
 

June 30, 2014 

Global Financial Markets 
 
Global equities were mostly lower this week on the back of weak US economic data, hawkish comments from a key 
Federal Reserve official, and concern over the escalating conflict in Iraq. US Treasury prices rallied for most of the week 
as investors adopted a flight-to-safety stance amid the Iraqi insurgency and weaker-than-expected US economic data. 
Meanwhile, the euro appreciated against the US dollar but generally lost against most of its major trading peers as most of 
its currency peers posed improved economic conditions. 

 

Global Equities 
 

Global equities edged lower this week 
as investors dealt with a mixed bag of 
economic data, strong comments on 
interest rate policy in the world’s 
largest economy moving forward, and 
news of heightened political instability. 
The positive movements in US share 
prices for the week were driven by 
positive economic data. Rallies in the 
US equities market were a result of 
strong economic data releases such as 
the National Association of Realtors’ 
sales of existing homes report, 
increased consumer confidence, the 
Markit Economics flash purchasing 
managers index number, the Chicago 
Fed National Activity Index figure, and 
the Conference Board’s Leading 
Economic Index growth rate. The 
momentum in the US equities market 
shifted from rallies to slumps on the 
back of negative economic data 
releases, worsening global events, and 
hawkish comments on interest rates. 
The slumps offset gains for the week 
as investors initially took opportunities 
to book profits earlier in the week as a 
result of record-high performances last 
week and due to negative sentiment 
due to speculation on weaker-than-
expected second quarter US GDP figure, escalating violence in Iraq, and the comments from the Federal Reserve Bank of St. Louis 
head that interest rates would rise sooner-than-anticipated. 

Investors in the European market showed disappointment in current euro-zone economic conditions as evidenced by the slump in 
European equities for the week. The dip in the European equities market in the initial part of the week was caused by economic 
releases in the euro-zone such as the fall of the region’s Markit Composite Purchasing Managers’ Index (PMI), weaker-than-
expected German business confidence reading. Meanwhile, the market mirrored US share price movements in the latter part of the 
week, which put the European market further down at the end of the week. 

Meanwhile, in Asia, markets edged higher this week amid positive data out in China, speculation of positive US economic growth 
figures, and country-specific factors. Dips in Asian share prices were due to heightened concern on the escalating violence in the 
Middle East, which drained demand for risk assets as investors worried that the conflict would drive oil prices higher. On the other 
hand, upswings were mostly due to positive economic data out in China such as the positive increase in HSBC/Markit’s Flash China 
Manufacturing Purchasing Managers’ Index, positive sentiment that Japan’s prime minister would reveal the country’s latest growth 
strategy, and the overall optimistic view on the US economic GDP 2

nd
 quarter figure.  

Week-on-week, the MSCI World index declined 0.64% led by MSCI Europe which dropped 1.81%. The United States also dipped 
this week led by the Dow Jones Industrial Average index as it declined to 0.32%, with the S&P 500 ending the week flat. 
Meanwhile, the Asian markets edged higher this week, as the MSCI Asia-Pacific ex-Japan increased 0.26%. 

 

19-Jun-14 26-Jun-14 % Change

MSCI World 1,748.41 1,737.27 -0.64%

MSCI Europe 118.90 116.75 -1.81%

MSCI Asia-Pacific ex-Japan 491.26 492.55 0.26%

Dow Jones Industrial Average 16,921.46 16,867.51 -0.32%

S&P 500 1,959.48 1,959.53 0.00%

Global Equity Performance
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Economic data releases for the week were mostly mixed, which raises the need for further evidence of US economic growth. 

 

 Reports from the Federal Reserve Bank of Philadelphia showed that conditions for manufacturers in the Philadelphia 
region improved more in June than in the month of May. The index of current business activity climbed to 17.8 from 
15.4 in May. Meanwhile, Philadelphia’s Federal Reserve Bank’s Business Outlook Survey indicated responding firms 
reported continued increases in overall activity, new orders, shipments, and employment this month.  

 The Conference Board reported the Leading Economic Index of the US rose 0.5% in May to 101.7, which signals that 
economic growth could pick up in coming months. Recent data suggest the economy is finally moving up from a 2% 
growth trend to a more robust expansion. Meanwhile, the coincident index and lagging index both grew in May 0.3% 
and 0.4% respectively.  

