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31-May-12 07-Jun-12 % Change

MSCI World 1,177.64 1,190.74 1.11%

MSCI Europe 82.74 83.76 1.23%

MSCI Asia-Pacific ex-Japan 392.98 395.81 0.72%

Dow Jones Industrial Average 12,393.45 12,460.96 0.54%

S&P 500 1,310.33 1,314.99 0.36%

Global Equity Performance
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Global Financial Markets 
 
Global equities ended the week positive on hopes that monetary authorities will spur growth in the global economy. For 
fixed income and currency markets, possible policy actions prompted risk-on sentiment. 
 

Global Equities 
 
The global equities market ended the past week 
gathering gains. Although disappointing nonfarm 
payrolls caused the market to drop in the early 
part of the past week, losses were erased by 
optimistic expectations that policymakers will 
spur growth in the global economy. In addition to 
improving economic indicators – specifically the 
unexpected growth in the US services sector – 
the emergency call between G7 members  
prompted optimism in the market. The MSCI 
World, MSCI Europe and MSCI Asia-Pacific ex-
Japan indices all gained, increasing by 1.11%, 
1.23% and 0.72%, respectively. For US 
markets, the Dow Jones Industrial Average 
advanced by 0.54% while the Standard & Poor’s 
500 Index moved up by 0.36% in the past week. 

 US economic releases were generally 
weak in the early part of the past week. 
The US labor market faltered in May as 
employers added the fewest workers in a 
year. Nonfarm payrolls severely slowed in 
May, growing only by 69,000 compared to 
the market estimate of 150,000. The previous month’s expansion was revised from 115,000 to 77,000. In addition to weak 
nonfarm payrolls, the unemployment rate also gave a negative signal, moving up to 8.2% for the month of May from 8.1% the 
previous month. 

 Aside from jobs reports, other economic indicators also came out weak. The US ISM manufacturing sector index slowed in 
May, falling to 53.5 from 54.8 in the previous month. In addition, orders to US factories unexpectedly fell in April for a second 
month with factory orders contracting 0.6% after declining by 1.5% in the previous month. 

 On the other hand, releases in the latter part of the past week were able to counter disappointment from earlier releases. 
Americans increased their spending in April while incomes grew at a slower rate. Personal income expanded by 0.2% whi le 
personal spending increased by 0.3%. The service sector in the US unexpectedly grew faster in May. The Institute for Supply 
Management’s services index went up to 53.7 from 53.5 in April. Also, mortgage applications in the US rose last week as 
interest rates declined to record lows. The Mortgage Bankers Association’s index increased 1.3% in the period ended June 1 
from the previous week. Lastly, the number of applications for unemployment benefits fell for the first time in more than a 
month. Initial jobless claims declined 12,000 to a seasonally adjusted 377,000 for the period ended June 2. 

 Federal Reserve Chairman Ben S. Bernanke said the central bank will assess the economy before deciding if additional 
stimulus is needed. Bernanke cited significant risks to the economic recovery in the US but did not show signs of any action to 
address them. 

 Market movement in the past week was heavily influenced by news about Europe. Finance chiefs of the Group of Seven 
leading industrialized powers held emergency talks on the Euro-zone debt crisis last Tuesday. Ministers and central bankers of 
the U.S., Canada, Japan, Britain, Germany, France and Italy took part in the special conference call. Finance chiefs from G7 
discussed Europe's efforts to resolve its financial crisis, including "progress toward financial and fiscal union in Europe," a U.S. 
Treasury official confirmed. 

 Spain urged Euro-zone partners to help support its banks. Budget Minister Cristóbal Montoro said that the government has 
effectively lost access to capital markets because of steep risk premiums demanded by sovereign bond investors. 

 The Euro-zone's manufacturing sector continued to contract in May. The final manufacturing purchasing managers' index fell to 
45.1 from 45.9. 
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Currencies 

1-Jun 8-Jun % Change

USD/PHP 43.400 43.270 0.30%

EUR/USD 1.2434 1.2459 0.20%

GBP/USD 1.5363 1.5413 0.33%

USD/JPY 78.02 79.16 -1.44%

AUD/USD 0.9701 0.9829 1.32%

USD/CHF 0.9661 0.9640 0.22%

EUR/CHF 1.20129 1.20109 0.02%

EUR/JPY 97.01 98.63 -1.64%

US Treasury Yield Curve

Tenor 31-May 7-Jun  +/- bps

3m 0.066 0.076 1.02

6m 0.122 0.132 1.02

2y 0.262 0.266 0.40

5y 0.655 0.710 5.46

10y 1.558 1.639 8.10

30y 2.642 2.740 9.81

 In an effort to counter the effects of the Euro-zone debt crisis, the People’s Bank of China slashed borrowing costs for the first 
time since 2008 and loosened controls on financial institutions’ lending and deposit rates. The one -year lending rate was cut by 
25 basis points Thursday to 6.31%. Similarly, the one-year deposit rate was reduced by the same amount to 3.25%. 

