
 

August 01, 2016 

21-Jul-16 28-Jul-16 % Change

MSCI World 1,705.40 1,707.59 0.13%

MSCI Europe 115.15 114.65 -0.43%

MSCI Asia-Pacific ex-Japan 434.26 438.54 0.99%

Dow Jones Industrial Average 18,517.23 18,456.35 -0.33%

S&P 500 2,165.17 2,170.06 0.23%

Global Equity Performance
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Global Financial Markets  

With uneven economic growth prospects and divergence in monetary policies, gains in the global equities space were 
uneven. Asian shares posted three-week gain on Japan stimulus hopes and expected decent GDP growth. Energy shares 
in the United States were hurt by dropping global oil prices while European stocks retreated after investors locked-in 
profits post-Brexit rally. US Treasury bounced back during the week as markets discounted the increased hawkishness of 
the Fed, given the weakness in crude oil prices and given expectations of more easing from the Bank of Japan during the 
end of the week. Meanwhile, the dollar weakened against major currencies during the week despite the decline in yields in 
the Treasuries market, and despite the less dovish tone of the Fed, as investors preferred the JPY. 
  
Global Equities 
 

Global equities ended mixed as 
monetary policies diverge and 
investors pricing in sufficient 
profitability prospects limited in 
selected US stocks and Asian 
markets. Despite not cutting rates 
or adding volume to the QQE, the 
European Central Bank remained 
relatively dovish after ECB Head 
Draghi cited weaknesses in the 
European financial sector and 
economy. The Fed, on the other 
hand, was relatively hawkish 
after Fed Chair Yellen mentioned 
that risks surrounding US 
economy diminished citing gains 
in the labor market, retail sales 
and manufacturing sector. IMF 
maintained its 4.1% growth 
outlook to developing markets 
after it cut developed market’s 
growth forecast by 0.10 
percentage point. Excess liquidity 
and earnings visibility in Asia 
propelled gains in most Asian 
markets.  
 
Share price gains in the United 
States were uneven. Buying in 
most sectors were driven by better-than-expected corporate earnings but energy firms continued to be weighed down by dropping 
global oil prices. Bank shares posted decent gains after profits fell less than expected on the back of descent trading gains from 
bonds. Global oil prices fell after lukewarm summer driving activities in the United States. Global oil prices are heading to biggest 
monthly drop after the United States reported swelling crude and fuel inventories. Brent crude fell to US$ 42.70 / bbl, lowest since 
April 11, 2016. US equities trading were relatively not influenced by the result of the recent FOMC meeting. The dovish statement of 
Fed Chair Yellen did not lead to changes in the implied probabilities associated with the Fed rate hike schedule.   
 
European shares fell as investors took profit after post-Brexit vote rally. European shares rose to post-Brexit high last Wednesday 
after Markit PMI indicators fell less than expected before profit-taking dragged down European markets the following day. Profit-
taking was most evident in the banking sector despite better-than-expected profits in 2Q2016. It seems that the market saw this as 
a good selling window given uncertainties surrounding the impact of Brexit to the financial sector.  
 
As for Asia, share prices continued to appreciate driven by liquidity flows after we saw significant fund rotation out of Europe. With 
lower for longer outlook on commodity prices and gloomy global economic outlook, investors are anticipating further easing 
monetary and fiscal policies from Japan and emerging markets. Despite external economic uncertainties, emerging markets remain 
attractive as investors search for yield and economies that have limited vulnerability to external shocks.  
 
Week-on-week, the MSCI World Index closed at 1,707.59, up by 0.13% WoW. Asian shares posted their three-week winning streak 
(MSCI Asia Pacific ex-Japan @ 438.54, + 0.99%WoW). The Dow Jones Industrial Average closed at 18,456.35 (-0.33% WoW) 
while S&P 500 rose to 2,170.06 (+0.23% WoW). MSCI Europe fell to 114.65 (- 0.43% WoW).  
 
We saw relatively good economic data from the United States this week: 
 



 

US Treasury Yield Curve

Tenor 21-Jul 28-Jul  +/- bps

3m 0.310 0.238 -7.11

6m 0.422 0.366 -5.59

2y 0.678 0.707 2.88

5y 1.094 1.085 -0.93

10y 1.556 1.504 -5.16

30y 2.291 2.232 -5.90

 US Flash Markit Manufacturing PMI rose to 52.9, tucking in another 1.6 points. This was the steepest improvement in the 

manufacturing indicator since November and above market expectation of 51.6. The gain was primarily driven by favorable 

outlook on domestic consumption offsetting potential impact of the strength in the dollar.  