 The US Commerce Department revealed that new home sales in May increased 18.6% month-on-month to a 
seasonally adjusted annual rate of 504,000. On a year-on-year basis, May sales were up 16.9%. The increase 
indicates a general rebound in consumer confidence, as US jobs growth has returned to pre-recession levels with 
more than 200,000 jobs added in each of the past four months. Meanwhile, it is important to see the June and July 
numbers to validate that the upward trend is sustainable and not just a low-base effect coming from low sales in the 
early part of 2014 due to the harsh winter experienced for most of the country.  

 The US Conference Board’s index of consumer confidence advanced to the highest level since January 2008 to 85.2 
from 82.2. The consumer confidence index, a key measure of consumer sentiment, beat market expectations of a 
83.5 reading in June compared with an original estimate of 83 in May. Both the present situation and expectations 
indices rose in June, as consumers were more optimistic about the labor market.  

 The US Commerce Department revised the US economy’s contraction in the first quarter by 1% to show a decline of 
2.9% year-on-year. This is the worst reading since the first quarter of 2009. The revision is a reflection of a slowdown 
in health care spending. On a positive note, consumers returned to stores and car dealerships, as companies 
reportedly placed more orders for equipment and manufacturing, which picked up following the harsh winter that 
affected most of the country. The increase in consumer spending coupled with jobs growth underpinned the Federal 
Reserve’s view that the economy is improving and that no further monetary stimulus is needed.  

 Reports from the US Commerce Department showed that American factories received more orders for business 
equipment in May—further showing signs of growth from the first quarter slump. Business spending, measured by 
bookings for capital goods such as computers, rose 0.7% in May after falling 1.1% in April. The increase in orders 
shows improving sales are giving companies enough confidence to further expand and contribute to sustainable 
economic growth.  

 The US Commerce Department reported that consumer spending grew weaker-than-expected in May, which weighed 
on assumptions that US economic growth would rebound in the second quarter. Purchases, which account for roughly 
70% of the GDP, climbed by a meager 0.2%. While households are optimistic on the improving labor market and 
equities, elevated prices at grocery stores and gas service stations are straining their budget. This led Americans to 
save more and spend less, as the savings rate increased to 4.8% from 4.5% in April.  

 Jobless claims in the US fell by 2,000 to 312,000 last week, according to the Labor Department. Consensus had 
called for a drop to 310,000. Dismissals are hovering slightly above pre-recession lows, while hiring accelerated as 
companies grew more confident that the economy would recover from the worst recession in five years.  
 
 

Global Bonds 

 

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

a mixed bag of economic data releases, commentary from the Federal Reserve 

Official, auction of government debt, and heightening fears of uncertainty in the 

Middle East. US Treasury prices for the short-end of the curve mostly dropped this 

week, as investors viewed the US economy with optimism. Meanwhile, investors 

took positions in the long-end of the curve due to fears that the situation in Iraq 

would go on for a while and the downwardly revised US 2
nd

 quarter GDP. 

Meanwhile, James Bullard, president of the Federal Reserve Bank of St. Louis, 

declared that the economy is almost back in its normal state with a forecasted 

unemployment rate below 6% and inflation of 2% at the end of this year. Bullard’s 

note that an interest rate hike in the first quarter of 2015 sent the treasury market downhill, but negative sentiment on the 

downwardly revised 2
nd

 quarter US GDP figure offset the hawkish tone of Bullard. Week-on-week, the 2 year note yield increased 

1.50 basis points, while the 5 and 10 year note yields decreased by 2.72 basis points and 9.20 basis points respectively. 
 

 

US Treasury Yield Curve

Tenor 19-Jun 26-Jun  +/- bps

3m 0.010 0.025 1.52

6m 0.046 0.051 0.51

2y 0.448 0.463 1.50

5y 1.675 1.648 -2.72

10y 2.621 2.529 -9.20

30y 3.466 3.356 -11.03
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Currencies  
 

The euro generally weakened relative to most of its major trading peers as a result 
of its peers’ strengthening rather than the euro intrinsically depreciating. However, 
the euro was stronger against the US dollar this week on the back of weaker-than-
expected US economic data. Meanwhile, the yen was one of the safe haven 
assets of choice by investors this week amid the optimistic view on Japan’s latest 
growth strategy and the escalating conflict in Iraq, which threatened the view on 
global oil prices. Week-on-week, the euro lost 0.47% and 0.12% against the 
Japanese yen and Swiss franc respectively, while the euro gained 0.20% against 
the US dollar. 

