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Global Financial Markets 
 
Global equities nursed losses during week as economic data from the US and China and a renewed surge in borrowing 
costs over at Europe elicited concern from investors. Elevated concerns benefited fixed income securities and safe-haven 
currencies, as investor caution towards growth and stability indicators spurred demand for safety. 
 
 

Global Equities 
 
A raft of disappointing US economic 
numbers and fears of a significant 
slowdown in China’s growth momentum 
heavily weighed down the performance of 
global equities markets during the past 
week. Moreover, soaring government debt 
yields in peripheral European countries 
contributed to the jittery and defensive 
trading that characterized the past week’s 
market action. The MSCI World Equity 
Index shed 2.81%, led by the Asia-Pacific 
ex-Japan region which tumbled 4.03%. 
The Dow Jones Industrial Average and 
S&P500 Index were down by 2.51% and 
2.40%, respectively. Equity markets were 
successively down on each of the trading 
sessions of the week. 

Disappointing US economic numbers for 
the week centered on employment. 
Companies in the US are relying more on 
existing workers and temporary 
employees instead of hiring, limiting the 
growth in payrolls. Nonfarm payrolls grew 
by 80,000 in June, 20% lower than the 
market estimate of 100,000. Meanwhile, 
the US unemployment rate remained elevated at 8.2% as of the close of June. 

Minutes from last month’s FOMC meeting disappointed investors looking for a stronger signal that additional stimulus was like ly. 
The market took consolation in Federal Reserve Chairman Ben Bernanke’s pronouncement last month that said policy makers are 
prepared to “take additional steps” to boost the economy following their decision to extend the Operation Twist program aimed at 
lowering long-term interest rates. Traders speculated that the Federal Reserve is waiting for signs of further weakening of the US 
economy before committing to start QEIII. 

China’s imports rose less than anticipated in June, pushing the country’s trade surplus to a 3-year high. Inbound shipments 
increased by 6.3% from a year earlier, lower than the consensus estimate of 11%. Export growth in June meanwhile slowed to 
11.3% year-on-year. Moreover, China’s set-to-be-released second quarter GDP number is expected to have eased to 7.7%, below 
the government’s official target of 8% growth. These data added to signs of flagging momentum for global growth as the second-
largest economy in the world seems to be slowing down. 

 

Global Bonds 

 
US Treasury prices advanced during the past week, supported by investor 
preference for safe-havens amid signs of slowing economic growth globally. 
News that Moody’s cut Italy’s debt rating contributed to increased risk-off 
sentiment felt by financial markets. During the week, the bellwether US 10-
year yields dropped to within five basis points of a record low, emphasizing 
how aggressively investors are flocking safe government debt given 
uncertainties abounding in the global market. 

Moody’s Investors Service downgraded Italy’s sovereign bond rating by two 
steps citing higher funding costs, slower growth and contagion risk from 
Greece and Spain. The ratings company cut Italy’s rating by two steps to 
Baa2 from A2 and warned that further downgrading is possible. While Italy is on track to bring its budget deficit within the limit set by 

US Treasury Yield Curve

Tenor 5-Jul 12-Jul  +/- bps

3m 0.071 0.096 2.53

6m 0.137 0.142 0.54

2y 0.286 0.254 -3.16

5y 0.670 0.624 -4.67

10y 1.597 1.474 -12.26

30y 2.716 2.561 -15.46

05-Jul-12 12-Jul-12 % Change

MSCI World 1,242.39 1,207.47 -2.81%

MSCI Europe 88.83 87.49 -1.51%

MSCI Asia-Pacific ex-Japan 415.44 398.68 -4.03%

Dow Jones Industrial Average 12,896.67 12,573.27 -2.51%

S&P 500 1,367.58 1,334.76 -2.40%

Global Equity Performance
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the European Union earlier this year, its 10-year bond yield has risen above 7% in recent weeks Moody’s Investors Service 
downgraded Italy’s sovereign bond rating by two steps citing higher funding costs, slower growth and contagion risk from Greece 
and Spain. The ratings company cut Italy’s rating by two steps to Baa2 from A2 and warned that further downgrading is possible. 
While Italy is on track to bring its budget deficit within the limit set by the European Union earlier this year, its 10-year bond yield has 
risen above 7% in recent weeks.. 