 
Global Bonds 

 

 US Treasury prices fell in the past week on hopes for fresh policy 
actions from monetary authorities and on speculation that European 
leaders may take steps to stem the region’s  sovereign-debt crisis. 
The 10-year benchmark yield climbed 8.10 basis points while the 2-
year note yield gave away 0.40 basis points. Over at the farther end 
of the curve, the 30-year bond yield plunged 9.81 basis points. 

 The Spanish treasury opted for a conservative approach by offering 
€1 billion to €2 billion of bonds, a small amount compared with past 
issues. It received €6.842 billion of bids, more than triple the amount sold. 

 Fitch Ratings lowered its rating on Spain by three notches, saying European policy missteps have aggravated the country's 
economic and financial challenges. Fitch lowered its long-term issuer default rating on Spain to BBB, two steps above junk 
grade. 

 
Currencies 
  

 Week-on-week, safe haven currencies ended the week with slight 
losses as market sentiment was continually swayed by speculation 
on whether or not policymakers will act to spur growth. The euro and 
Swiss franc strengthened against the US dollar to 1.2459 and 96.40 
centimes, respectively, while the Japanese yen declined against the 
greenback to 79.16. 

 
The week ahead (June 11 – June 15) 
 

 During the past week, movements in the market were influenced by 
economic releases in the US as well as speculation towards policy 
actions. Next week, given that Greek elections are closing in, a slight rally can occur if economic indicators improve next week. 

 For the fixed income and currency markets, demand for safety assets could continue to ease this week if news from Greece 
turns out to be positive ahead of the scheduled election. 
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Philippine Financial Markets 
Concerns on the health of the global economy continue to plague investors, resulting to the decline in PSEi by 1.35% 
week-on-week. However, the peso and local bonds advanced as the Philippine economy proved to be resilient amid 
uncertainties in the global economy.    

 
Local Equities  
 

 Local equities see-sawed during the week as investors received mixed 
signals from local and foreign developments. Monday saw the PSEi’s 
steepest one-day decline as dismal news regarding US payrolls and 
Chinese manufacturing raised worries of a global economic slowdown. 
Mid-week sentiment improved due to better-than-expected domestic  
inflation numbers and encouraging news regarding Germany’s willingness 
to support the Eurozone. Friday ended the week on a sour note as 
investors were disappointed with Fed Chairman Bernanke's failure to 
announce additional monetary stimulus in the US. Week-on-week, the 
PSEi lost 68.37 points , or -1.35%, ending the week at 4,994.07. 

 
Conglomerate 

 
 First Gen Corp. expects additional US$30 million in revenue from operations of Sta Rita and San Lorenzo power plants, 

following the company’s acquisition of the remaining 40% stake in BG Group in First Gas Holdings Corp which 
operates these power plants. The acquisition translates to additional yearly revenue of US$50 million. 
 

 Aboitiz Equity Ventures (AEV) entered into a joint venture with UK-based company Gazasia to form Asea gaz Corp. 
which aims to develop, construct, and operate plants that will convert organic waste materia ls into renewable fuel for 
vehicles. Gazasia will offer technical expertise, specialized equipment and project management while AEV will provide 
funding and regional markets access in the country. 
 

 DMCI Holdings, Inc. expressed its interest to participate in the bidding process of the Php60-billion LRT Line 1 
extension project and is already in the process of evaluating the bid documents which the company had secured from 
the Department of Transportation and Communication. Furthermore, the group is in talks  with two other companies, 
which it refused to name, for a joint venture to bid for the project.   

Banks 
 

 Bangko Sentral ng Pilipinas issued Circular No. 759 lifting the limit set on the number of branches allowed to be applied 
by a bank. According to the memorandum, banks can now apply to establish as many branches as their qualifying 
capital can support consistent with the theoretical capital requirement. BSP Governor Tetangco added that staggered 
payments for the total branch processing fee and extension offices  will no longer be allowed and that banks should 
comply with the one-year window period from the date of approval to open an approved branch.. 

 
 Philippine Bond Markets 

  

 Peso bonds advanced week-on-week as risk aversion eased, 
stemming from positive developments abroad. Optimism on the global 
economy rose following global policymakers’ comments to consider 
monetary stimulus should the growth figures show an economic 
slowdown. Meanwhile, the recent auction of 7-yr FXTN, where the 
Bureau of the Treasury decided to reject all bids, signaled that the 
country is still in a strong fiscal position. Week-on-week, local bid yields 
declined by 4 basis points on average. Notable movers were the 4-, 
and 20-yr tenor buckets which retracted by 17 and 13 basis points, 
respectively.       

