajectory following ECB president 
Draghi’s announcement of unprecedented rate cuts to stimulate economic 
growth to combat deflation. US Treasury bond market are still susceptible to 
possible volatile changes following the US employment data figure release on 
Friday, EST. Minneapolis Federal Reserve Bank President Narayana 
Kocherlakota said he believes the Fed will have to keep a low interest rate 
regime for a long period of time in order to meet the Fed’s target inflation and 
job mandates. Week-on-week the 5-year, 10-year, and 30-year note yields all increased by 9.52, 11.80, and 11.34 basis points 
respectively.  

 

 

 

 

 

Currencies  
The euro generally appreciated relative to most of its major trading 
counterparts amid the unprecedented European Central Bank (ECB) rate cuts 
announced in the ECB policy meeting and initiate additional stimulus to boost 
the weak economies of the European Union. The strengthening of the euro is 
mostly due to the optimism in European economies following new policy 
making strategies and the announcement of ECB President Mario Draghi that 
no further rate cuts are in the cards for the region. Investors focused on the 
positive outlook for euro economies and shunned negative growth reports such 

US Treasury Yield Curve

Tenor 29-May 5-Jun  +/- bps

3m 0.030 0.030 0.00

6m 0.046 0.051 0.51

2y 0.375 0.379 0.40

5y 1.529 1.625 9.52

10y 2.464 2.582 11.80

30y 3.323 3.436 11.34

Currencies 

30-May 6-Jun % Change

USD/PHP 43.760 43.815 -0.13%

EUR/USD 1.3635 1.3662 0.20%

GBP/USD 1.6755 1.6809 0.32%

USD/JPY 101.77 102.37 -0.59%

AUD/USD 0.9310 0.9330 0.21%

USD/CHF 0.8952 0.8915 0.42%

EUR/CHF 1.22056 1.21799 0.21%

EUR/JPY 138.74 139.86 -0.80%
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as the weaker-than-expected German inflation rate and Euro-zone manufacturing PMI. Week-on-week, the euro gained 0.20% 
against the US dollar and 0.80% against the Japanese yen. 

 

 

 

The week ahead (June 9 – June 13) 

 

Market movements this week were driven mostly by expectations of the continued low interest rate regime set by the European 
Central Bank. Investors took positions ahead of market changing occurrences later in the week such as the ECB policy meeting 
slated and release of US employment data figures. The market was also influenced by mixed economic data releases including US 
manufacturing and non-manufacturing purchasing managers indices (PMIs), US consumer sentiment data, euro area labor market 
report, and a generally favorable outlook on improving US unemployment figure. For the coming week, we expect investors of 
global equities to grab this opportunity for profit taking given the rally in global stock markets this week. We also forecast US 
Treasuries to gain ground next week following the announcement of ECB’s low interest rate strategy, which would allow investors to 
adopt a flight-to-safety stance given dovish expectations for the global bond market. Furthermore, we expect market players to 
continue to track US economic data specifically the release of US Treasury budget report. The euro will remain under pressure as 
most of its trading peers, specifically the US, present probable evidence of sustainable economic growth.   
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Philippine Financial Markets 

The local equities market rallied above the 6,700-mark once more as investors took the chance to bargain-hunt following 
the prior week’s 1Q2014 GDP-driven losses. On the other hand, the local fixed income market closed flat as the successful 
Treasury Bill auction on Monday was countered by higher-than-expected inflation data. Meanwhile, the Philippine peso 
strengthened against the US dollar as speculations of a possible rate hike from the BSP drew investors to buy up the local 
currency.  
 

Local Equities  
    

After a sharp decline last week as a result of weaker than expected GDP growth 
data, the local stock market rallied above the 6,700-mark once more. Investors 
bought up the index to start the week, seeing last week's drop as a bargain-
hunting opportunity. Positive economic developments in the US and China 
became more of a focus as knee-jerk reactions regarding the Philippines' 1Q 
GDP growth subsided. Inflation for the month of May reached 4.5%, higher than 
consensus' estimate of 4.2%. However, markets were ultimately unfazed by this 
development, as the PSEi's end-day levels barely moved during the latter half of 
the week. Overall, the index gained 114.97 points, or 1.73%, closing the week 
at 6,762.62. Foreign investors were net sellers at US$0.81 billion. 

 
 

 
Gaming 

 Listed leisure estate and gaming firm Belle Corp. (BEL) is looking to spin off its key gaming assets to its listed 
subsidiary Sinophil Corp. (SINO). Once the deal is completed, SINO will be transformed into an investment holding 
arm for gaming-related assets of BEL. The company also stated that SINO’s reorganization is expected to be 
completed by August this year 
 

Properties 

 Century Properties Group announced its plans to launch almost Php 10 billion worth of residential projects following 
the strong demand for real estate development amid the ongoing housing boom. The company will start developing its 
first mixed-use project outside Metro Manila amid current mixed-use developments in the city. This expansion signals 
growth to investors as this latest project of the company will bring in more job opportunities for Filipinos in both rural 
and urban areas. 
 

 Filinvest Development Corporation announced its plans to enter the power generation business with a 300-megawatt 
(MW) power plant project in the coming years. This investment is expected to bring in a substantial income of Php 2 
billion per year from its power generation in Mindanao beginning 2016. When completed, this project will be the 
largest power plant facility in Mindanao. This new development is expected to alleviate the region’s ongoing power 
crisis. 
 