 The first purchasing managers index (PMI) data from Markit for the Eurozone post-Brexit shows that activity is still 

expanding, with services more resilient than manufacturing—composite PMI for July was 52.9 (versus 53.1 in June, market 

est. 52.5). Manufacturing PMI shed 0.9 of a point to 51.9 (mkt. est 52) from last month’s 52.8. Services PMI was more 

resilient only declining slightly from 52.8 to 52.7 (est. 52.5). Germany’s composite PMI was 55.3, up from 54.4 in June and 

above estimates of 53.7; services PMI was 54.6, up from 53.7 and above 53.2 forecast; manufacturing was 53.7, down 

from 54.5 but still above estimates of 53.5. In France, composite PMI touched expansionary territory, reading 50 versus 

49.6 in June; services was highest in two months at 50.3, versus 49.9 in June; however, manufacturing was still at a 

contraction, 48.6 versus 48.3 in June.  

 Prices of oil fell more than 2% with US crude touching a three-month low on the back of concerns of a global supply glut 

that could delay demand-supply rebalancing. Inventory was up 1.1 million barrels in Oklahoma (delivery point of US crude 

futures) according to data from Genscape. In addition, markets recognize rising threat of additional oil production in the US 

with the increase in drilling rigs and following a strong dollar also weigh on oil prices.  

 The Dallas Federal Reserve’s Texas Manufacturing Outlook Survey in July printed -1.3 for the general business activity 

index, higher than market estimate of -10, but still on its nineteen-month contraction streak. Production index was almost 

zero following being in the negative territory in the last two months. New orders rose to -8.0 (up six points), company 

outlook to -2.3 (+8.7 points), and future general businss activity to +18.4 (up 16 points) 

 U.S. consumer confidence dipped during July as the Conference Board’s consumer-confidence index fell to 97.3 (vs. mkt 

est: 96.0, prior: 97.4). The present-situation index increased to 118.3 from 116.6 while the expectations index dipped to 

83.3 from 84.6. 

 The national S&P/Case-Shiller Home Price Index gained 5% YoY in May, keeping up with April’s improvement. The 20-city 

index rose 5.24% YoY versus +5.4% in April and 5.52% market estimate. The 10-city index was 4.4% higher YoY versus 

April’s +4.7&. West Coast housing markets, among the hottest in the US, continued to post double-digit price increase. 

 Orders for US durable goods fell by 4% MoM in June. The drop was larger than what the market was expecting (@ -.4% 

MoM). Core orders, excluding aircraft and defense, rose 0.2% MoM, in line with market expectations.  

 Pending homes sales in the US marginally rose in June due to the limited number of available listings. The National 

Association of Realtors' pending home sales index grew by 0.2% to 111.0 over the previous month. This is the highest 

level in 12 months but the growth fell short of expectations of 1.2% increase. 

 Based on the advance trade report, the goods trade deficit of the United States widened to US$63.3 billion (Est @ 

US$61.0 billion) in June, coming from prior revised US$61.1 billion. Exports slightly improved to US$120.205 billion 

(+0.9% MoM) coming from a mild contraction the month prior. The wide trade deficit print was primarily caused by higher 

imports number, which posted a 1.8% MoM growth. With anemic trade data, the Atlanta Fed cut its 2Q 2016 GDP forecast 

from 2.3% to 1.8%.  

 The weekly jobless claims data in the US printed 266,000 for the week ended July 23 for the seasonally adjusted initial 

claims, up 14,000 and higher than the 262,000 market estimate. The four-week seasonally adjusted moving average went 

down to 256,500, down 1,000. Continuing claims registered 2.139 million for the week ended July 16, up 7,000 and lower 

than estimate of 2.136 million. 

 

Global Bonds 
 
US Treasury bounced back during the week as markets discounted 

the increased hawkishness of the Fed, given the weakness in crude oil 

prices and given expectations of more easing from the Bank of Japan 

during the end of the week. The week started with investors pricing in 

higher probability of rate hike from the Fed during the year given the 

increase in US Flash Markit Manufacturing PMI to 52.9, the steepest 

gain since November last year. Treasuries continued to weaken given 

the weak reception of the two-year note auction with only 2.52x bid-to-

cover ratio, the lowest since 2008. The five-year note auction was also 

underwhelming with just 2.27x bid-to-cover ratio, the weakest since 

2009, although Treasury prices rebounded. Markets then chose to ignore the less dovish tone of the Fed in its July monetary policy 

meeting and instead focused on the Fed's more favorable outlook on the economy, leading to continued recovery of prices. On July 

28, the  ~2% decline in crude oil price to USD42.7 per barrel drove 10-year yields to sub-1.5% intraday, given increasing preference 

for riskier assets and expectations of more stimulus and liquidity from the Bank of Japan. 

