
 

August 4, 2014 

Global Financial Markets 
 
Global equities mostly fell this week as investors focused on key economic data releases. US Treasury prices fell as 
investors priced in better-than-expected US economic growth. Meanwhile, the US dollar continued to strengthen against 
the euro on speculation that the Fed may raise rates earlier than forecasted. 

 

 
Global Equities 
 

 

Global equities mostly fell this week, as key 
economic data were released and as Russia 
faced additional sanctions. US equities fell 
this week, amidst a flurry of negative news. 
Second-quarter GDP growth beat 
consensus’ estimates by a full percentage 
point. While promising for the world’s largest 
economy, investors grew concerned that the 
Fed may opt to raise interest rates sooner 
than expected because of better economic 
indicators. The Fed attempted to quell these 
fears, but investors weighed the implications 
and chose a further sell-off. The sell-off late 
in the week was catalyzed by S&P Ratings’ 
declaration that Argentina was in a selective 
default.  

European stocks fell this week as well. The 
lack of business confidence in Germany, the 
region’s largest economy, weighed on 
investors’ minds to start the week. Additional 
downward pressure was added to the 
markets towards the middle of the week, as 
the US and the EU agreed to additional 
sanctions against Russia. The week ended 
on an additional sour note, as July inflation 
in the region came out lower, compared to that of June. 

Meanwhile, Asian markets overall edged higher this week, mostly on country-specific events. Japan saw higher closes during the 
first half of the week, as inflation remained favorable and on the back of strong corporate earnings. China shares rose on indications 
that the world’s second largest economy is recovering, and after it said it would allow direct share trading between Shanghai and 
Hong Kong later this year. 
 
Week-on-week, the MSCI World index fell -2.39%, as both the Dow Jones Industrial Average and S&P 500 index slumped 1.19% 
and 0.90%, respectively. MSCI Europe joined the sell-off, shedding 2.37%. Meanwhile, MSCI Asia Pacific ex- Japan edged higher 
this week, advancing 0.17%.  

 

Economic data releases for the week were better than forecasted, especially on US’ GDP growth:  

 The US economy bounced in the second quarter, more than offsetting the first quarter contraction, posting an annualized 

growth of 4.0%, above the consensus estimate of 3.0%. An upturn in inventory building by businesses and acceleration in 

consumer spending drove a broad second quarter upswing, offsetting a larger drag from increased imports.  

 

 The number of U.S. workers claiming unemployment aid rose last week. Initial claims for unemployment benefits increased 

23,000 to a seasonally adjusted 302,000, in-line with market estimate of 300,000, in the week ended July 26. The four-

week moving average of claims dipped 3,500 to 297,250, the lowest since April 2006. 

 

24-Jul-14 31-Jul-14 % Change

MSCI World 1,756.25 1,714.33 -2.39%

MSCI Europe 117.67 114.88 -2.37%

MSCI Asia-Pacific ex-Japan 508.63 509.48 0.17%

Dow Jones Industrial Average 17,083.80 16,880.36 -1.19%

S&P 500 1,987.98 1,970.07 -0.90%

Global Equity Performance
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 According to the national employment report, private-sector payrolls in the U.S. increased to 218,000 in July, lower than 

the consensus estimate of 230,000 and down from 281,000 in June. Firms employing between 1-49 workers added 84,000 

new workers, medium-size businesses increased payrolls by 92,000 while large firms hired 41,000. 

 

 U.S. employer labor costs rose at their fastest rate in nearly six years during the second quarter. The employment-cost 

index increased by a seasonally adjusted 0.7%, versus consensus of 0.5%, after growing 0.3% in Q1. 

 

 Reports from the US Conference Board showed that the US consumer sentiment hit its highest level since October 2007 

during July. The consumer confidence index came in stronger-than-expected as it leapt to 90.9—beating market estimates 

of 85.4. The present situation index, a gauge of consumers’ assessment of current economic conditions, rose to 88.3 from 

a revised 86.3. Meanwhile, expectations for economic activity over the next six months jumped to 92.7 from a revised 86.4. 

 

 The International Monetary Fund (IMF) warned that sharply higher global interest rates could combine with weaker growth 

in emerging markets to slice as much as two percentage points off global growth in the next five years. In its worst-case 

scenario, the IMF said the U.S. and U.K. could tighten monetary policy sooner than expected, leading to higher borrowing 

costs worldwide. 

 

Global Bonds 

 

US Treasury yields rose this week, as investors priced in the better-than-

expected GDP figure from the US tempered by dovish comments from the 

recent FOMC meeting. The US economy grew 4% in an annualized basis, 

way higher than the 3% market estimate.  For the week, the US and 

European Union imposed additional sanctions to Russia while violence 

continued in the Middle East. Week-over-week, the 2-y, 5-y, 10-y, and 30-

y yields jumped by 3.58, 5.84, 5.53, and 2.13 basis points respectively, 

while the 3-m and 6-m yields decreased margnially by 0.01  and 0.51 

basis points. 

