
 

June 22, 2014 

Global Financial Markets 
 
Global equities were mostly flat at the beginning of the week ahead of the Federal Open Market Committee meeting on 
Wednesday, before rallying to record highs towards the end of the week. US Treasury prices rallied for most of the week 
on the back of expectations that interest rates would remain low, before ending slightly lower amid largely solid economic 
data releases out of the US. Meanwhile, the euro generally benefitted from the weakening of most of its major trading 
counterparts. 

Global Equities 
 

Global equities ended the week on a high 
note as investors viewed the market with 
optimism, focusing on the commentary by 
the Federal Reserve officials and solid 
economic data out in the US and Europe. 
This overshadowed negative economic data 
releases and the escalating uncertainty in 
Iraq and Ukraine, resulting in higher oil 
prices. For the week, US share prices were 
driven mostly by the results of the FOMC 
meeting and economic data releases. US 
equities rallied as investors focused on 
strong economic data releases such as the 
Federal Reserve Bank of Philadelphia’s 
index of general business activity, declining 
initial jobless claims, and more stable 
consumer price index growth. These 
positive data releases combined with the 
FOMC’s commentary that interest rates are 
remaining lower for longer served to counter 
weak economic data.  

Investors in the European market initially 
stayed on the sidelines ahead of significant 
releases out in the US, before taking 
positions towards the end of the week due 
to increased optimism in developed 
markets. However, European equities rallied following strong economic data out of both the US and Europe such as strong auto 
sales data releases and increased speculation on aggressive M&As in the healthcare sector. On the flipside, dips in the market 
sprung from escalating uncertainty in both the Middle East and Eastern Europe.  

Meanwhile, Asian markets rallied towards the end of the week amid positive news and data out in the US but ended mostly lower 
due to risk-off sentiments and some country-specific events. Dips in Asian share prices were due to the heightening uncertainty in 
Iraq and Ukraine, which increased fears among investors in the region of an escalating oil price phenomenon. Upswings in Asian 
markets towards the end of the week were a result of positive sentiment in the US following the FOMC meeting and economic data 
releases, as well as the weakening of Japanese yen, which helped boost exports in the country.  

Week-on-week, the MSCI World index advanced 1.33%, led by the United States as the S&P500 index and Dow Jones Industrial 
Average index both climbed 1.39% and 1.03%, respectively. The European region also rose 0.19%, while the Asia Pacific ex-Japan 
region declined by 0.39%. 

Economic data releases for the week were generally positive, which shows that the US may be on its way towards a sustainable 
growth path. 

 Reports from the Federal Reserve Bank of Philadelphia indicated that mid-Atlantic manufacturers posted improved 

business conditions in June. The Federal Reserve Bank of Philadelphia’s index of general business activity, which 

covers the regional factory sector, rose higher-than-expected to 17.8 from 15.4 in May. Meanwhile, other indicators 

expanding business developments in the country rose as well, which solidify earlier assumptions that the US is on its 

way back to its sustainable growth path. The new orders index, employees’ index, workweek index, and general 

business expectations index all significantly climbed to 16.8, 15.5, 11.9, 7.3, and 35.0 respectively. Meanwhile, 

Philadelphia area manufacturers reported higher cost pressures as prices-paid index rose to 35.0 from 23.0, while the 

prices-received index slowed to 14.1 in June from 17.0 in May and 4.3 in April. 

12-Jun-14 19-Jun-14 % Change

MSCI World 1,725.49 1,748.41 1.33%

MSCI Europe 118.67 118.90 0.19%

MSCI Asia-Pacific ex-Japan 493.16 491.26 -0.39%

Dow Jones Industrial Average 16,734.19 16,906.62 1.03%

S&P 500 1,930.11 1,956.98 1.39%

Global Equity Performance
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 The US Labor Department reported that fewer Americans filed new claims for jobless benefits last week. Initial claims 

for unemployment benefits declined 6,000 to a seasonally adjusted 312,000 last week. The number of workers 

continuing to draw unemployment benefits dropped 54,000 to a seasonally adjusted 2.561 million workers. 

 The US Labor Department announced that the consumer price index advanced a seasonally adjusted 0.4% in May, 

which is the fastest pace since February 2013. The growth in consumer prices beat market expectations of 0.2% and 

reflected generally higher prices from food and gasoline to home rents and automobiles. Energy and food prices 

climbed 0.9% and 0.5% respectively, while core prices rose 0.3%-- the largest increase since August 2011. 

Meanwhile, the price index for personal consumption expenditures, the Fed’s preferred gauge of inflation, rose 1.6% 

year-on-year with core prices increasing 1.4%.  

 The US Commerce Department reported that new-home construction slipped by 6.5% in May with many Americans 

still struggling to afford new houses. This decline marked the first decline in four months and was broad-based across 

regions and type of construction. Single-family and multifamily housing starts dropped 5.9% and 7.6% respectively, 

while newly approved applications for building permits slumped 6.4%. However, it is important to note that single-

family permits jumped 3.7% in May, which is the fastest rate of increase since September 2012. 

