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August 05, 2013 

Global Financial Markets 
 
Global equities markets generally traded in the green throughout the week with the exception of Asia-ex Japan, which was 

dragged down by continued concerns for China’s economic slowdown.  Meanwhile, prices of US Treasuries fell as 

investors adopted a risk-on stance following positive economic data releases from the world’s largest economy. 

Furthermore, the US dollar strengthened against most of its counterparts on the improving labor picture. 

Global Equities 
 
Global equities generally rose during the 
week amid better-than-expected US jobs 
data, US GDP, strong global 
manufacturing Purchasing Manager’s 
Index as well as continued stimulus 
measures from numerous central banks 
 
Asian shares, however, bucked the trend 
and declined on continued worries over the 
slowdown of China’s economic growth. 
Growth of Chinese industrials weakened 
for the month of June. Data released by 
the National Bureau of Statistics in Beijing 
showed that net income of the sector only 
increased by 6.3% in June, significantly 
lower than the 15.5% growth posted in 
May. Likewise, profit from main business 
operations dropped 2.3% following an 
8.8% gain the previous month. 
 
Week-on-week, the MSCI World index 

inched higher by 0.47% led by the 

European region, which rose by 1.11% 

while the Asia-Pacific ex-Japan region fell 

by 1.20%. The Dow Jones Industrial Average index and the S&P500 index climbed by 0.47% and 0.98%, respectively. 

Economic data releases for the week were mostly positive from across the globe. 

 The US Federal Reserve, during its latest meeting of its policy-making committee, did not give any indication as to the 

timing of the tapering of the US$85 billion worth of bond-purchases. The Fed recognized the slow pace of growth 

during the first half of the year as they described the rate as “modest” rather than “moderate,” but maintained its 

forecast that economic growth will pick up from its recent pace. Moreover, officials hinted modest concern about the 

low level of inflation since the figure is persistently below its 2% objective which could pose risks to economic 

performance. However, it anticipates that inflation will move back toward its objective over the medium term. Finally, 

the Fed maintained its flexibility, noting that it was ready to increase or decrease its stimulus measure depending on 

economic conditions. Financial markets saw the Fed's statement as having a slightly dovish tilt. 

 

 For 2Q2013, the US economy expanded by 1.7% year-on-year, beating market expectations of +1.0% and above the 

previous quarter’s downwardly revised print of +1.1%. Overall consumer spending climbed by 1.8% while investment 

in housing soared by 13.4%. Business investment also improved during the second period, with spending on 

equipment and structures both accelerating. Companies also continued to build inventories, though at a slower pace 

than previous months. In one positive sign, federal spending wasn't as weak as it has been in the prior six months. 

Investments by the federal government fell by only 1.5%, which is a big improvement compared to declines of 8.4% in 

Q1 2013 and 13.9% in Q4 2012. Exports, meanwhile was up by 5.4% but was offset by an even bigger rise in imports. 

 

 US pending existing home sales, or the number of Americans signing contracts to buy previously owned homes, 

dipped 0.4% on a monthly basis last June to 110.9, slightly better than the market estimate of a 1.0% decline. On an 

annual basis, pending sales spike 10.9%. According to the National Association of Realtors (NAR), the decline 

indicated that the increase in mortgage rates was starting to cause hesitancy in prospective buyers. The NAR added 

25-Jul-13 01-Aug-13 % Change

MSCI World 1,517.72 1,524.91 0.47%

MSCI Europe 102.67 103.81 1.11%

MSCI Asia-Pacific ex-Japan 446.48 441.11 -1.20%

Dow Jones Industrial Average 15,555.61 15,628.02 0.47%

S&P 500 1,690.25 1,706.87 0.98%

Global Equity Performance
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that people pulled out of contracts for purchasing homes after mortgage rates sharply rose from when they had initially 

signed. Chief economist of NAR Lawrence Yun said that aside from the higher mortgage rates, a “persistent lack of 

inventory” was also a cause of the declining contracts.  

 

 The Euro-zone's manufacturing sector expanded in July for the first time in two years. According to Markit, 

manufacturing purchasing managers' index inched up to 50.3 (Mkt est: 50.1) from 48.8 in June, moving into expansion 

territory for the first time since July 2011. German manufacturing growth was the fastest in a year-and-a-half at 50.7 

from 50.3. Likewise, Italian manufacturing firms reported higher activity for the first time in two years. 