 

Currencies 
  
The Japanese yen enjoyed strong buying interest during the past week as 
investors sought the refuge of the safe-haven currency. The Japanese yen 
traded near its strongest level in six weeks against the euro amid signs of 
slowing global growth. The yen gained versus all 16 of its major peers this 
week. 
 
The euro, meanwhile, fell below US$1.22 for the first time in two years. The 
region’s long-playing credit crisis and global growth concerns dragged the 
common-currency to lower levels 
 
 

The week ahead (July 16 – July 20) 
 
Global financial markets will continue to find direction from indicators on the strength of the economic recovery. Worse-than-
expected economic data releases will certainly further dampen risk-taking.  However, investors may be emboldened to selectively 
take positions on equities as earnings season is well on the way and surprises to the upside may spur interest in equities. 
 
 
 

Currencies 

6-Jul 13-Jul % Change

USD/PHP 41.790 41.980 -0.45%

EUR/USD 1.2291 1.2198 -0.76%

GBP/USD 1.5495 1.5429 -0.43%

USD/JPY 79.66 79.29 0.47%

AUD/USD 1.0213 1.0165 -0.47%

USD/CHF 0.9773 0.9845 -0.73%

EUR/CHF 1.20093 1.20090 0.00%

EUR/JPY 97.89 96.72 1.21%
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Philippine Financial Markets 
 

Local equities reversed the previous week’s gains as headwinds coming from abroad prompted investors to take some 
profits. The local currency likewise depreciated against the dollar as investors flocked safe-havens amid concerns of a 
deteriorating global economy. Meanwhile, the fixed income market traded sideways as optimism on the country’s 
growth prospects outweighed uncertainties on the health of the global economy.  

 

 
Local Equities  
 

The local market consolidated this week as investors took the opportunity to 
take profit as jitters of a weakening global economy  weighed down investor 
sentiment. The largest drop came on Monday as local issues were not only 
affected by somber news on global economies but also pushed down by 
disappointments regarding the new mining Executive Order. The index gave 
away 1.84% on that day. The dour sentiment lingered through most of the 
week as the PSEi inched down the next three days. Expectations changed 
somewhat on Friday as speculation on further monetary easing in China 
spurred risk-appetite. Week-on-week, the PSEi lost 148.16 points, or -2.76%, 
to close at 5,214.52. We see this as a healthy correction as the market took a 
breather after reaching valuations as high as 16.5x 2012P/E. 

 
 

Conglomerates 
 

 GT Capital Holdings, Inc., the holding company of George Ty-led firms, reported to the local bourse today that growth 
momentum was sustained across its core businesses in the first half of the year. Metro Bank grew its loan portfolio to 
capitalize on brisk demand for credit. Toyota Motor Philippines Corporation car sales hit record-high in May. Moreover, 
reservation sales of Federal Land, Inc. grew by 40% in the first five months of the year. 

 
Property 

 
 Ayala Land, Inc. completed a top-up placement worth Php13.6 billion to fund the company’s capital requirements. The 

transaction represents the largest ever overnight placement by a Philippine company and the largest by a Southeast 
Asian real-estate company since 2005 

 
Telecommunications 
 

 Globe Telecom, Inc. announced that it has completed 30% of its US$790-million modernization program to date and is 
on track in meeting its target of finishing the project by early next year. The company added that customers in South 
Luzon, the Davao Gulf provinces, and Compostela Valley are reportedly experiencing improvements in service, 
including less dropped calls, quicker call connections and faster access to promos. 

 ePLDT, Inc., a wholly-owned subsidiary of Philippine Long Distance Telephone Co., has inked a deal with Philweb 
Corp. to sell back its 27% stake in the gaming firm. The transaction will be executed in four tranches to be completed 
by the end of 2013, with the first two tranches priced at Php10.70 apiece 

 
Mining 
 

 Executive Order (EO) No. 79, signed by the President last Friday and released Monday, seeks to improve 
environmental standards while increasing government’s share in the revenues of mining companies. Significant 
provisions of the EO were the inclusion of 78 ecotourism areas from the list of mining protected areas or the “no-go” 
zones, notwithstanding those areas which are reserved for military operations and those covered by the National 
Integrated Protected Areas System (NIPAS) and the declaration of potential mining areas as mineral reservations, 
allowing the government to levy royalties in addition to existing taxes. 

