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July 23, 2012 

 
Global Financial Markets 
 
Global equities enjoyed broad-based gains while US Treasury prices generally eased during the past week as risk appetite 
firmed on growing expectations that major central banks would undertake more aggressive stimulus measure to jumpstart 
their cooling economies. The US dollar meanwhile weakened against major peers as the anticipated monetary measures 
will erode the value of the greenback.   
 
 

Global Equities 
 
Global equities posted healthy 
gains during the past week, 
buoyed by growing expectations 
that monetary authorities from US 
and China – the two largest 
economies in the world – are 
going to undertake more 
aggressive stimulus measures to 
jumpstart their cooling economies. 
Moreover, a raft of second quarter 
earnings reports from notable 
large-cap equities surprised to the 
upside and emboldened investors 
to take on increased risk assets, 
leading to the broad-based surge 
of global bourses. The MSCI 
World Equity Index advanced by 
3.34%, led by the Asia-Pacific ex-
Japan region which gained 3.53%. 
The Dow Jones Industrial Average 
and the S&P500 Index were 
likewise higher by 2.94% and 
3.13%, respectively.      

Disappointing US economic 
numbers for the week centered on 
employment, housing and 
manufacturing. These weak 
economic releases added to 
evidence that the US economy is slowing and may need a supportive push from the Federal Reserve.  

 Sales of existing homes in the US suffered an unexpected dip last month, falling to their lowest level in eight months. 
Existing-home sales slid 5.4% month-on-month, missing the market’s expectation of a 1.5% month-on-month advance, to a 
seasonally adjusted annual rate of 4.37 million. This was the weakest report since October 2011.  

 The number of US workers filing applications for jobless benefits rose sharply last week. Initial jobless claims leapt 34,000 
to a seasonally adjusted 386,000, greater than estimates of 365,000, in the week ended July 14. That was the largest 
weekly gain since April 2011. July's numbers have been volatile because of a shift in the timing of automotive layoffs.  

 Factory activity in the US mid-Atlantic region contracted, although at a slower pace, for a third straight month in July. The 
Federal Reserve Bank of Philadelphia said that its index of manufacturing activity improved to -12.9 from -16.6 in June. 

China’s second quarter GDP slowed to 7.6% year-on-year, in line with economists’ expectations, although the slowest level in three 
years. China’s economy had cooled for 6 straight quarters as the export-dependent economy proved to be vulnerable to external 
factors.  

International Business Machines Corp. (IBM), the biggest computer-services provider, and EBay Inc., the largest Internet 
marketplace, gained at least 3.7% on Friday as reported profits beat forecasts. Moreover, Google Inc., owner of the most popular 
search engine, rose 3.1% as its 2Q2012 revenue print surged 35% year-on-year. 

12-Jul-12 19-Jul-12 % Change

MSCI World 1,207.47 1,247.82 3.34%

MSCI Europe 87.49 90.52 3.46%

MSCI Asia-Pacific ex-Japan 398.68 412.77 3.53%

Dow Jones Industrial Average 12,573.27 12,943.36 2.94%

S&P 500 1,334.76 1,376.51 3.13%

Global Equity Performance
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Global Bonds 

 
US Treasury prices generally took a breather this week following the 
previous weeks’ advance – most specifically in longer-tenored securities – 
on mounting expectations that the Federal Reserve will provide more 
monetary stimulus to pump-prime the US economy. On his second day of 
testimony to the US Congress on Wednesday, Fed Chairman Ben 
Bernanke said that central bankers are ready to act if needed. 

The Treasury Department sold US$15 billion in 10-year Treasury Inflation 
Protected Securities at a so-called high yield of negative 0.637%, the fourth 
auction of the securities where investors were willing to pay the US to hold 
their principal in anticipation that inflation will accelerate. Five-year TIPS 
have also been sold at negative yields at the past five auctions of the securities 

The central bank purchased US$1.8 billion of bonds on Thursday, maturing from February 2036 to May 2042, as part of its 
Operation Twist program. The Fed is selling short-term Treasuries from its books and buying longer maturities to put downward 
pressure on long-term borrowing costs. 

 
Currencies 
  
The US dollar weakened against most of its major counterparts as weak 
economic indicators prompted traders to sell positions on the greenback on 
expectations that stimulus measures may debase the currency. Higher-
yielding currencies, including the Australian dollar, climbed as risk appetite 
increased. The Australian dollar rose to an 11-week high against the US 
dollar, appreciating to as much as US$1.0444 during the week before 
closing at $1.0422, up 1.92% week-on-week. 
 

 
 
 
 
 
 
The week ahead (July 23 – July 27) 
 
Market watchers will continue to closely monitor economic data releases from major economies to form views on the real state of 
the health of the global economy. With economic data released during the past weeks proving to be disappointing and coming in 
below expectations, traders seem to look for more bad news before they start taking bigger risk positions. The idea behind this 
strategy is that as stronger evidence comes to the market that the world economy is slowing down, central bankers would be 
prompted to introduce more aggressive stimulus measures to provide an additional push to tanking global economies. 
 

