
 

August 11, 2014 

Global Financial Markets 
 
Global equities markets ended the week lower and US Treasury price rose as investors fretted over recurring geopolitical 
tensions in Ukraine and Russia, as well as financial woes in Argentina and Portugal. Meanwhile, the US Dollar continued 
to appreciate relative to its currency peers on strong US macro-economic data, pessimism with regard to the Eurozone 
and mounting anxiety on the Ukraine-Russia situation. 
  
Global Equities 
 

Global equities ended the week on lower 
ground amid financial woes in Argentina 
and Portugal, and recurring geopolitical 
tensions in Ukraine and Russia.  

In the week prior, Portugal’s Banco 
Espirito Santo shares were suspended 
from trading last week after having 
dropped as much as 50%. Markets were 
agitated after another of the group’s 
subsidiaries missed payments on 
commercial paper. Meanwhile, 
Argentina’s failure to pay interest on its 
bonds could trigger the settlement of 
US$1 billion of default insurance, 
according to the International Swaps & 
Derivatives Association.  

In other news, economic sanctions 
imposed in Russia as a result of their 
ongoing tensions with Ukraine became 
apparent on Thursday, as Russian 
citizens could no longer purchase 
commodities from the EU or US. These 
import sanctions, imposed by President 
Vladimir Putin, was in reaction to western 
sanctions over Russia’s policies in 
Ukraine. Earlier during the week, Russia 
had carried out military exercises near 
the Ukrainian border, and there were 
fears that the option of a ground invasion was still on the table. Note that during the European Central Bank (ECB) policy meeting 
held during the week, wherein policymakers maintained record low rates, ECB President Mario Draghi stated that it is still too early 
to judge whether Russia’s sanctions on EU exports would significantly affect the zone’s economic recovery. 

Week-on-week, the MSCI World index lost 1.73% led by the European region which fell 2.63%, and the Asia-Pacific ex-Japan 
region which declined 1.85%. The Dow Jones Industrial Average index and the S&P500 index fell back 0.72% and 0.54%, 
respectively.  

Economic data releases for the week were mostly positive from the US, indicating that economic recovery in the world’s largest 

economy was slowly gaining steam. 

 Data released last Friday showed that the US added more than 200,000 new jobs for a sixth consecutive month, 
indicating that the country could be close to a more sustainable recovery. However, the nonfarm payrolls figure, which 
came in at 209,000, was still below the Bloomberg consensus estimate of 230,000 and June’s upwardly revised 
298,000. The unemployment rate rose by 0.1% to 6.2%, though this was mainly a result of more people entering the 
labor force as economic conditions improved.  

 In other news, average hourly earnings the US were unchanged from June at US$24.45 in July, though it was up 2% 
over the past 12 months. The average work week for all employees held steady at 34.5 hours. An improvement in 
wage growth could draw more people in the workforce, which may mean a slowdown of the decline in the 
unemployment rate as the absorption may take time. However, it would also mean higher spending as the average 
wealth per individual grows 

 According to a survey conducted by the US Federal Reserve, lending standards eased among US banks amid a 
widespread increase in demand during the second quarter. The survey, which involved 75 domestic banks and 23 US 
units of foreign banks, showed that a broad-based pickup in loan demand resulted in continued easing of lending 
standards. Note that record lending in the US has helped the economy rebound from its dismal performance in the 
first quarter.  

31-Jul-14 07-Aug-14 % Change

MSCI World 1,714.33 1,684.71 -1.73%

MSCI Europe 114.88 111.86 -2.63%

MSCI Asia-Pacific ex-Japan 509.48 500.06 -1.85%

Dow Jones Industrial Average 16,563.30 16,443.34 -0.72%

S&P 500 1,930.67 1,920.24 -0.54%

Global Equity Performance

0

500

1,000

1,500

2,000

2,500

2009 2010 2011 2012 2013 2014

MS CI World MS CI Europe MS CI Asia-Pacific ex-Japan S&P  500



 

August 11, 2014 

 On Tuesday, the Institute for Supply Management’s (ISM) non-manufacturing purchasing managers’ index (PMI) rose 
to 58.7, beating the market estimate of 56.5, following June’s 56.0. This was the highest reading since the revised 
survey began in January of 2008. According to the report, respondents’ comments indicated stabilization or 
improvement in market conditions, which have positively affected the majority of their industries. The improvement 
was very encouraging for the country’s economic outlook.  

 US factory orders rose significantly in June, posting a 1.1% gain compared to the market estimate of a 0.6% increase. 
This followed May’s downwardly revised -0.6%. Driving the data upwards was orders for non-defense capital goods 
not including aircrafts, which jumped 3.3%, a record high. Orders were up across all categories as some segments 
booked the largest gains since November of 2010. Moreover, durable goods orders showed a strong increase of 
1.7%. 

 US trade deficit narrowed by 7% month-on-month last June to a seasonally adjusted US$41.54 billion, compared to 
the market estimate of a US$44.8 billion deficit. The sharpest contraction in the trade gap since November 2013 came 
as imports declined by 1.2% in June posting the steepest drop in a year, while exports were up slightly by 0.1% to a 
record high. The smaller gap caused several economists to revisit their second quarter GDP growth forecasts even 
higher than the initially reported 4% last week.  

