
 

August 08, 2016     
Global Financial Markets  

Global equities retreated due to the collapse of crude oil prices, underwhelming economic data in the US, and the results 
of the European banks stress test.  US Treasury prices, likewise, fell after several Fed governors stated that at least one 
rate hike this year is definitely not out of the table. The US Dollar traded sideways with a slight downward bias relative to 
the Euro this week as markets accounted for the weak US 2nd quarter GDP print ahead of critical July labor data due 
today. 
  
Global Equities 
 

Global equities closed lower, largely driven by 
the collapse of crude oil prices which has 
entered a bear market territory. During the 
week, WTI fell below US$40 per barrel, 21% 
lower than its peak in April, due to the 
renewed supply glut fears. After the steep 
declines, prices of oil rebounded strongly as 
the Energy Information Administration (EIA) 
reported an increase in supply that are 
generally in-line with estimates, giving comfort 
to the market that the oversupply situation is 
quite manageable. This aided some support 
to global stock prices. 
 
The week prior, the US second quarter came 
out at 1.2%, showing a large negative 
variance compared to economists’ estimates 
of 2.5%. The main drag came from the huge 
reduction in inventory levels which slashed 
1.2 ppts from the GDP figure. On a positive 
note, consumer spending grew robustly at 
4.2%. Because of this, several Federal 
Reserve governors spoke, saying that they 
see the economy to be gradually improving 
and that rate hikes this year should not yet be 
discounted. Markets once again remained 
cautious and traded along the sidelines as investors await for the much-anticipated US nonfarm payrolls to be out this Friday. 
 
European shares were the worst performers this week as investors digested the result of the recent bank stress test and the 
economy’s second quarter GDP. Initially, European stocks rallied as all banks passed the stress test. However, as the days passed 
concerns towards the health of the banking system resurfaced as some large banks guided lower profits due to low credit demand 
and negative interest rates. Over the past week, the Eurozone released its 2Q GDP which turned out to be lower than the previous 
quarter at 0.3% from 0.6%. The losses were tempered after the Bank of England (BoE) released its own stimulus measures which 
involved rate cuts and bond-purchasing program.  
 
As for Asia, share prices took a breather as Japan disappointed the markets with implementing only additional ETF purchases 
rather than cutting rates or expanding their bond purchases. During the week, they also announced a JPY28 trillion of fiscal 
stimulus package but this did not help pull the markets up since only 25% of which will be allotted to direct spending. Moreover, 
China released its manufacturing and services activity data which both came out lower than expected. China’s manufacturing PMI 
settled at 49.9, lower than the previous reading of 50.0.  
 
Week-on-week, the MSCI World Index closed at 1,707.69, down by 0.82% WoW. Asian shares ended their three-week winning 
streak (MSCI Asia Pacific ex-Japan @ 435.28, -0.32%WoW). The Dow Jones Industrial Average closed at 18,352.05 (-0.44% 
WoW) while S&P 500 declined by 0.43% to 2,164.25. MSCI Europe fell to 114.06 (-1.20% WoW).  
 
We saw mostly disappointing economic data from the United States this week: 
 

 US GDP grew at an annual rate of 1.2%, slower than market estimates of 2.5%, as inventories fell for the first time in 

almost five years and business investment continued to decline. Business inventories decreased by US$8.1 billion, 

equivalent to 1.16 ppts of GDP growth while business spending on equipment contracted by 3.5%. Meanwhile, consumer 

spending remained strong with personal consumption rising by 4.2%. 

 US consumer sentiment in July as measured by the University of Michigan's consumer-sentiment index dropped to 90.0, 

worse than market estimates of 90.2, and the previous reading of 93.5. Sentiment for both current and future conditions 

declined to 109.0 from 110.8 and 77.8 from 82.4, respectively. 