US Treasury Yield Curve

Tenor 12-Jul 19-Jul  +/- bps

3m 0.096 0.076 -2.00

6m 0.142 0.132 -1.05

2y 0.254 0.214 -4.02

5y 0.624 0.609 -1.48

10y 1.474 1.508 3.34

30y 2.561 2.613 5.14

Currencies 

13-Jul 20-Jul % Change

USD/PHP 41.980 41.860 0.29%

EUR/USD 1.2249 1.2260 0.09%

GBP/USD 1.5575 1.5710 0.87%

USD/JPY 79.18 78.59 0.75%

AUD/USD 1.0226 1.0422 1.92%

USD/CHF 0.9804 0.9796 0.08%

EUR/CHF 1.20092 1.20097 0.00%

EUR/JPY 96.98 96.34 0.66%
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Philippine Financial Markets 
 

Local equities traded sideways as profit-taking and a raft of equity placements on index names put a cap to returns. 
Local bond prices meanwhile rallied as hints from BSP Governor Tetangco that the central bank may consider easing 
monetary policy given benign inflation – with the 6-month average falling within the central bank’s 3.0-5.0% target range 
– boosted demand for local bonds. The local currency strengthened against the greenback on hopes of coordinated 
stimulus measures globally.       

 
 
Local Equities  
 

Despite opening strong on Monday with a day-on-day gain of 1.6%, local 
equities succumbed to selling pressure during the ensuing week as investors 
continued to take profits coming from record highs reached earlier this month. 
Ayala Corporation’s capital raising deal completed on Wednesday also 
pushed stocks down as the index heavy-weight’s share price gave away 
5.54% this week. Other index movers include PX which dropped 7.56% on 
the back of possible delays in their mining projects and URC which fell 4.11% 
due to spiking soft commodity prices. Week-on-week, the PSEi 
underperformed its regional peers closing relatively flat at 5,210.89, 3.63 
points or 0.07% lower the previous Friday’s close. 

 
 

Conglomerates 
 

 
 DMCI Holdings, Inc. has expressed interest to join a consortium that would bid for the expansion and operation of 

Light Rail Transit Line 1 (LRT-1). The conglomerate, through its construction arm D.M. Consunji, Inc., aims to be the 
contractor for the project’s civil work. DMCI Holdings director Jorge Consunji acknowledged that the firm is qualified 
for only a part of the contract and thus it needs to seek partners that would provide the rest of the services included in 
the contract 
 

 San Miguel Corporation (SMC) has sold its 11.2% stake in Rockwell Land Corp (ROCK) to First Philippine Holdings 
(FPH), a Lopez controlled company, for Php1.37B.  681.65 million ROCK shares were sold at Php2.01, lower than last 
week’s close of Php3.44. The sale increased FPH's ownership in Rockwell from 76% to 87.2%. The ROCK shares 
which SMC sold to FPH came from the property dividend that Meralco declared on May 2012. 
 

 Ayala Corp. raised Php6.45 billion through an overnight placement of its treasury shares to support its expansion 
program into power generation and transportation infrastructure. The transaction consists of 150 million shares valued 
at Php430 apiece, reflecting a 6% discount to Tuesday’s closing price 

 
Property 
 

 Andrew Tan-controlled developer Empire East Land Holdings, Inc. (ELI) has formed a joint venture with Okada-owned 
Tiger Resort Leisure and Entertainment, Inc. and Eagle 1 Landholdings, Inc. to develop a 12.95-ha luxury resort 
condominium in Entertainment City. The move marks ELI’s foray into the upscale residential market which has been 
traditionally handled by its sister company, Megaworld Corp. 

 
Utilities 
 

 Manila Water Company, Inc. and Maynilad Water Services, Inc. will increase their rates within the third quarter after 
securing approval from the Metropolitan Waterworks and Sewerage System (MWSS). The foreign currency differential 
adjustment represents foreign exchange losses or gains arising from the payment of foreign-denominated concession 
fees to the government. This adjustment will take effect on July 29 and will be applied on the August water 
consumption. 

Transportation 

 
 Cebu Pacific and Zest Air are both waiting for the approval of the Civil Aeronautics Board (CAB) to fly to Papua New 

Guinea.  With growing tourism between the Philippines and Papua New Guinea, the two countries have agreed to 
increase the flight entitlements from 150 seats per week to 600 seats per week.  In addition, an allocation of 1,500 
seats per week was given to all airports outside Manila. 
 

13-Jul 20-Jul % Change

PSEi 5,214.52 5,210.89 -0.07%

Philippine Stock Exchange Index
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 Gokongwei-controlled Cebu Pacific has earmarked roughly US$1 billion for acquisition of new aircraft in 2013, some 

of which will be used for the company’s venture into long-haul flights. The company will be utilizing bank financing as 
well as financing provided by export credit agencies to finance the purchases. 