 



 

Currencies 

21-Jul 28-Jul % Change

USD/PHP 47.070 47.070 0.00%

EUR/USD 1.1015 1.1084 0.63%

GBP/USD 1.3185 1.3149 -0.27%

USD/JPY 106.32 104.72 -1.50%

AUD/USD 0.7493 0.7530 0.49%

USD/CHF 0.9870 0.9844 -0.26%

EUR/CHF 1.08724 1.09115 0.36%

EUR/JPY 117.12 116.06 -0.91%

Week-on-week, US Treasury yields fell by an average of 3.64 basis points, led by the 3-month T-bills which slipped by 7.11 basis 

points to 0.238% and the 30-year benchmark yield which fell by 5.90 basis points to 2.232%. 

 

Currencies  

 
The dollar weakened against major currencies during the week despite the 

decline in yields in the Treasuries market, and despite the less dovish tone 

of the Fed, as investors stayed defensive ahead of key central bank 

meetings this week, with more people flocking to the JPY as market 

expected the additional stimulus from the Bank of Japan to be 

disappointing. While some data releases in the US were supportive of 

increasing expectations of a rate hike within the year, like the increase in 

manufacturing PMI and 5% increase in home prices, in aggregate the data 

releases were mixed (.g. increase in initial jobless claims), failing to 

increase convictions that a rate hike will come this year, even with the Fed 

saying that global risks have declined. Meanwhile, the yen strengthened by 

1.5% against the USD and 0.91% against the EUR in anticipation of the 

disappointing stimulus as helicopter money was ruled out early.  

 

 

 

The week ahead (August 1 –  August 5) 

 

Investors will take cue from the GDP growth results in the United States and its potential impact to the Fed rate hike schedule. The 

recently announced expanded liquidity support from the Bank of Japan (BOJ) seemed to be underwhelming since the package is 

only worth US$ 26 billion and did not announced an implementation of “helicopter money”. This might trigger some profit-taking in 

Asian markets but corporate earnings might support further run. Similarly, investors will be looking at the said data releases closely, 

as well as action in the oil market, and the US non-farm payroll, to try to anticipate the likelihood of a rate hike this year. If non-farm 

payrolls figure for July disappoints, markets will discount further the likelihood of a rate hike this year. As such, US Treasuries and 

the USD will be range-bound depending on the data releases. However, even with a strong non-farm payroll result, demand may be 

higher for JPY given the disappointing stimulus from the BOJ, which will drive the JPY higher.  



 

Philippine Financial Markets 

 
The local equities traded a range for the week and ended with a shallow correction back to the sub-8,000 level following 
BoJ’s underwhelming actions and despite earnings reports being in-line to ahead. Local fixed income assets weakened 
during the week given increased expectations of a rate hike in the US during the week. The USD/PHP pair ended flat 
during the week as the continued inflows of foreign funds in the equities market was offset by the less dovish tone from 
the Fed, and worries on EM assets given weakness in crude oil prices. 

Local Equities  

The local equities traded a range for the week and ended with a shallow 
correction back to the sub-8,000 level following BoJ’s underwhelming actions 
and despite earnings reports being in-line to ahead. MER’s core net income for 
the first half of 2016 at Php10.39 billion (-11% YoY) was in-line with consensus 
expectation. AP’s core net income amounting to Php9.8 billion (+20% YoY) was 
also in-line. Both companies benefited from increased demand in light of hotter 
days due to the El Niño phenomenon. AP’s parent, AEV, reported net income of 
Php5.5 billion, beating expectations on the back of the Php100 million one-time 
gain from AP’s gain on step acquisition of East Asia Utilities Corp. Despite 
supportive earning reports, the market pulled back as investors  priced in BoJ’s 
failure to deliver the bazooka that the market expected and the FOMC’s hawkish commentary. Still, the Philippines continues to be 
a beneficiary of the global funds rotation from developed markets to emerging markets given a supportive macroeconomic story and 
earnings visibility. Foreign funds continued to flow in the local stock market with only Friday seeing net foreign net selling.  
  