29-Jul-16 04-Aug-16 % Change

MSCI World 1,721.79 1,707.69 -0.82%

MSCI Europe 115.45 114.06 -1.20%

MSCI Asia-Pacific ex-Japan 436.66 435.28 -0.32%

Dow Jones Industrial Average 18,432.24 18,352.05 -0.44%

S&P 500 2,173.60 2,164.25 -0.43%
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100

200

300

400

500

600

1,400

1,550

1,700

1,850

2,000

2,150

2,300

Mar '15 May '15 Jul '15 Sep '15 Nov '15 Jan '16 Mar '16 May '16 Jul '16

MSCI World (LHS) S&P 500 (LHS)

MSCI Europe (RHS) MSCI Asia-Pacific ex-Japan (RHS)



 

 Manufacturing activity in the US for the month of July was mixed with a final reading of Markit’s PMI settling at 52.9 (mkt 

est. of 52.9), up from June’s 51.3, while Institute for Supply Management Manufacturing Index dropped to 52.6 (mkt est. of 

53.0) from 53.2 the previous month.  

 Construction spending continued to be on a decline in June, falling by 0.6% to an annual rate of US$1.134 trillion. This is 

worse than what the market was expecting which is a 0.5% expansion. The drag came from the spending on non-

residential construction which declined by 1.3% as well as spending on public construction which contracted by 0.6%. 

 Consumer spending in the US was robust in June, rising by 0.4% on a month-on-month basis, but incomes increased by 

only 0.2%. Spending was driven by higher purchases of nondurable goods as well as services. Personal savings rate was 

at its lowest since March 2015 at 0.5% growth. Meanwhile, personal consumption expenditures price index, the Fed’s 

inflation gauge, crept up 0.1% month-on-month and 0.9% year-on-year. 

 The Institute for Supply Management-New York’s Metro Current Business Conditions index showed a rebound on the 

business activity in New York. The index reached a 7-month high of 60.7 in July from 45.4 in June. Nonetheless, the Six-

Month Outlook still fell to 56.8. 

 Private payrolls increased by 179,000 in July, higher than consensus estimates of 170,000. This was driven by the service 

sector which added 185,000 workers, but lower than the 203,000 hired in June. However, some analysts say that the labor 

market could moderate as the economy reaches full employment. 

 The service sector in the US remained steady in July with the Services PMI Business Activity Index settled at 51.4, same 

as the reading in June. However, other indicators such as the ISM non-manufacturing index eased to 55.5 from 56.5 in 

June while the business-activity index slipped to 59.3 from 59.5. 

 Initial jobless claims edged higher by 3,000 to 269,000, bringing the 4-week average to 260,250. The prior week, there 

were 14,000 more claims. Continuing claims, on the other hand, declined by 6,000 to 2.138 million. The unemployment 

rate for insured workers was maintained at 1.6%. 

 Factory orders declined by 1.5% in June, following a downward revised 1.2% decline in May. The drag mostly came from 

the durable goods which fell 3.9%. In contrast, orders for nondurable goods rose 1.0%.  

 

Global Bonds 
 
US Treasury prices fell as the probability of a rate hike has 

increased after several Federal Reserve governors reassured that 

the US is on track to a gradual recovery and that at least one rate 

hike is appropriate this year. The comfort was mostly coming from 

the strong consumer spending which came in at 4.2%. The US 

treasuries also suffered from dampened demand as Japan unveils 

its new stimulus package which makes the Yen more attractive. The 

sell-off was moderated as the Bank of England announced a new 

stimulus package which resulted to a rally among global bonds.  

 

Week-on-week, US Treasury yields rose by an average of 2.38 basis points, led by the 30-year T-bills which gained 7.13 basis 

points to 2.254% and the 10-year benchmark yield which added 4.77 basis points to 1.501%. 

 

Currencies  
 

The US Dollar traded sideways with a slight downward bias relative to the 

Euro this week as markets accounted for the weak US 2nd quarter GDP 

print ahead of critical July labor data due today. The US Dollar ended last 

week on a soft note following the release of disappointing US economic 

growth for Q2. US 2nd Quarter GDP printed at 1.2% (YoY), far below 

market expectations of 2.6%. The under-performance was blamed on 

declining inventories, indicative of less manufacturing activity as businesses 

wait for bloated stockpiles to drawdown. Across the weekend, the 

greenback rebounded slightly as the final Markit PMI reading of 

manufacturing activity met expectations of 52.9. For July, the PMI missed its 

target of 53.0 by only 0.4 index points. On Tuesday, however, the US Dollar 

resumed its slide, closing slightly lower relative to the Euro as US personal 

income growth printed a tad lower than expected at 0.2% month-on-month (vs. Est. 0.3%) for June. Adding to the downbeat 

sentiment was the shift from consumption of durable goods (-0.3%) to non-durables (+0.7%), which helped explain the slump in US 

automotive sales in July. Mid-week, the greenback rebounded somewhat as US labor and service sector expansion data began to 