  

Currencies  
 

The euro depreciated further this week as signs of a sustained U.S. 

recovery boosted speculation that the Federal Reserve is moving toward 

raising interest rates. Geopolitical tensions in Ukraine and Gaza on top of 

the default by Argentina added to investors’ preference for safe-haven 

assets. Week-over-week, the euro depreciated against the dollar, Swiss 

franc, and Japanese Yen by 0.34%, 0.11%, and 0.73% respectively 

 

 

US Treasury Yield Curve

Tenor 24-Jul 31-Jul  +/- bps

3m 0.020 0.020 0.00

6m 0.051 0.046 -0.51

2y 0.492 0.528 3.58

5y 1.695 1.753 5.84

10y 2.503 2.558 5.53

30y 3.295 3.317 2.13

Currencies 

25-Jul 1-Aug % Change

USD/PHP 43.280 43.770 -1.12%

EUR/USD 1.3430 1.3384 -0.34%

GBP/USD 1.6975 1.6848 -0.75%

USD/JPY 101.84 102.95 -1.08%

AUD/USD 0.9396 0.9281 -1.22%

USD/CHF 0.9049 0.9089 -0.44%

EUR/CHF 1.21516 1.21650 -0.11%

EUR/JPY 136.77 137.78 -0.73%
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The week ahead (August 4 – August 8) 

 

For the coming week, we expect global markets to continue to focus on coming economic data, particularly in the US. Key data 

such as the change in nonfarm payrolls will be a major cue. As August is normally a slow month, we expect markets to trade 

sideways, lacking any other significant catalysts. 

 

US Treasury yields are expected to increase, as economic data in the US come out stronger, increasing speculation of earlier-than-

expected rate hike by the Fed.  Investors will be watching out for the data on trade balance, and factory orders.  The euro will 

continue to depreciate as economic recovery in the US become more pronounced than in Europe. 
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Philippine Financial Markets 

The local equities market ended marginally higher this week, as investors focused their attention on the results of the 
FOMC and Monetary Board meetings. On the local fixed income market, yields increased on the back of overnight rate 
hikes, and increased geopolitical risks in Eastern Europe. Meanwhile, the Philippine peso depreciated after the budget 
deficit report, and as the BSP hiked rates. 
 
Local Equities  
    

The local bourse managed to eke out a gain for the overall week. Market 

participants stayed on the sidelines to start the week, awaiting key events and 

economic data from both the domestic and global fronts. The start of the ghost 

month also factored into the overall sluggish market movement, though 

corporate earnings results provided a catalyst to select stocks. Most eyes were 

on the Monetary Board meeting, which announced an increase in the BSP’s 

overnight borrowing rate by 25 basis points late in the week. While initially 

triggering a sell-off, investors shrugged off the meeting’s result and began 

bargain-hunting, helping the index end slightly higher than the week before. Week-over-week, the PSEi gained 4.68 points, or 

0.07%, to close at 6,894.23. For the week, foreign investors were net sellers at Php0.19 billion.  

 
Conglomerates 
 

 The Department of Transportation and Communications (DOTC) is set to award the Php 65-billion Light Rail Transit line 1 
Cavite extension project to the partnership of infrastructure giant Metro Pacific Investments Corp. and conglomerate Ayala 
Corp. this week. Transportation Secretary Joseph Emilio Abaya said the agency would issue the notice of award to the 
Light Rail Manila Consortium once it receives the board resolution from the Light Rail Transit Authority approving the 
project. 
 

 San Miguel Corp. (SMC), one of the country’s largest diversified conglomerates, is hopeful that their bid to buy out the Tan 
group in Philippine Airlines Inc. (PAL) would be completed within the 3rd quarter of this year. This effort is so as not to 
derail ongoing improvements in the airline’s financial performance. Early this week, diversified conglomerate SMC said that 
it is in talks with the Tan Group with respect to their equity stakes in PAL Holdings Inc., PAL and Air Philippines Corp. 

 
Energy & Power 

 
 The country’s biggest power distributor, Manila Electric Co. (MERALCO), announced that its consolidated net income for 

the first half of the year increased by close to 2% year-on-year to come in at Php 9.6 billion. Meralco president, Oscar 
Reyes, said that the main driver of profit was higher electricity sales, which grew by 3% year-on-year to 17, 299 gigawatt-
hours. 

 
Financials 
 

 The Union Bank of the Philippines (UBP) released a 49% drop in net earnings in the first half of 2014, as it came in to just 
Php3.2 billion-- almost half of its net earnings in the same period last year. In the April to June period alone, net income fell 
36% from Php2.18 billion in the second quarter of 2013 to Php1.6 billion in the second quarter of 2014. However, it is 
important to note that net interest income grew by 29% year-on-year, as it came in at Php5.2 billion in the half of 2014. 
 