  

The week ahead (June 30 – July 4) 

 

 

Market movements this week were driven by the mixed bag of economic data released in the US. Investors took the chance to book 

profits following a previous week of record-highs in the US equities market. The market was influenced by economic data releases 

such as the Conference Board’s Leading Economic Index, weaker-than-expected consumer spending, Markit Flash Purchasing 

Managers’ Index figure, and a drop in initial jobless claims filing. The market was also affected by the escalating uncertain ty in the 

Middle East, especially with concern that oil prices would rise even higher. Overall, markets generally dipped on the back of weaker 

economic data overshadowing positive economic data releases and fear of the Iraqi insurgency escalating even further. For the 

coming week, we expect investors of global equities to remain on the sidelines ahead of Janet Yellen’s speech on monetary pol icy 

to IMF central banking conference in Washington and the release of key economic data. We also forecast US Treasury prices to 

trade lower next week on the back of hawkish commentary from Fed officials. Furthermore, we expect market players to continue to 

track US economic data specifically the release of the non-farm payrolls and unemployment. The euro will remain under pressure 

as most of its trading peers continue to present probable evidence of sustainable economic growth. 

Currencies 

20-Jun 27-Jun % Change

USD/PHP 43.785 43.870 -0.19%

EUR/USD 1.3600 1.3627 0.20%

GBP/USD 1.7013 1.7037 0.14%

USD/JPY 102.07 101.40 0.66%

AUD/USD 0.9388 0.9437 0.52%

USD/CHF 0.8951 0.8923 0.31%

EUR/CHF 1.21730 1.21586 0.12%

EUR/JPY 138.82 138.17 0.47%
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Philippine Financial Markets 

The local equities market inched higher amid renewed foreign interest. Meanwhile, yields of local government securities 
were relatively flat, with exceptions in a number of medium-tenored bonds, as investors wait for the 3Q borrowing 
schedule released Friday. The Philippine peso was marginally changed against the US dollar as encouraging data from the 
US and end-month corporate demand for the greenback was countered by the weak 1Q2014 GDP growth revision and 
positive growth outlook for the region.  
 
 
Local Equities  
    

The local equities market rebounded this week, managing to eke out a gain of 
111.19 points, or 1.65% week-on-week to close at 6,842.15. Offshore fund inflow 
buoyed domestic share prices during the week, with net foreign inflows 
amounting to Php1.84 billion – a turnaround from last week’s Php3.1 billion. Year-
to-date, net foreign inflows have already reached Php43.92 billion, significantly 
higher than the full-year figure of Php3.86 billion in 2013. On the domestic front, 
concerns of rising oil and food prices have capped the index’ advance.   

 
 

Holding Firms 

 Pangilinan-led Metro Pacific Investments Corp. (PSE Ticker: MPI) will acquire Manila Electric Co. (PSE Ticker: MER) 
shares held by Beacon Electric Asset Holdings Inc. for an aggregate amount of Php13.24 billion. The transaction was 
priced at Php235 per share and the total acquired MER stake amounted to 56.35 million shares. Furthermore, MPI will 
directly pay Php3 billion to Beacon and the remaining Php10.24 billion will be settled until February 2015. MPI will 
have 5% stake in the country's biggest power distributor once the transaction has been completed. In other news, the 
toll operator jacked up its stake in Thailand-based Don Muang Tollway to 29.45% after investing Php4.5 billion. 

 Aboitiz Equity Ventures (PSE Ticker: AEV), partnered with J. V. Angeles Construction Corp., won the bidding for a 
bulk water supply project in Davao City. This marks AEV’s maiden entry into the water business. The project will 
require the partnership to put up a hydroelectric-powered bulk treatment facility and conveyance system, which will 
provide 300 million liters of potable water for Davao City.  

 GT Capital Holdings Inc. (PSE Ticker: GTCAP) disclosed that it entered a partnership with Japan’s Mitsui & Co. for 
Toyota Cubao’s car dealership. GTCAP sold 40% of its subsidiary Toyota Cubao Inc. to Mitsui for Php298.7 million. 
Mitsui also owns a 40% stake of another Toyota dealership and subsidiary of GTCAP, Toyota Manila Bay Corp. The 
company cites that the partnership provides strategic benefits as Mitsui specializes in key business areas such as 
metals and machinery and infrastructure 

Property 

 SM Prime Holdings Inc. (PSE Ticker: SMPH) allocated around USD200 million for its planned rollout of shopping malls 
in mainland China. Set to open by 2015, SM Tianjin will be the company’s largest shopping center with total gross 
floor area of 540,000 square meters. The company also recently bought a property in Yangzhou City for a mall that 
will open in 2016. SMPH plans to acquire three more properties in mainland China for its mall expansion. Capital 
expenditures for these developments were funded by the proceeds of a $300-million syndicated loan it secured last 
month. 