 

 For the month of July, consumer confidence in the US unexpected rose to the highest in 6 years. The Thomson 

Reuters/University of Michigan final index of consumer sentiment rose to 85.1 following the 84.1 registered in June. 

This was higher than the market estimate of 84 and the preliminary reading of 83.9. Increased confidence among 

Americans in their economy could be attributed to an increase in personal wealth as a result of higher property 

valuations and stock portfolios. This, along with an increase in jobs, has helped to tone down the effects of higher 

payroll taxes. 

 

 Data released by the Federal Reserve Bank of Dallas showed that business activity among Texas-area manufacturers 

continued to grow in July, though at a slower pace. The business activity index dropped to 4.4, lower than the market 

estimate of 7.5, following the 6.5 figure posted in June and the -10.5 in May. Among the components of the index, the 

new orders index fell to 10.8 from 13.0 and the production index fell to 11.4 from 17.1. Meanwhile, the shipments 

index rose to 17.7 from 15.4 and the employment index leapt to 9.3 from 0.2. 

 

 Japanese spending by households with 2 or more people declined by 0.4% in June, confounding the 1.2% gain 

expected by economists surveyed by Dow Jones Newswires. However, the figure compared favorably to the 1.6% 

decline recorded in May. 

 

Global Bonds 

 

US Treasury prices plunged during the week as market players booked 

profits ahead of the US Federal Open Market Committee (FOMC) 

Meeting. Towards the end of the week, the minutes of the FOMC 

meeting revealed that the Fed kept its policy rate accommodative. 

Moreover, positive economic data releases from the world’s largest 

economy enticed a risk-on stance among investors. Week-on-week, 

the 10-year benchmark yield rose 13.48 basis points to 2.706%. 

 

Currencies  
 

The euro depreciated against the greenback this week following 

positive economic data releases from the world’s largest economy. 

These favorable releases spurred expectations for US Treasury yields 

to go higher in anticipation of a probable tapering of QE3 by 

September. Week-on-week, the shared currency depreciated by 0.50% 

to 1.3279. 

 

The week ahead (Aug 05 –Aug 09) 

 

For the week ahead, investors would likely remain on the sidelines ahead of more US economic data releases from the world’s 

largest economy that would help drive expectations for the Fed’s QE tapering. Moreover, investors will keep an eye on China’s 

upcoming economic data releases which include exports, inflation, and industrial production. 

US Treasury Yield Curve

Tenor 25-Jul 1-Aug  +/- bps

3m 0.015 0.036 2.03

6m 0.056 0.071 1.52

2y 0.321 0.325 0.41

5y 1.375 1.487 11.24

10y 2.571 2.706 13.48

30y 3.641 3.754 11.35

Currencies 

26-Jul 2-Aug % Change

USD/PHP 43.310 43.605 -0.68%

EUR/USD 1.3279 1.3213 -0.50%

GBP/USD 1.5382 1.5153 -1.49%

USD/JPY 98.21 99.75 -1.54%

AUD/USD 0.9259 0.8889 -4.00%

USD/CHF 0.9284 0.9372 -0.94%

EUR/CHF 1.23273 1.23829 -0.45%

EUR/JPY 130.42 131.79 -1.04%
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Philippine Financial Markets 

The local equities market dropped for the week mainly due to SM’s top up equity placement. Meanwhile, prices of local 
government securities continued to rise as strong buying was sustained following the RTB auction. The US dollar 
appreciated against the Philippine peso on positive US economic data releases. 
 

 

Local Equities 
 

The local equities market fluctuated throughout the week on mixed corporate 
earnings results. On Wednesday, the market traded higher fueled by positive China 
factory data and dovish statements from the US Federal Reserve. However, the 
local market diverged from the upward regional trend after SM Investments 
Corporation (SM) sold US$1.5 million worth of shares at a 6.4% discount to 
Thursday’s close. Week-on-week, the index lost 229.67 points, or -3.40%, to close 
at 6,533.95. For the week, foreigners were net buyers at Php1.45 billion.  
 

Conglomerates 

 The Aboitiz group is looking to participate in the bidding for a multibillion-peso public-private partnership (PPP) project 
which involves the building of the Cavite-Laguna (CALA) Expressway. President and Chief Executive Officer of Aboitiz 
Equity Ventures, Inc. (AEV) Erramon Aboitiz stated that the company is interested in not just the water and airports 
under the PPP program, but the tollways as well. The CALA Expressway will be the second project that the Aboitiz 
group bids for, the first being the expansion and operation of the Mactan-Cebu International Airport project, which they 
have been prequalified to bid for in partnership with Ayala. 