 Federal Reserve officials reported that the Federal Open Market Committee (FOMC) forecasts were 

largely in line with expectations that the US economy would continue rebounding on the back of improved 

economic conditions. Interest rates would remain close to zero for a reasonable amount of time following 

the end of its quantitative easing tapering. Moreover, the Fed announced that it would reduce quantitative 

easing by another $10 billion. Fed officials cut its 2014 growth outlook, measured by GDP growth, from 

2.3% down to 2.1%. Officials also nudged up their forecasts for short-term interest rates out to 2016. On 

average, the US central bank announced that benchmark federal funds rate would hit 1.2% by the end of 

2015 and 2.5% by the end of 2016. Meanwhile, officials on average said that target interest rate could 

settle in lower-than-expected over the longer run at 3.75%-- which I lower than its earlier forecast of 4%.  
 
 

Global Bonds 

 

US Treasury prices were mostly mixed for most of the week as investors 

digested a mixed bag of economic data releases, a commentary from the 

Central Bank, and heightening fears of uncertainty in the Middle East and 

Eastern Europe. US Treasury prices initially rallied at the beginning of the 

week as investors took flight-to-safety positions due to fears that the situation 

in Iraq and Ukraine would escalate and continue to bring crude oil prices to 

unchartered altitudes. Investors also took positions in the bond market at the 

beginning of the week as speculations on a continued low interest rate 

regime hounded the market. Following the FOMC meeting, US treasury 

prices slipped on the back of solid economic data, which signifies continued economic growth and the auction of treasury inflation-

protected securities. Week-on-week, the 5-year note yield decreased by 0.77 basis points while 10-year note yield increased by 

2.55 basis points. 
 

 

Currencies  
 

The euro generally strengthened relative to its major trading peers as a result 
of its peers’ weakening rather than the euro intrinsically appreciating. The 
FOMC meeting ended with an announcement from Federal Reserve officials 
stating that interest rates will remain low for a considerable amount of time. Fed 
officials also downgraded their forecast for the US GDP growth from 2.3% to 
2.1%, but reiterated that economic recovery is largely on track. The results of 
the FOMC meeting generally weakened the US dollar. Meanwhile, the yen was 
one of the safe haven assets of choice by investors last week amid the 
escalating conflict in Iraq, which threatened the view on global oil prices. This 
week, investors took opportunities to book profits in light of recent economic 
developments in other developed markets.  Week-on-week, the euro gained 
0.58% and 0.37% against the US dollar and Japanese yen respectively. 

  

Currencies 

13-Jun 20-Jun % Change

USD/PHP 43.790 43.820 -0.07%

EUR/USD 1.3540 1.3619 0.58%

GBP/USD 1.6968 1.7047 0.47%

USD/JPY 102.04 101.83 0.21%

AUD/USD 0.9402 0.9413 0.12%

USD/CHF 0.9001 0.8933 0.76%

EUR/CHF 1.21870 1.21656 0.18%

EUR/JPY 138.17 138.69 -0.37%

US Treasury Yield Curve

Tenor 12-Jun 19-Jun  +/- bps

3m 0.036 0.010 -2.54

6m 0.061 0.046 -1.53

2y 0.437 0.448 1.07

5y 1.683 1.675 -0.77

10y 2.595 2.621 2.55

30y 3.410 3.466 5.59
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The week ahead (June 23 – June 27) 

 

Market movements this week were driven by the Federal Open Market Committee (FOMC) meeting in the middle of the week and 

supported by mixed economic data released in the US. For the coming week, we expect investors of global equities to grab this 

opportunity to book profits given the week-long momentum of the market that allowed the equities market to rally to new record 

highs. We also forecast US Treasury prices to trade higher next week as the demand for safe haven assets increase due to 

geopolitical risks amid insurgency in Iraq and uncertainty in Ukraine. Furthermore, we expect market players to continue to track US 

economic data specifically the release of the new and existing home sales, PMI flash manufacturing index flash, and measures of 

consumer confidence reports. The euro will remain under pressure as most of its trading peers continue to present probable 

evidence of sustainable economic growth. 
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Philippine Financial Markets 

The local equities market declined as market players sold down emerging market assets on the back of geopolitical 
turmoil in Iraq and Ukraine, which weighed negatively on sentiment. Prices of local government bonds likewise fell after 
Monetary Board meeting concluded with an SDA rate hike, driving speculations of tighter monetary policy moving 
forward. The Philippine peso marginally strengthened against the US dollar for the same reason.  
 
 

Local Equities  
    

The local equities market declined for the week on the back of geopolitical turmoil 
in Iraq and Ukraine, affecting emerging market equities.  Throughout the week, 
the market declined further before rising slightly after the central bank hiked the 
SDA rate by 25 basis points. This is the BSP’s third monetary tightening move for 
the year, following the two consecutive 100 basis point hikes in banks’ regulatory 
reserve requirement (RRR).  Overall, the index lost 53.99 points, or -0.80%, 
closing the week at 6,730.96. Foreign investors were net sellers at 3.09 billion. 