US Treasury Yield Curve

Tenor 29-Jul 4-Aug  +/- bps

3m 0.254 0.254 0.00

6m 0.366 0.397 3.16

2y 0.655 0.643 -1.24

5y 1.024 1.028 0.46

10y 1.453 1.501 4.77

30y 2.183 2.254 7.13

Currencies 

28-Jul 4-Aug % Change

USD/PHP 47.070 47.020 -0.11%

EUR/USD 1.1084 1.1132 0.43%

GBP/USD 1.3149 1.3280 1.00%

USD/JPY 104.72 101.33 -3.24%

AUD/USD 0.7530 0.7613 1.10%

USD/CHF 0.9844 0.9736 -1.10%

EUR/CHF 1.09115 1.08385 -0.67%

EUR/JPY 116.06 112.79 -2.82%



 

color expectations for this week's critical July NFP print. ADP private payrolls showed a decent gain of 179,000 jobs last month, 

beating market estimates of 170,000 only. ISM non-manufacturing index for service activity, meanwhile, printed at 55.5, close to the 

target of 55.9. Towards the weekend the US Dollar continued to trade flat with a slight upward bias as the critical July NFP result 

announcement loomed closer, despite initial jobless claims for the last week of July printing higher than expected at 269,000 (vs. 

consensus 265,000). Week-on-Week, the EUR/USD pair traded sideways with a slight downward basis, rising 0.48 US Cents, or 

+0.43%, to close trading at the 1.1132 level. 

 

The week ahead (August 8 –  August 12) 

 

Investors will likely take cue from the result of the non-farm payrolls which would provide guidance as to the timing of the Fed’s rate 

hikes. In the past three months, the data has been rather inconsistent with May adding only 11,000 jobs while a huge pick-up was 

experienced in June which labor data printed 287,000 jobs. Currently, the market is expecting at least 180,000 jobs to be added. 

Any disappointment to this number could result to sell-off in the equities markets as it implies a weak underlying economy in the US 

whereas the bonds could rally as this could lead to heightened speculations of delayed rate hike. For next week, expect the 

EUR/USD pair to trade sideways with slight upward bias if the July NFP print is anything but spectacular, since markets already 

price in no Fed hike until December at the earliest.  



 

Philippine Financial Markets 

 
The local equities market traded flat this week, despite a strong start, due to weakness in the services sector and general 
oil-driven profit taking by the weekend. Local fixed income assets weakened during the week given increased 
expectations of a rate hike in the US during the week. The Peso traded sideways with a slight upward bias vis-a-vis the US 
Dollar this week as investors sat on the sidelines waiting for critical US July NFP data. 

Local Equities  

The local equities market traded flat this week, despite a strong start, due to 
weakness in the services sector and general oil-driven profit taking by the 
weekend. On Monday local equities rallied significantly as foreign buying 
interest intensified after the release of the US’s disappointing GDP growth. The 
next day, however, the market corrected after the PSEi's largest constituent, 
Philippine Long Distance Telephone Company (PSE ticker: TEL), fell 8% on 
the back of weak first half profits and further loss of market share to telco rival 
Globe Telecom. All sectors ended in the red that day. The bearish sentiment 
on TEL carried over into Wednesday and was complemented by a sell-down of 
AEV after the Company announced it would sell treasury shares to raise 
capital. On Thursday, the PSEi experienced a short-lived rally on bargain-hunting only to be sold-down again at the weekend due to 
profit-taking on EM Asia markets driven by on-going slump in crude oil prices which threatened to derail its YTD recovery rally. 
Foreign funds continued to flow in the local stock market with only Friday seeing net foreign net selling. 
 
Week-on-week, the PSEi gained 7.2 points, or +0.09%, to close at 7,963.11. For the week, foreigners were net buyers at Php3.14 
billion or USD66 million. Year-to-date, net foreign inflows reached Php52.6 billion or USD1.13 billion. 
 