 
Telecommunications 

 Ayala-led Globe Telecom Inc. (PSE Ticker: GLO) expects to sustain its mobile data business in the latter half of 2014 
due to rising smartphone usage. Globe subscribers using mobile data more than doubled for the past six months, 
mainly buoyed by smartphone users which now account for 25% of its subscriber base (i.e. 10.25 million out of the 
total 41 million). In 2013, GLO’s mobile browsing and other data revenues contributed 15.9% to its total mobile service 
revenues at Php11.6 billion. Compared to 2012, mobile browsing and other data revenues increased by a healthy 
41.7% in 2013. 

 
Industrials 

 International Container Terminal Services, Inc. (PSE Ticker: ICT) will still pursue investing in Iraq’s biggest port in the 
face of escalating tensions in the region. ICT plans to shell out US$130 million for the operation and development of 
the container facilities in Iraq’s Port of Umm Qasr. The company disclosed that the port enjoys considerable distance 

20-Jun 27-Jun % Change

PSEi 6,730.96 6,842.15 1.65%

Philippine  Stock Exchange  Index
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(i.e. about 600 kilometers away) from the trouble spots with no current security threats. After two years, the facility is 
expected to include 600 meters of quay and provide 900,000 twenty foot equivalent units (TEUs) in capacity.  

 

Mining 

 Pangilinan-led Philex Mining Corp. (PSE Ticker: PX) allocated Php4 billion this year to fund the operations of its 
Padcal gold mine in Benguet and pre-development of its Silangan copper-gold project in Surigao del Norte. Source of 
financing will be internally-generated cash and bank borrowings instead of the Php12 billion stock rights offer initially 
planned. Php3.2 billion will be devoted to the development of Silangan mine while the remaining Php600 to Php800 
million will be for exploration activities in its Padcal mine. PX plans to extend Padcal mine’s lifespan beyond 2020 by 
continuing survey for additional reserves.  

 
Utilities 

 The Manila Electric Co. (PSE Ticker: MER) disclosed that it can provide emergency capacity of 80 to 100 megawatts 
from its Interruptible Load Program (ILP) should Luzon grid goes on red alert from current yellow alert. Under the ILP, 
Meralco coordinates with industrial consumers such as offices and malls to run their gensets to help ease the tight 
supply. The company continues to work with the National Grid Corp. of the Phils. (NGCP) to scout for other sources of 
power supply.  

 
 
 
 
Philippine Bond Market  
 
On the local fixed income market, trading remained lethargic during the week. 
Bulk of the trades was seen in the belly as investors opted to bargain hunt 
following the sharp increase in yields the week prior. In particular, the 2-yr 
tenor bucket consolidated its losses, closing the week at its pre-SDA rate hike 
announcement level of 2.95.  Week-on-week, yields declined by an average of 
2 basis points led by the belly, which dropped by 4.66 basis points, and the 
long-end of the curve, which fell by 3.27 basis points.  
 
Globe Telecom (PSE Ticker: GLO) plans to issue Php10 billion non-voting 
preferred shares to fund its capital expenditures. GLO applied registration of 20 
million preferred shares at Php500 par per share with the Securities and 
Exchange Commission (SEC). The company expects the issuance to take 
place next month. Globe allocated US$1.3 billion in capital expenditures until 
2015 for the expansion of its fixed and mobile data networks, specifically for 
long-term evolution (LTE) technology and broadband infrastructure.  

Century Properties Group is planning to issue around Php2 billion of fixed-rate 
bonds with an oversubscription option allowing for Php1 billion in additional securities. The company stated that the proceeds of the 
bond sale will be used to finance projects due for completion between 2017 and 2019, which involves 3,250 residential units 
measuring 90,000 square meters. The offer will also include three-year, five-year and seven-year issues, with pricing and other 
terms yet to be determined. 

 
 
Philippine Peso 
 
The Philippine peso initially depreciated against the greenback amid a raft of positive data coming from the US which pointed to a 
potential strong growth in the 2Q. Moreover, month-end corporate demand further weighed down the currency. However, the peso 
failed to test the Php44-a-dollar level as the release of the disappointing 1

st
 quarter US GDP growth led investors to believe that low 

rates in the US will stay for long. On Friday, the currency continued its advance as positive data from China and South Korea 
brightened the growth outlook for the region. The Philippine peso was barely changed, appreciating by 3.5 centavos to close at 
43.750. 
 