 
Utilities 

 Manila Water Co., Inc has secured a US$100 million term loan with International Finance Corp. (IFC) to finance the 
construction of water and sewerage treatment plants as part of the company’s capital expenditure program. The utility 
company initially reported that it would spend at least Php7 billion this year to help it roll out major water and 
wastewater projects which include treatment plants and reservoirs. 
 

 According to a disclosure to the Philippine Stock Exchange, Meralco Electric Company (MER) posted a consolidated 
core net income of Php9.2 billion during the first half of 2013, 2% higher than the Php9.0 billion registered during the 
same period last year.   Note that consolidated core net income excludes one-time exceptional gains and charges. For 
the reported period, total electricity sales volume grew by 4% year-on-year to 16,863 gigawatt hours (GWh), with the 
volume growth seen across all customers sectors led by commercial accounts. Also contributing to the increase in 
core income was the slightly higher average distribution rate this year as a result of a better sales mix. 
 

Mining 

 Earnings for the second quarter of Philiex Mining Corp. dropped by 28% year-on-year to Php551.06 million on soft 
gold and copper prices. Total revenues fell by 4% to Php3.25 billion during the period. On a positive note, gold and 
copper production increased during the period, reflecting better recovery rates from its operations. 

 

Financials 

 The Union Bank of the Philippines (UnionBank) posted a net income of Php6.19 billion in the first half of the year, or 
52.2% higher than the Php4.06 billion recorded in the same period a year ago. The figure has nearly reached full-year 
2012 net income of Php6.59 billion. The increase was mainly due to large trading gains and fees, and commissions. 
Earnings from trading activity rose by 71% to Php5.61 billion in the first semester from Php3.28 billion in the same 
period last year while gains from service charges, fees and commissions went up by 164% to roughly more than Php1 
billion from Php378 billion last year. 
 

Property 

 SM Development Corp.’s (SMDC) net income for the second quarter was reportedly flat, rising by only 0.69% to 
Php1.46 billion from Php1.45 billion registered in the same period a year ago. The company’s revenues from real 
estate dropped to Php6.06 billion, 3.50% lower than the Php6.28 billion in 2Q212. Meanwhile, the cost of real estate 

26-Jul 2-Aug % Change

PSEi 6,763.62 6,533.95 -3.40%

Philippine  Stock Exchange  Index
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sold also fell, dropping by 15.21% to Php3.68 billion from Php4.34 billion. For the first half of the year, SMDC’s net 
income amounted to Php2.82 billion, up from Php2.66 billion in 1H2012. 

 
Telecommunications 

 Globe Telecom, Inc. recently secured a three-year US$40 million term loan facility with Japanese firm, Mizuho Bank 
Ltd. The proceeds will be used to prepay and refinance debts of the firm, according to Globe Telecom Chief Financial 
Officer Alberto Larrazabal. This loan agreement is the fourth fund-raising exercise by Globe this year. 

Gaming 

 
 Bloomberry Resorts Corp. (BLOOM) posted a net profit of Php22.7 million in 2Q2013, recovering from a Php126.93 

million net loss incurred during the same period last year.  Total revenues for the quarter rose to Php3.59 billion with 
gaming revenues contributing Php3.32 billion. However, BLOOM still experienced a large operating expense 

amounting to Php3.65 billion as the firm focused on promotions and other marketing activities after the opening of the 
Solaire Resort and Casino. 
 

Philippine Bond Market  

Buying interest in the local fixed income was sustained this week as the 
10-year RTB auction met strong demand, prompting the government to 
increase its initial offer to Php100 billion from the planned Php30 billion 
amount. Week-on-week, yields fell by an average of 12.15 basis points led 
by the long-end of the curve which lost 22.22 basis points. Meanwhile, the 
belly and short-end of the curve dropped by 12.17 and 4.59 basis points, 
respectively. 
 
The Bureau of the Treasury sold Php100 billion worth of 10-year Retail 
Treasury Bonds (RTB) during an auction concluded Tuesday. The notes 
were sold at a coupon rate of 3.25% and an average yield of 3.039%. Total 
tenders amounted to Php271.79 billion, more than 9x the initial amount 
offered. 
 