Holding Firms: 

 The well-established conglomerate Ayala Corporation (Ticker: AC) decided to sell 82.5% stake in California-based business 

process outsourcing firm IQ BackOffice Holdings Ltd. (IQB) to the company’s core management group - with the buyout the 

management team now owns 100% of the firm after the transaction. The stake in IQB was discharged by Ayala’s wholly 

owned subsidiary Liveit Investments Ltd. “LiveIt will retain the HRO business, which supports many of the Ayala group 

companies and is considered a strategic asset,” since the transaction only involves IQB’s finance and accounting outsourcing 

operations. 

 SM Investments Corporation (PSE Ticker: SM) accumulated a consolidated net income of Php15 billion as of the 1st half of 

2016. This represents an increase of 11% from 2015. According to SM President Harley T. Sy, the firm’s performance 

indicates sustained economic growth, which improved partly by election spending. He also said that the firm aims to prioritize 

on cost efficiencies and operating margin improvements and take advantage of higher consumer spending. 

 Metro Pacific Investments Corporation (PSE Ticker: MPI), has reported a 13% increase in consolidated Core Net Income to 

P6.6b for the first half ending June 30, 2016 compared to the P5.9b reported at the same period last year. There are three 

reasons for the boost of the Core Net Income: (1) a consistent traffic growth on all roads held by the Metro Pacific Tollways 

Corporation (MPTC), (2) an expanded portfolio through the investment in Beacon Electric and Global Power, (3) and a 

persistent growth in the Hospital Group. 

Services: 

 BDO Unibank, Inc. (PSE Ticker: BDO) managed to increase its net profit to Php13.2 billion in the 1st half of 2016 due to a 

development in the core businesses along with a one-time gain in the consolidation of its insurance operations. The Bank 

enlarged its loan book by 21% YoY, closing the half-year at Php1.4 trillion, exceeding its loan growth. Meanwhile net interest 

income went up by 17% YoY to Php31.7 billion while total deposits increased by 17% YoY to Php1.8 trillion.  

 Globe Telecom, Inc. (PSE Ticker: GLO) has accumulated 1st half net income of Php8.96 billion in comparison to Php8.71 

billion in the same period for 2015. Meanwhile core net income for the 2nd quarter is at Php4.65 billion, a 11% increase from 

the previous quarter. The firm indicated that despite a rise in competition, the strong revenue growth was supported by 

higher data-related service revenues within mobile, home broadband and corporate data. This signifies the firm’s aim to give 

market-related data offers along with maintained investments in the company’s data network. 

Property: 

 Sy-led, SM Prime Holdings, Inc. (PSE ticker: SMPH) reported core net profit growth of 12% for the first half of 2016. Net 

income reached Php12.6 billion, led by the 9% increase in consolidated revenues of Php39.2 billion. Mall revenues, likewise, 

grew by 9%, amounting to Php23.6 billion, from Php21.7 billion reported in the same period last year. The residential 

29-Jul 5-Aug % Change

PSEi 7,963.11 7,970.35 0.09%

Philippine  Stock Exchange  Index



 

segment contributed 34% of total revenues, reaching Php13.2 billion, or 6% higher than last year's Php12.5 billion. The 

Commercial Properties Group also recorded a strong growth of 51% due to increased gross floor area last year. 

Industrial: 

 Megawide Construction Corporation (PSE Ticker: MWIDE) is going to have complete ownership of Citicore Power, Inc., a 

decision that will make the company evolve from a construction-focused company into a diversified infrastructure 

conglomerate. The acquisition would represent a part of the firm’s business structure in addition to its construction, airport 

operation and transport. Megawide Chief Financial Officer Oliver Y. Tan said that by through this move, they seek to achieve 

expansive ways on increasing revenue. 

Philippine Bond Market  
 
Local fixed income assets rose slightly as investors positioned ahead of the 
Philippine inflation data which came in at 1.9%, lower than estimates of 2.1%. The 
culprit for the lower-than-expected inflation remains to be the low oil prices which are 
reflected in utilities and LPG prices. The local fixed income assets also benefited 
from the disappointing US GDP data as funds continued to come in due to the 
Philippines’ proposition of having strong fundamentals. Likewise, the BoE’s cutting 
of interest rates, resulted to lower yields across the globe.  
 