 Rizal Commercial Banking Corp. (RCBC) announced its plans to conduct a rights offer on its common shares in an effort to 
raise Php 4.5 billion in additional capital. In a report to the Philippine Stock Exchange (PSE), RCBC said proceeds from the 
rights offering “will allow the bank to strengthen its capital ratios under the global Basel III standards and to support its 
asset growth.” This announcement is part of RCBC’s plan of raising at least $200 million in capital to comply with 
requirements under the Basel III framework, fuel its lending activities, organic growth as well as potential acquisitions 

 
Property 

 
 Century Properties Group Inc (PSE Ticker: CPG) reportedly obtained a new court order preventing Japan's Okada Group 

from terminating its agreement with CPG and dealing with any party regarding the share sale of Eagle 1 Landholdings Inc. 
Manila Bay Resorts was meant to be constructed on the 44-hectare property held by Eagle 1, which is ultimately owned by 
the Okada Group. Despite the dispute, Manila Bay Resorts is on track to open in 3Q 2015, said Tiger Resort, who owns 
Eagle 1. 

 

25-Jul 1-Aug % Change

PSEi 6,889.55 6,894.23 0.07%

Philippine  Stock Exchange  Index



 

August 4, 2014 

 

 
 
Philippine Bond Market  
 
Yields of government securities increased during the week in light of the 
reported budget deficit, overnight rate hikes, and increased geopolitical risks 
in Eastern Europe.  Further sanctions imposed by the United States on 
Russia further heightened tension between the two countries, which affected 
prices of emerging market securities.   Week-on-week, yields increased by an 
average of 3.29 basis points led by the short-end of the curve, which jumped 
by 9.79 basis points.  
 
Philippine Peso  

 
The Philippine peso depreciated all week long, starting as the government 
reported a budget deficit in June.  The peso continued to fall as the US 
increased sanctions on Russia and as the BSP announced an increase in 
overnight borrowing and lending rates.  Overall, the Philippine peso 
depreciated by 49 centavos, to close at 43.770.    
 

 Reports from the Philippine Department of Finance showed that the 

government incurred a Php 62.5 billion budget deficit in June, as 

government spending outpaced revenues. The June results caused 

the fiscal position to revert to a deficit of Php 54 billion in the first half of the year, 5% higher year-on-year and a reversal of 

the 5-month surplus earlier this year.  

 

 According to the Department of Finance, the government borrowed less in the first half of 2014 compared to last year. 

Total borrowings for the first six months of the year amounted to Php 163.68 billion, 34% lower than the Php 247.07 billion 

recorded in the first half of 2013. While foreign borrowings increased from Php 8.84 billion to Php 57.08 billion, domestic 

borrowings decreased from Php 238.23 billion to Php 106.6 billion. Gross borrowings for the month of June dropped 40% 

year-on-year from Php 44 billion to Php 26.62 billion. 

 

 The Bangko Sentral ng Pilipinas’ Monetary Board increased overnight policy rates for the first time in three years, raising 

borrowing and lending rates to 3.75% and 5.75%, respectively. The board also decided to maintain both the SDA rate and 

the reserve requirement ratios. According to the BSP, the rate hike will temper inflationary pressures and elevated inflation 

expectations. Furthermore, the BSP stated that while inflation is still within target expectations, the rate is seen to settle 

toward the upper bound of the range, particularly in 2015. 

 

 Reports from the Japan International Cooperation Agency (JICA) revealed that the Philippines will need to have two major 

airports to cater to the growing tourist traffic in the country. Shizuo Iwata, project manager of JICA, said that the country 

needs to develop both the Ninoy Aquino International Airport (NAIA) and Clark International Airport at the same time in 

order to accommodate the influx of foreign tourists. Based on JICA’s study, the total number of passengers in the Clark 

catchment area will rise to 9.230 million by 2040 from 1.315 million in 2012. Meanwhile, total number of passengers NAIA 

catchment area will rise to 101.485 million by 2040 from 31.877 million in 2012. 

 Data from the Bangko Sentral ng Pilipinas showed that domestic money supply growth slowed to 23% in June to Php7.1 

billion, compared to the 28.4% year-on-year growth in May. According to the BSP, the slowdown in growth was attributable 

to the hikes in both the reserve requirements and the SDA rates, which have increased 100 and 25 basis points year-to-

date, respectively. For June, growth has been mainly driven by domestic demand for credit, growing 13% as loans were 

made to real estate, renting, and business services; utilities; wholesale and retail trade; manufacturing; and the agriculture 

sector. 
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The week ahead (July 28– August 4) 

 
We expect the local equities market to trade between 6,800 and 6,950 next week. The market will primarily take its cues from the 
change in nonfarm payrolls in the US. Otherwise, the lack of market-moving events will give investors a sideways to downward bias, 
as trading sessions continue to delve into the ghost month. 

For the week ahead, yields in the local fixed income market may continue to increase for the early part of the week as investors 
continue to factor in the overnight rate hike by the BSP, with a possibility of profit-taking later in the week should there be no 
unexpected shocks in economic releases. Globally, investors will be watching out for the US unemployment rate and trade balance 
data.  

For the peso, we expect the currency to appreciate next week as investors take profits from this week’s peso depreciation.                                                                                                                                      

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