Week-on-week, the PSEi lost 62.2 points, or -0.78%, to close at 7,963.11. For the week, foreigners were net buyers at Php3.68 
billion or USD78 million. Year-to-date, net foreign inflows reached Php49.5 billion or USD1.06 billion. 
 

Holding Firms: 

 One of DMCI Holdings Inc. (Ticker: DMC) subsidiaries, DMCI Mining Corp, could possibly shut down its nickel mining 

operations. DMCI Mining’s operations in Palawan was recently impeded by the Department of Environment and Natural 

Resources (DENR) after an oil spill, this unit was the third nickel mine suspended by the Environment Secretary Regina L. 

Lopez. In response to this, DMCI Holdings Inc. Chairman Isidro Consunji reiterated the vague direction of the industry, “If it’s 

not clear, we’ll stop operation because we cannot afford a stop-and-go operation.” 

 Due to strong performance from the power sector, Aboitiz Equity Ventures, Inc. (ticker: AEV) saw a 34% increase in net 

income to P10.5 billion. Its business in the power sector accounted for 67% of the earnings, banking and financial services 

contributed 16.8%, and food, infrastructure, and land compose 7.8%, 7.6%, and 0.8%, respectively. According to Erramon 

Aboitiz, the company’s CEO, the increase can be attributed to their strategy of organic growth in their existing businesses 

and diversifying income streams from infrastructure-related businesses. 

 Metro Pacific Investments Corp. (Ticker: MPI) announced that its subsidiary will be securing the rights of the toll road 

connecting North and South Luzon Expressways since the government did not receive any competitive bids. With the end 

goal of connecting various of provinces to Metro Manila, MPI stated that this eight-kilometer project should alleviate 

decongested traffic by providing an alternative route. 

Services: 

 SMART Communications, Inc, a subsidiary of Philippine Long Distance Telephone Co. (PLDT) (Ticker: TEL), is targeting to 

cover 95% of the cities in the country with its LTE (Long-Term Evolution) services by the end of 2018, this is part of its three-

year network rollout plan submitted last Friday. By this year, Smart plans to roll out LTE in 360 cell sites in Metro Manila, 

reaching nearly 40% of the country’s 1,634 cities and municipalities. For the upcoming years, SMART aims to deploy LTE to 

key cities by 2017, and eventually cover 1,551 cities by the end of 2018.  

Property: 

 Ayala Land, Inc.’s (ticker: ALI) new condo, Park Central Towers, will rise at the site of the old Mandarin Oriental Hotel in 

Makati City. 41% of the south tower’s 281 residences, or 116 units, have already been sold; as of yesterday, Ayala has 

already raised P8.3 billion from the units, which sell for about P300,000 per square meter. Turnover of the units will start in 

2024. 

 

22-Jul 29-Jul % Change

PSEi 8,025.35 7,963.11 -0.78%

Philippine  Stock Exchange  Index



 

 

Industrial: 

 Manila Electric Company (PSE ticker: MER) reported core earnings for the first half of 2016 amounting to Php10.4 billion, 

11% lower year-on-year, with reported net income at Php10.8 billion, down 8% YoY. Revenues amounted to Php128.8 billion 

(-4% YoY) on the back of consolidated volume growing 11% to 19,717 GWh. Cash dividend declared totaled Php13.480 per 

share (Php4.608 interim regular, and Php8.872 special), payable on September 19, 2016. 

 Manila Electric Co. (ticker: MER) submitted to the Energy Regulatory Commission (ERC) a motion to dismiss Millenium 

Energy. Inc’s petition not to pay unpaid billings worth P34.5 million. Millennium asked for five days to file a comment on 

Meralco’s motion, while Meralco also requested five days to reply. According to Millennium, it had paid distribution wheeling 

charges of P92.11 million, VAT included, as of November 15; these were on top of a P49.36 million advancement to speed 

up interconnection. 

Mining and oil: 

 Semirara Mining and Power Corp. (ticker: SCC) and Meralco PowerGen Corp. (MGen) have already signed and are awaiting 

for the Energy Regulatory Commission’s (ERC) approval of a power supply agreement involving the construction of a new 

plant in Calcala, Batangas. They are currently looking for a third partner to join them; the resulting stakes will be 40% each 

for MGen and Semirara Mining, while the new entrant will have a 20% stake. 