According to data from the Department of Finance (DoF), the government’s tax effort — or total tax collections as a percentage of 

gross domestic product (GDP) — registered at 12.38% in January to March, higher than the 12% recorded in the same period a 

year ago. The government looks to improve this to 14.5% this year from last year’s 13.3%. Finance Undersecretary and Chief 

T enor 20-Jun 27-Jun  Change

1m 1.42 1.42 0

3m 1.32 1.34 2

6m 1.47 1.49 3

1y 1.89 1.93 4

2y 2.98 2.95 -3

3y 3.07 2.96 -11

4y 3.50 3.32 -18

5y 3.95 4.00 5

7y 4.01 4.04 3

10y 4.19 4.16 -2

20y 5.39 5.36 -3

25y 5.48 5.44 -4

Average -2

Peso Yie ld Curve                                        

(PDST-F Reference Rates)
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Economist Gil S. Beltran stated that the first quarter tax effort figure is still below this year’s target, but added that first quarter 

figures are historically low. The peak normally happens in the second quarter since it includes the April income tax collections. 

 

The Bangko Sentral ng Pilipinas (BSP) may possibly set the 2017 target inflation range at 2% to 4%, pegging from the targets of 

2015 and 2016. In an interview yesterday, BSP Deputy Governor Diwa Guinigundo disclosed that that the central bank will include 

2017 inflation in its policy horizon come October or November of this year. Said range, which has yet to be official, is lower than this 

year’s target range of 3% to 5%. The BSP commits to keep prices stable to remain supportive of the economy’s growth momentum. 

Year-to-date average inflation as of May this year stands at 4.2%. 

 

The Philippine Statistical Authority (PSA) announced that the country’s purchase of merchandise goods overseas increased by 3% 

to USD5.309 billion for the month of April. The PSA attributed the increase in merchandise imports to the strong performance of six 

out of the top ten commodities, led by mineral fuels, lubricants and related materials for the month. Cumulative imports for the first 

four months amounted to US$21.53 billion, a 9.9% surge from 2013’s US$19.59 billion. The balance of traded goods in April stands 

at a US$743 million deficit, higher than the US$647 million deficit in 2013. The National Economic and Development Authority 

(NEDA) expects continued increase in imports for the coming months on the back of strong business and consumer confidence.  

 

The government finished the month of May with a budget surplus of Php11.8 billion mainly due to sustained double-digit growth in 

revenues, most of which are tax collections. Fiscal performance in May alone registered a drastic improvement with a budget 

surplus of Php8.5 billion compared to the Php42.8 billion deficit posted in the same period last year. According to the Department of 

Finance (DOF), total revenues and Bureau of Customs collections posted double-digit year-on-year growth for the third and fifth 

straight month, respectively. The DOF remains positive that the government will be able to fund its infrastructure projects should this 

growth momentum be sustained. 

 

The week ahead (June 30 – July 04) 

 
We expect the local equities market to trade sideways with a downward bias next week as the market corrects after quarter-end 
portfolio rebalancing. Locally, investors will be on a cautious stance as June inflation data is set to be released on July 4. Money 
supply data will also be released next week. Market players will assess the effectiveness of the BSP’s previous reserve requirement 
ratio rate hikes to mop up liquidity. In the US, investors will be watching for key data releases such as unemployment rate and non-
farm payrolls. We expect the index to trade within the range of 6,640 to 6,910. 

For the week ahead, market players in the fixed income market is expected to bid higher rates before the release of the inflation 
print for the month of June. Consumer prices are expected to increase further in June in light of the transportation fare hike and 
supply-driven rise in food prices. Potential higher global oil prices and scarcity of supply of basic commodities have been plaguing 
the medium term outlook for inflation, thereby,  increasing the odds of breaching the high-end of the central bank’s target of 3-5%. 
The pronouncements of the BSP that they will retain its 2-4% inflation target for 2015-2016 and possible extension to 2017 further 
ignited concerns of a potential aggressive tightening of the BSP.  

The upward trajectory of inflation will also be reflected in the peso, depressing the local currency. However, expectations of interest 
rate hike either via the SDA or RRP, or both will counter the depreciation. Compounding uncertainties in the domestic front is the 
geopolitical tension in Iraq, which has already dampened demand for risky assets. As the Iraqi unrest unfolds, oil prices wil l remain 
elevated and global risk-off sentiment will prevail.    

 