Yields fell, resulting in an average decline of 2.3 basis points. The short-end rose by 
12.60 basis points; while the belly and the long-end fell by 14.94 and 6.67, 
respectively.  
 
 
 
 
 
 
Philippine Peso  
 

The Peso traded sideways with a slight upward bias vis-a-vis the US Dollar this week as investors sat on the sidelines waiting for 

critical US July NFP data. The Peso started the week on a strong note, following the disappointing 2Q GDP print of 1.2% (vs. 

expectations of 2.6%), year-on-year, causing the greenback to slump relative to the local currency unit, which likewise benefited 

from renewed foreign buying interest in local financial markets. The USD/PHP pair stood still Tuesday on the lack of market moving 

developments ahead of Friday's US July NFP result. The Peso weakened slightly, mid-week, as US consumption growth of 0.4% 

(MoM) in June beat consensus estimates of 0.3%. This colored expectations for the critical non-farm payroll result for July due 

Friday. On Thursday, the Peso advanced as investors turned their focus to the Bank of England (BoE) meeting late in the trading 

session. With the impact of Brexit already evident in recent UK economic releases, markets watched for long-awaited action to 

boost Britain's flagging economy. The Peso closed the week a tad stronger on the eve of the cricital US July NFP print. Week-on-

week, the USD/PHP pair traded sideways with a slight downward bias, falling 0.21 Centavos, or -0.45%, to close the week at the 

46.90 level. 

 

 The Philippines’ external debt service was lower by 23.16% at $2.11b as of the end of April, down from the same period 

last year amounting to $2.746b. The Bangko Sentral ng Pilipinas (BSP) stated that the country’s outstanding external debt 

increased by 3.1% year-on-year to $77.6b as of March. The external debt in relation to the gross domestic product barely 

changed at 26.5% from 26.1% the same time last year. Private sector debt, meanwhile, was at $37.7b or 49.9% of total 

and was down by $489 million quarter-on-quarter because of the 1.3b net repayments and the increased non-resident 

holdings of private sector debt papers issued offshore. By the end of 2015, the external debt ratio was 21.9% while the 

debt service ratio is 5.9%, slightly higher than last year’s 5.3%. 

 July inflation for 2016 remained to be stable at 1.9% as indicated by the Philippine Statistics Authority (PSA). The print was 

between the Bangko Sentral ng Pilipinas (BSP) range of 1.5-2.4% for the month although it is behind the central bank’s 2-

4% target band for this year. Prices of widely consumed goods such as alcoholic beverages and tobacco rose 5.8% 

compared to 5.7% in 2015. In addition, furnishing, household equipment & routine maintenance of the house crept higher 

by 2% from 1.8% while recreational & culture accelerated by 1.8% from 1.7%.  

 

 

 

 

T enor 29-Jul 5-Aug  Change

1m 1.47 1.45 -2

3m 1.76 1.74 -3

6m 2.27 2.33 5

1y 1.58 2.07 49

2y 2.19 2.21 2

3y 3.06 3.05 -1

4y 3.18 2.52 -66

5y 2.82 2.83 1

7y 3.03 3.09 6

10y 3.34 3.21 -13

20y 3.86 3.79 -7

25y 5.25 5.25 0

Average -2.3

Peso Yie ld Curve                                        

(PDST-R2 Reference Rates)



 

The week ahead (August 8 –  August 12) 

 

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, which could creep higher if the July US NFP print disappoints today. Our trading range for next week is 7,850-8,050. Expect 

local fixed income assets to be largely driven by the nonfarm payrolls data and further speeches from the Fed governors. Next 

week, the BSP will also be holding its Monetary Board Meeting. Although we do not expect any changes with regard to its existing 

monetary policies, any surprise moves would definitely determine the direction of the local fixed income market. For next week, 

expect the USD/PHP pair to trade sideways with a slight downward bias on down-side risk from a poor to mediocre July NFP report 

cementing a no Fed rate-hike scenario until December at the earliest.  