Philippine Bond Market  
 
Local fixed income assets weakened during the week given increased 
expectations of a rate hike in the US during the week. The auction of 7-year 
paper fetched an average yield of 3.016%, 45 bps lower than the previous 
auction while the bid-offer ratio was at 1.79x. Mid-week saw strong demand 
for the belly portion of the curve, as BSP expected inflation for July to be 
within 1.5 to 2.4%. Ahead of the BoJ meeting, demand still flowed through 
the short-end of the curve as markets also factored in the expected additional 
stimulus from the BoJ. On the last day of trading, the Peso tracked the 
strengthening of regional peers as the BoJ disappointed markets, before a 
reversal near the close as exporters unloaded receipts. 
 
Yields rose, resulting in an average increase of 4.57 basis points. The short-
end rose the largest, by 21.29 basis points; followed by the long-end which 
inched up by 4.86 basis points. The belly bucked the trend, falling by 7.77 
basis points.  
 
Philippine Peso  
 

The USD/PHP pair ended flat during the week as the continued inflows of 

foreign funds in the equities market was offset by the less dovish tone from 

the Fed, and worries on EM assets given weakness in crude oil prices triggered by fears that Libya will resume its pre-civil war 

production and the disappointing draw-down of both US refined product inventories and crude oil stocks. Week-on-week, the peso 

stayed flat and closed at the Php47.07 level to a dollar. 

 

 The market priced in strong macroeconomic fundamentals, with the BSP expecting inflation for July to be within 1.5-2.4%. 

High demand for the belly securities (54% of total volume turnover were traded in this portion of the curve) continued, 

which reflects high liquidity. Yields fell by an average of 4.97 bps, with the short-end, belly, and long-end of the curve 

slipping by 1.4, 6.0, and 8.1 bps, respectively.  

 The government’s auction of 7-year treasury bonds (T-bonds) raised P25 billion. This is in line with this quarter’s goal to 

borrow up to P135 million from the domestic market. Banks had wanted to buy up as much as P44.728 billion. The bonds 

had an average rate lower than the previous yield of 3.461% for 2023 bonds at 3.016%. The optimism and demand could 

be attributed to the country’s strong macroeconomic fundamentals, investor optimism, and the positive reception of 

President Duterte’s business and market-friendly policies as announced during the SONA. 

 During the auction of term deposits, bids went beyond the volume offered by the Bangko Sentral ng Pilipinas as liquidity 

remains high among banks and trust firms. The 2.5% yield, which was sought after by all the bidding entities, matched the 

floor rate of the interest rate corridor. An offer of P10 billion under the seven-day tenor was met by a demand of Php54.072 

billion. Bids for 28-day term deposits reached Php131.076 billion, much higher than the Php40 billion offer. 

 The Department of Finance (DOF) earlier reported the first six-month budget gap of the government, which implies more 

revenues were spent that earned, a gap of Php120.32b. This is in contrast to the Php13.75 billion surplus a year ago. This 

T enor 22-Jul 29-Jul  Change

1m 1.58 1.47 -11

3m 1.70 1.76 6

6m 1.38 2.27 89

1y 1.57 1.58 0

2y 2.32 2.19 -14

3y 3.05 3.06 1

4y 3.06 3.18 12

5y 2.85 2.82 -3

7y 3.44 3.03 -40

10y 3.19 3.34 15

20y 3.86 3.86 0

25y 5.25 5.25 0

Average 4.6

Peso Yie ld Curve                                        

(PDST-R2 Reference Rates)



 

Php120.32 billion gap is approximately 42% of the original cap of Php283.7 billion for 2016, about two percent of GDP. 

The new government retargeted the goal to 2.5%, “Economic managers under the Duterte administration vowed to 

accelerate public spending by fast-tracking infrastructure development,” DOF mentioned. 

 Philippine imports rose 39.3% YoY to US$ 6.7 billion. This put the YTD import growth at 18.2%. All components posted 

strong growth, except Mineral Fuels, Lubricant & Related Materials (-24.9% YoY). Imports of capital goods almost doubled 

to US$ 2.2 billion. The nominal goods trade balance widened to US$ 9.8 billion, from US$ 7.8 billion last month.  

 

 

The week ahead (August 1 –  August 5) 

 

Next week, expect the local equities market to seek direction from data releases locally and globally, and the continuation of the 

2Q16 earnings releases from domestic corporations. Expect foreign fund flows to drive the direction that local stock prices would 

take. Absent any market-moving development, the stock market would still continue to be stuck trading within a range. Expect local 

fixed income assets to be range-bound with downside price bias, as investors closely monitor the inflation for July locally and non-

farm payrolls in the US. The peso could weaken if expectations of Fed rate hike during the year will intensify.  