 
Property 
 

 Renewable energy firm Greenergy Holdings, Inc. has completed the sale of Php25 million worth of shares to Southern 
Field Ltd., as it set up capital to finance its venture into a local biofuel firm. A filing to the PSE read that proceeds from 
the sale will finance the company’s investment in Isabela Alcogas Corp., which runs an ethanol project in Misamis 
Occidental. The company is set to buy Php25 million worth of shares of Isabela, with an option to increase it to Php50 
million. 

 
 
Philippine Bond Markets 

 
For the week, government securities rallied after Governor Tetangco said 
that the central bank still has scope to further ease monetary policy as 
inflation remains manageable. Moreover, expectations of monetary easing 
in the US and China also helped boost demand for local bonds. Week-on-
week, yields declined by an average of 10 basis points, with the long-end of 
the curve which eased by 23 basis points outperforming the belly and the 
short-end of the curve which dropped 4 and 9 basis points, respectively.  
 

The Bureau of the Treasury received strong demand for its 7-yr FXTN 
auction last Tuesday, with total bids reaching Php20.95 billion, over twice 
the government’s offer. The government fully awarded Php9 billion worth of 
its 7-year bond with a coupon rate of 4.75%. 
 

SM Investments Corp. (SMIC) will list Php25 billion worth of retail bonds, 
which will allow bondholders to trade the bonds in the secondary market.  
The bonds to be posted will be Php10 billion worth of fixed rate series A 
bonds maturing in 2014, and Php15 billion worth of fixed rate series C and 
D bonds due in 2019 and 2022, respectively.  Philippine Ratings Services 
Corp has assigned a PRS AAA rating for the bonds, the highest the rating 
agency can give. 

 
Philippine Peso 
 

The Philippine peso rebounded this week as investors remained optimistic that policymakers in US and China will provide more 
stimulus measures to support their economies. China is considering slashing its policy rates after its annual growth rate shrank to a 
three-year low of 7.6% while the Fed is open to further reducing rates and has enumerated a number of other tools to facilitate 
growth. Week-on-week, the local currency appreciated by 12 centavos against the dollar, to settle at 41.860. 

The Department of Budget and Management announced that the government has already released roughly 75% of the Php1.82 
trillion budget for 2012 by the end of June. The move is in line with the administration’s commitment to accelerate government 
spending to make up for last year’s underspending and to sustain economic growth. Budget Secretary Abad also noted that the 
releases will help ensure that agencies will have sufficient means and capacity to roll out their programs and deliver benefits to the 
people.   

The Bangko Sentral ng Pilipinas (BSP) warned banks that it may look into their books to ensure their strict compliance with i ts 
mandate which prohibits foreign funds from investing in BSP’s special deposit accounts (SDAs). Local banks however noted that 
foreign investors can still indirectly invest in SDAs through other investment facilities, including unit investment trust funds (UITFs) 
and mutual funds which may be both invested in SDAs. 

Remittances sent home by overseas Filipinos rose by 5.1% year-on-year for the month of May, a tad slower than the 5.3% year-on-
year increase registered in April. Total funds sent home by Filipino workers abroad rose to US$1.77 billion for the month of May as 
Europe’s festering sovereign-debt crisis and slowing growth in China were expected to have reduced demand for labor. 

The Bangko Sentral ng Pilipinas reported that the country’s balance of payments (BOP) in June amounted to a net surplus of 
US$14 million, down from the US$222 million surplus generated last year. For the first semester, the BOP surplus dropped 
significantly to US$1.32 billion, compared to the US$5.02 billion registered last year. The central bank has earlier reduced its BOP 
surplus forecast for the year to US$2.6 billion from US$2.8 billion. 

Tenor 13-Jul 20-Jul  Change

1m 2.45 2.39 -7

3m 2.34 2.19 -14

6m 2.41 2.41 0

1y 2.77 2.61 -16

2y 2.99 3.01 2

3y 3.98 3.99 1

4y 4.58 4.56 -1

5y 4.81 4.81 1

7y 5.11 4.89 -22

10y 5.76 5.28 -48

20y 5.93 5.77 -16

25y 6.14 6.09 -5

Average -10

Peso Yield Curve                                       

(PDST-F Reference Rates)
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The week ahead (July 23 – July 27)  

Philippine stocks will likely head lower in the weeks ahead as the market succumbs to the previous month's "deal fatigue." Value 
turnover thinned out as a result of the US$800 million capital raising deals done by AC, ALI, PGOLD and URC in the last 4 weeks. 
The PSEi nearly broke below the 5,190 support level this week but still seems to be headed to test our projected downside of 5,100 
before the end of the month. This support level coincides with the PSEi's 50- and 100-day moving averages of 5,109 and 5,101, 
respectively. 

Meanwhile, local bonds will take cue from the results of the monetary board meeting on Thursday and balance of trade figures 
scheduled to be released Wednesday. Local bond yields are expected to trade sideways with a downward bias as the likelihood of 
a policy rate cut increases. Buying interest will likewise grow should the trade balance continue to surprise on the upside. As for the 
local currency, profit-taking will put downward pressure on the peso as it reaches overbought levels.        