 
 
 
 
 
 
 

6-Jul 13-Jul % Change

PSEi 5,362.68 5,214.52 -2.76%

Philippine Stock Exchange Index
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Philippine Bond Markets 

 
  
For the week, government securities closed relatively flat as upbeat 
economic figures on the local front outweighed uncertainties on the global 
economy. Stronger-than-expected exports figures in May and higher 
collections in June fuelled risk appetite. Investors however remained 
cautious towards the end of the week following the release of dismal 
economic figures in the world’s largest economies, including US and 
China, and on disappointment on the minutes of the FOMC meeting.  
Week-on-week, yields declined by 1 basis point across the curve.   

The Bureau of the Treasury (BTr) partially awarded Php3.2 billion worth of 
one-year Tbills while full awards were made for the 3-month and 6-month 
papers, as the agency aligned the rate of the 364-day paper with that of in 
the secondary market. The BTr accepted a 2.488% interest rate for the 
one-year paper, 1.3 basis points lower than the 2.475% prevailing in the 
secondary market. 

SM Investments Corp. has upsized its Php10-billion retail bond offering by 
Php5 billion due to strong demand from both retail and institutional 
investors. The bond issuance consisting of 7-year Series C bonds with a 
coupon rate of 6% and 10-year Series D bonds with a coupon rate of 6.9442% were taken up by a wide spectrum of investors 
ranging from individuals in the retail market, banks, investment funds and insurance companies. 

 
Philippine Peso 

 
The Philippine peso reversed its strong performance during the previous week as a series of disappointing news on the global front 
prompted investors to favor safe-haven assets. Moreover, the BSP’s ruling to prohibit foreign investors from placing their fund in the 
SDA, in response to the currency’s recent appreciation, likewise placed downward pressure on the peso. Week-on-week, the peso 
depreciated 19 centavos against the dollar, ending the week at 41.980.  

Philippine exports for the month of May jumped by 19.7% year-on-year to US$4.93 billion, topping estimates of a 6.5% gain and 
better than the 7.6% growth reported last month. On a monthly basis, shipments abroad rose by 6.4% from the US$4.635 billion in 
April. 

Collections of the Bureau of Internal Revenue in June amounted to Php81.34 billion, 22% higher than the Php66.90 billion collected 
last year. In addition, June collections exceeded the revenue goal for the month by 8%. In the first half of the year, total collections 
reached Php63.16 billion, 14% higher than collections made in 1H2011. 

In a bid to curb excessive volatility movements in the exchange rate, the Bangko Sentral ng Pilipinas has mandated banks placing 
funds in the central bank’s special deposit account (SDA) to submit a notarized certification that states that the money only came 
from investors residing in the country. The move aims to prevent too much money from circulating within the country, keeping 
steady growth in demand and increase in consumer prices within manageable levels.        

 

The week ahead (July 16 – July 20)  

Coming from the past week’s losses, we may see a slight improvement from current levels. We expect the market to trade relatively 
sideways between a range of 5,150 to 5,300 as investors continue to look for significant incentives to spur risk appetite once again. 
Investors will remain cautious as they wait for clear cut signs that a global economic recovery is on track. Any encouraging news in 
the domestic front will promote risk-taking.   

Tenor 6-Jul 13-Jul  Change

1m 2.59 2.45 -14

3m 2.33 2.34 1

6m 2.45 2.41 -4

1y 2.62 2.77 15

2y 3.04 2.99 -5

3y 3.95 3.98 2

4y 4.61 4.58 -3

5y 4.80 4.81 0

7y 5.06 5.11 5

10y 5.79 5.76 -3

20y 5.95 5.93 -2

25y 6.21 6.14 -8

Average -1

Peso Yield Curve                                       

(PDST-F Reference Rates)