 The Bureau of the Treasury rejected all bids for Php7-billion worth of 7-
yr FXTNs at an auction last Tuesday as investors continued to demand 
for high rates. Had the government accepted all Php5.97 billion 
tendered by banks, the yield would have risen to 5.33%, 33 basis 
points higher than that awarded during the last auction.  

 

1-Jun 8-Jun % Change

PSEi 5,062.44 4,994.07 -1.35%

Philippine Stock Exchange Index

Tenor 1-Jun 8-Jun  Change

1m 2.43 2.43 0

3m 2.36 2.37 1

6m 2.47 2.47 0

1y 2.79 2.69 -10

2y 3.31 3.29 -2

3y 4.03 4.07 3

4y 4.82 4.65 -17

5y 5.09 5.13 3

7y 5.30 5.23 -7

10y 6.01 6.02 1

20y 6.23 6.10 -13

25y 6.59 6.49 -10

Average -4

Peso Yield Curve                                       

(PDST-F Reference Rates)
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 The Department of Finance is looking into offering a debt swap – which would exchange existing government dollar-

denominated bonds for global peso notes – as part of its liability-management efforts. Meanwhile, the agency is retracting its 
plan to offer “power bonds” which will be use to pay off existing loans of state -run Power Sector Assets & Liability Management 
(PSALM) Corporation but reiterated that it would adjust its borrowings to cover for PSALM’s requirements. PSALM needs Php30 
billion, of which Php8 billion was already secured by the government last month. 

 
Philippine Peso 

 

 The Philippine peso continued to gather strength against the greenback as 
policymakers around the globe pledged to consider a more 
accommodative stance to support global economic growth. In the local 
front, the President’s visit to the UK, receiving commitments for around 
US$500 million worth of investments, gave the peso an additional push. 
Softer-than-expected inflation for the month of May likewise contributed to 
the local currency’s appreciation during the week. The peso gained 13 
centavos during the week to close at 43.270 Friday.     

 The government started inviting interested parties to prequalify to bid for 
the Php60-billion LRT1 extension project under the public private 
partnership program. In a notice published by the Department of 
Transportation and Communications, the contract includes the design and 
construction of the extension line, as well as operation and maintenance of 
existing line. Only half of the Php60-billion approved budget cost will be 
provided by the winning party, while the balance will come from a loan 
from Japan International Cooperation Agency to be used by the 
government to purchase train coaches. 

 Inflation in May remained benign amid softening in transportation cost. Consumer prices rose 2.9%, slower than the 3.0% April  
inflation level, which is the same as market estimate for May. The softer-than-expected inflation reading in May gives 
policymakers enough room to cut interest rates should the global slowdown continue to pose downward risk on the country’s 
growth. 

 National Government (NG) debt dropped by Php13.70 billion month-on-month to Php5.08 trillion as of end-April this year mainly 
due to increased payments for maturing obligations by the national government and on the peso’s appreciation during the month  
of April. Domestic debt however rose by Php3.76 on increased government security issuances. 

 President Benigno Aquino III met with top officials of the Philippine Associated Smelting and Refining Corp. (PASAR) and its 
parent company Glencore to discuss expansion plans for the company’s smelting operations in the country. The US$500 -million 
investment would generate 700 more jobs. The president also witnessed the signing of the US$280 -million memorandum of 
understanding between Rolls Royce Holdings PLC and Cebu Pacific which includes the local carrier’s acquisition of new Trent 
700 engines to be used for its planned long-haul flights. 

 The House of Representatives approved on its final and third reading HB 5727 or the sin tax bill, before adjourning its secon d 
regular session. The bill aims to increase government’s revenue on excise taxes by around Php33  billion, and at the same time 
to discourage tobacco and alcohol consumption.  Under the proposed bill, 15% of the projected revenues will go to affected 
tobacco farmers while the balance will be spent for government healthcare projects.  

The week ahead (June 11 – June 15)  

 Local bonds are expected to trade range-bound with a slightly upward bias as developments abroad continue to weigh down 
investor risk sentiment. Investors would also monitor the upcoming Monetary Board meeting – although rates are expected to be 
kept at current levels . Meanwhile, we expect the peso to continue its upward trend against the greenback as export figures, set 
to be released during the week, are projected to show gains and contribute to the country’s strong growth numbers.  

Tenor 1-Jun 8-Jun % Change

ROP13 0.9740    0.7610    -21

ROP16N 2.1980    2.1940    0

ROP19N 3.2080    3.1180    -9

ROP20 3.2120    3.0660    -15

ROP21 3.2680    3.1230    -15

ROP24N 4.3500    4.2910    -6

ROP25 4.2380    4.1560    -8

ROP26 4.0190    3.9650    -5

ROP30 4.6530    4.5490    -10

ROP32 4.6180    4.5460    -7

ROP34 4.6630    4.5990    -6

ROP37 4.6270    4.5560    -7

Average -9

ROP Yield Curve