 
 

 
Property 

 Megaworld Corp. (MEG) announced that it plans to spend Php230 billion in the next five years to fund its residential, 
office, hotels, commercial and retail projects across the country. The company expects to roll out at least ten 
residential projects and six office towers annually. For the same period, recurring income will be boosted by planned 
commercial projects in the cities of Quezon, Taguig, Makati, Cebu, Iloilo and Davao. Following their township model, 
MEG is allocating Php35 billion in its “green” township, Woodside City, along C5 in Pasig City. MEG also launched its 
first township in Mindanao, the Davao Park District in Lanang, Davao City. 

 

Industrial 

 The Energy Development Corporation (EDC) disclosed that it has signed separate two-year bridge facilities adding up 
to Php2.7 billion with Philippine National Bank (PNB) and Security Bank Corporation (SECB). The said amount will be 
used to partly finance the construction of Phase 2 of its 150-megawatt Burgos Wind Farm. The company is yet to 
finalize the project financing. The Burgos Wind Project is expected to be the largest operating wind farm in the 
country, generating an estimated 365 gigawatt hours annually. It is anticipated to address the power needs of Luzon, 
estimated to be an additional 2,300 megawatt in the next ten years. 

 
 

Mining and Oil 

 Philex Mining Corp. (PSE Ticker: PX) received a Formal Lifting Order on the suspension of operations of its Padcal 
copper-gold mine. The Pollution Adjudication Board (PAB) of the Department of Environment and Natural Resources 
(DENR) lifted its cease-and-desist order, allowing PX to resume normal operations after nearly two years of 
suspension. PX voluntarily stopped operations due to an accidental spillage of mine wastes into two nearby rivers. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

13-Jun 20-Jun % Change

PSEi 6,784.95 6,730.96 -0.80%

Philippine  Stock Exchange  Index
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Philippine Bond Market  
 
On the local fixed income market, yields were little changed ahead of the 
Monetary Board (MB) meeting concluded Thursday and the FOMC meeting 
concluded Wednesday afternoon in the US. After the MB unexpectedly decided 
to hike the Special Deposit Account rate by 25 basis points, yields across the 
curve rose as investors took this as a signal of more policy tightening to come. 
Week-on-week, yields rose by an average of 8 basis points led by the belly and 
long-end of the curve, which rose by 13.05 basis points and 12.99 basis points. 
  
Monetary policymakers decided on Thursday to hike the special deposit account 
(SDA) rates by 25 bps to 2.25%. With expectations that inflation will stay within 
BSP's target range, members of the policy-setting Monetary Board decided to 
maintain overnight borrowing and lending rates at record lows of 3.5% and 
5.5%, respectively. For the past two Monetary Board meetings, reserve 
requirement ratio was increased by a cumulative 2 percentage points, reaching 
the current ratio of 20%. Moreover, the central bank raised its 2014 and 2015 
inflation forecast to 4.4% and 3.7%, respectively. Moreover, the central bank 
raised its 2014 and 2015 inflation forecast to 4.4% and 3.7%, respectively. 
 
 
Philippine Peso 
 
The Philippine peso initially weakened against the greenback on expectations of hawkish statements from the US Federal 
Reserve’s FOMC meeting. However, the peso managed to strengthen against the greenback after the Central Bank raised the 
Special Deposit Account rate by 25 basis points to 2.25%. Week-on-week, the Philippine peso appreciated by 0.5 centavos to close 
at 43.785. 
 
Data from the Bureau of the Treasury (BTr) showed that state borrowings declined by 42% to Php29.283 billion in April from the 

Php50.115 billion registered in the same period last year. Broken down, domestic borrowings for the month amounted to Php24.119 

billion or 48.93% lower than the Php47.229 billion in April 2013. External borrowings, meanwhile, went up by 78.93% to Php5.164 

billion in April from the Php2.886 billion recorded in the same month in 2013. 

 

 

The week ahead (June 22 – June 26) 

 
We expect the local equities market to inch lower next week following the hike in SDA rate by the central bank.  This move suggests 
further tightening moving forward especially on the comments by Fed that they are seeing an accelerated recovery in the US 
economy.  Any sign of a hike in interest rates will be detrimental to the property sector, a big component of the index, as this will 
lower demand for real estate.    For the week, trading range will be from 6,647.65 to 6,762.62. 

For the week ahead, we expect yields of government securities to trade sideways as some market players might cut positions, while 
other may bargain-hunt to take advantage of the recent increase in yields due to the sell-off. On the other hand, the local currency 
could continue to strengthen following the BSP’s SDA rate hike. Economic data for the week ahead include imports/exports and 
balance of payments data. 

T enor 13-Jun 20-Jun  Change

1m 1.40 1.42 2

3m 1.27 1.32 5

6m 1.49 1.47 -3

1y 1.99 1.89 -10

2y 2.82 2.98 16

3y 2.94 3.07 13

4y 3.32 3.50 17

5y 3.81 3.95 14

7y 3.95 4.01 6

10y 4.18 4.19 0

20y 5.16 5.39 23

25y 5.33 5.48 15

Average 8

Peso Yie ld Curve                                        

(PDST-F Reference Rates)