 Listed property firm Ayala Land Inc. (ALI) looks to expand its hospitality business in Makati by building a new 275-
room luxury hotel to be managed by the Mandarin Oriental Group. According to ALI, the new hotel will open its doors 
by 2020, though there is no decided location for the building yet. Mandarin Oriental had announced earlier that its 38-
year old hotel along Makati Avenue would close this year. ALI looks to double its hotel and resort room inventory to 
4,100 by 2016, most of which would be under its own brand, SEDA 

 
 

Utilities 

 Abotiz Power Corp. (AP) disclosed that a wholly owned subsidiary, “Therma Visayas, Inc.” has signed an engineering, 
procurement and construction (EPC) contract with Hyundai Engineering Co. Ltd. and Galing Power Energy Co., Inc. 
following two months of negotiations. The plant, which would create around 1,500 jobs during construction and 150 
permanent jobs from plant operations, will have two steam turbines and two circulating fluidized bed boilers. AP 
likewise disclosed that it would finance the project through local financing institutions. Once completed, the project will 
ensure that Cebu has adequate and competitively priced baseload power supply by 2017 

 
 
 

30-May 6-Jun % Change

PSEi 6,647.65 6,762.62 1.73%

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. 
 
The Bureau of Treasury sold Php20 billion worth of Treasury Bills during an 
auction concluded Monday. Php8 billion worth of 91-day bills were awarded 
at an average yield of 1.035%, Php6 billion worth of 181-day bills were 
awarded at an average yield of 1.481%, and Php6 billion worth of 364-day 
bills were awarded at an average yield of 1.754%. The government received 
tenders totaling Php62.406 billion, more than three times the amount 
offered.  
 
 
 
Philippine Peso 
 
The Philippine peso initially weakened against the greenback market players adopted a risk-off stance towards TIP (Thailand, 
Indonesia, Philippines) at the beginning of the week, after Indonesia unexpectedly reported a trade deficit. However, the local 
currency managed to recover towards the end of the week as investors the above-consensus inflation print fuelled speculation that 
the BSP may hike rates earlier than expected, causing foreign players to buy up the peso. Week-on-week, the Philippine peso 
appreciated by 11 centavos to close at 43.650. 
 
 

According to the Bureau of Customs 2013 accomplishment report, only Php2.5 billion worth of illegally smuggled goods were seized 
last year. The report likewise noted that smuggling continued to fester at various ports, causing harm to local industries, 
manufacturers, and resulting in revenue loss for the government. The report’s “Top 10” list of seized smuggled goods included rice 
shipments worth Php1.2 billion, counterfeit goods worth Php621.95 million, vessels worth Php150 million and medicines worth 
Php62.7 million. 
 

According to the Bureau of the Treasury, the national government’s debt stock rose by 6.2% year-on-year to Php5.64 trillion in April, 

compared to the Php5.308 trillion recorded in the same month last year. On a monthly basis, April’s figure was also slightly higher 

than the Php5.63 trillion registered in March. Of the total debt, domestic liabilities accounted for 65% while 35% came from foreign 

creditors. Domestic debt stock was up 7.2% annually to Php3.69 trillion in April, while external debt rose 4.5% to Php1.95 trillion. 

 

The Philippine Statistical Authority (PSA) reported that inflation for the month of May rose to a 29-month high as it hit 4.5% following 

April’s 4.1% and the 2.6% recorded in the same month last year. The uptick was due to rising prices in food and non-alcoholic 

beverages. The PSA also noted that the rise in inflation was due to the climb in clothing and footwear; housing, water, electricity, 

gas and other fuels; furnishing, household equipment and routine maintenance of the house; transport and communication indices. 

Despite the increase, The May inflation figure is still within the Bangko Sentral ng Pilipinas’ targeted range of 3-5% for the year. 

 

The country’s budget surplus for April reached Php80.9 billion, the largest in 20 years on lower government spending. This in turn 

could result to a lower GDP growth for 2Q2014. 

 

According to the Department of Budget and Management (DBM), it released Php878.5 million yesterday for the development of the 

government’s information and communications technology (ICT) infrastructure. The DBM added that the funds would be used for 

the second phase of the Integrated Government Philippines (iGovPhil) project. The iGovPhil is part of the e-Government Master 

Plan of 2013-2016, which aims to make the best use of ICT resources through shared infrastructure, services and applications for 

national government agencies. 

According to the Philippine Economic Zone Authority (PEZA), its approved projects for the first five months of the year grew 37.12% 

to a total of Php101.476 billion, from the Php74.005 billion booked in the same period last year. The uptick was due to the 

expansion of existing manufacturing firms and economic zone developers, as well as the entry of new players.  

 

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 9 – June 13) 

 
We expect the PSEi to trade between 6,645 and 6,835 over the course of the upcoming week. Lacking any major domestic 
catalysts, investors will be on the watch for key US economic data. The US will publish non-farm payrolls data tomorrow, and we 
expect investor sentiment from this development to spill over into the upcoming week. 

For the week ahead, we expect upward pressure on the yields of government securities as market players anticipate monetary 
policy tightening from the BSP in its upcoming meeting on the 19

th
, especially after the higher-than-expected inflation print. Trading 

may be light, however, as markets will be closed on the 12
th
 for the Independence Day holiday. On the local front we’re looking at 

trade data, specifically exports figures for the month of April. Meanwhile, in the US, key figures to look towards would be the 
nonfarm payrolls report and the government budget surplus/deficit.                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                         