Data from the Bureau of the Treasury (BTr) showed that government 
borrowings fell by 36% in the first half to Php247.075 billion from the 
Php387.473 billion recorded in the same period last year. Domestic 
borrowings dropped by 19.38% to Php238.231 billion, or 96.42% of the 
total borrowings in the same period. Meanwhile, external borrowings 
amounted to Php8.884 billion in the first semester 90.38% lower from the 
Php91.959 billion last year. For the month of June, the government 
borrowed a total of Php43.998 billion, or roughly five times as much as the last year’s Php9.614 billion. Out of the amount, external 
borrowings totaled Php876 million while domestic borrowings amounted to Php43.122 billion. 
 
Philippine Peso 
 
The Philippine peso suffered its largest weekly loss since mid-June as the US dollar continued to strengthen. Investors flocked to 
the US dollar after the world’s largest economy reported better-than-expected labor and manufacturing data, indicating that the 
tapering of QE3 may start as early as September. The local currency surrendered 29.5 centavos, to close at 43.605 on Friday. 
 
Investment pledges with the Board of Investments (BoI), the Philippine Economic Zone Authority (PEZA), the Subic Bay 

Metropolitan Authority (SBMA), and Clark Development Corp. increased to Php300.91 billion during the first half of the year. The 

increase in investment commitments is a reflection of an improved investor confidence and interest in the country.  The government 

estimates that these will generate 77,892 additional jobs, or 17% higher than last year. 

 

According to Tourism Secretary Ramon Jimenez, the volume of international tourists continued to grow, rising by 11% in the first 

half of the year to 2.4 million. This figure already accounts for 45% of the 5.5 million tourist arrival target for the year. Moreover, the 

Department of Tourism estimated total visitor receipts for this year to reach Php1.504 trillion, 15% higher from Php1.308 trillion 

registered in 2012. 

 

T enor 26-Jul 2-Aug  Change

1m 1.20 1.17 -3

3m 1.21 1.17 -4

6m 1.36 1.30 -7

1y 1.47 1.42 -5

2y 2.31 2.23 -8

3y 2.44 2.43 0

4y 2.83 2.61 -21

5y 2.84 2.63 -21

7y 3.32 3.22 -9

10y 3.97 3.63 -35

20y 4.28 4.14 -14

25y 4.83 4.65 -18

Average -12

Peso Yie ld Curve                                        

(PDST-F Reference Rates)
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Domestic liquidity grew by 20.3% year-on-year in June to Php5.7 trillion. The strong growth was driven largely by sustained 

expansion in net domestic assets, reflecting the sustained growth in bank lending to help finance economic activity. Outstanding 

loans of universal and commercial banks reached Php3.3 trillion, or up by 12.33% year-on-year. 

 

Two projects under the public-private partnership (PPP) program are set to proceed. Three bidders were able to submit offers for 

the Php8.8 billion PPP School Infrastructure Project Phase Two (PSIP-II), involving the design, financing and construction of 10,679 

classrooms in 14 regions nationwide. Meanwhile, 11 prospective bidders have bought prequalification documents for the Php35.58-

billion Cavite-Laguna Expressway (CaLa-Ex) project. This particular PPP involves the construction of a four-lane, 47.02-kilometer 

highway that will connect the Manila-Cavite and South Luzon expressways. 

 

Standard & Poor’s (S&P) upgraded the country's growth forecast to 6.9% this year from 6.5% previously while it trimmed its growth 

projection for Asia-Pacific region to 5.3% from 5.5%. The debt watcher noted that the domestically-driven economies of the ASEAN 

nations will outperform the trade-dependent economies in the region which are dragged by the slowdown in China. Recently, the 

International Monetary Fund (IMF) also increased the country's outlook to 7.0%. 

 

The week ahead (Aug 05 –Aug 09) 

 
We expect the local equities market to trade sideways next week, with an upward bias. Investors will likely focus on dividend plays, 
Globe Telecom, Inc. (GLO) and Philippine Long Distance Telephone Company (TEL), as both are scheduled to release profit 
results next week. We expect the trading range to be between 6,450 and 6,700. 
 
Trading in the fixed income market will be guided by the release of July inflation on Thursday. A figure that is in line with or better 
than expectation will buoy demand for local government securities. Likewise, the early end of the RTB offer period and high liquidity 
in the system should provide support for government bonds. Meanwhile, we expect developments offshore, particularly a larger-
than-expected US jobs data, would put downward pressure on the peso.   
  
 