 Consumer credit in the US increase by US$17.255 billion in June, lower than the market estimate of US$18.65 billion, 
mainly due to continued growth of non-revolving credit such as student and car loans. Revolving credit, which includes 
credit cards, grew by a mere US$1 billion. On an annualized basis, consumer credit rose by an annual rate of 6.5% as 
non-revolving credit spiked 8.4% and revolving credit crept higher by 1.3%. 

 US jobless claims fell by 14,000 to a seasonally adjusted 289,000 last week, the second-lowest level of 2014. This 
compared to the market estimate of 304,000. The four-week moving average of claims likewise fell by 4,000 to 
293,500. Continuing claims, or those drawn by workers for more than a week, declined by 24,000 to a seasonally 
adjusted 2.512million. 
 

Global Bonds 
 

US Treasury prices rallied during the week as investors adopted a flight-to-

safety sentiment amid the fiscal crises in Argentina and Portugal, and 

continued geopolitical tensions in Russia and Ukraine. A spate of positive 

economic data releases from the US, especially on the jobs sector, 

somewhat tempered demand for Treasuries, though the overall negative 

sentiment, which stayed throughout the week, ultimately boosted bond 

prices. Week-on-week, the 10-year benchmark yield declined by 14.64 basis 

points to close at 2.411%. 
 

 

 

 

 

Currencies  

The US Dollar strengthened against most of its major trading counterparts 
this week on robust US macro-economic data. Higher than expected US 
Services PMI coupled with lower than expected jobless-claims and trade 
deficit, led investors to favor the Dollar over the Euro, which continued to reel 
from heightened geopolitical uncertainty to the Eurozone's near-east as well 
as overall economic malaise that saw Italy technically re-enter recession. 
Comments by ECB chief Draghi starting to delineate EU and US monetary 
policy further reinforced pessimism on the continent.  

 

 

The week ahead (August 11 – August 15) 

 

Market movements this week were largely driven by the various ongoing geopolitical and fiscal issues across the globe. For the 

coming week, we expect further pressure on global equities markets as the tensions in Russia and Ukraine remain unresolved, and 

as investors await for economic data releases. Meanwhile, US Treasury yields would be supported by the general risk-off stance, 

though some profit taking may take place as expectations are for yields to gradually increase over the longer term. Economic data 

releases for next week include US retail sales, industrial production data and consumer confidence. We expect the US Dollar to 

sustain its rally into next week.  

 

Currencies 

1-Aug 8-Aug % Change

USD/PHP 43.770 44.080 -0.70%

EUR/USD 1.3427 1.3361 -0.49%

GBP/USD 1.6821 1.6831 0.06%

USD/JPY 102.61 102.08 0.52%

AUD/USD 0.9312 0.9264 -0.52%

USD/CHF 0.9059 0.9089 -0.33%

EUR/CHF 1.21638 1.21434 0.17%

EUR/JPY 137.78 136.39 1.02%

US Treasury Yield Curve

Tenor 31-Jul 7-Aug  +/- bps

3m 0.020 0.020 0.00

6m 0.046 0.041 -0.50

2y 0.528 0.429 -9.91

5y 1.753 1.597 -15.58

10y 2.558 2.411 -14.64

30y 3.317 3.224 -9.28
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Philippine Financial Markets 
The local equities market ended slightly lower for the week due to the concurrent effects of higher-than-expected inflation 
rate for July and continued geopolitical tensions in Ukraine and Russia. The decline was slightly tempered by strong 
second quarter results of some companies. On the other hand, the local fixed income bond prices rallied following the 
successful T-Bill auction and debt exchange exercise conducted by the Treasury this week. The Philippine peso 
depreciated amid overall risk-off sentiment globally. 
 

Local Equities  
    

The local equities market marginally declined following the release of July inflation 
data, which came out to be higher than expected at 4.9%. Heightened geopolitical 
concerns in Ukraine and Russia further increased the negative sentiment of 
investors in the region. The results season was on its full swing with more than ten 
companies already releasing their second quarter performance. The strong 
second quarter performance of some companies tempered the loss from the sell-
off. Week-on-week, the index lost 13.89 points, or -0.20%, to close at 6,880.34. 
For the week, foreign investors were net sellers at Php2.97 billion. 

 
 
 

Conglomerate 

 SM Investments Corp. (SM) posted a net income of Php12.3 billion for the first half of 2014, 3.1% lower than the 
Php12.7 billion recorded in the same period last year. The group attributed the decline to the absence of trading gains 
of its banking arm, BDO. Without the said trading gains, net income would have been Php12 billion in the first half of 
2014 and Php10.7 billion in 2013, implying an increase of 11.8%. Its property arm, SM Prime Holdings, Inc. accounted 
for 40.5% of consolidated net income while its banking arm, BDO and Chinabank, and retail component, SM Retail, 
contributed 39.8% and 19.7%, respectively. 
  

 Listed company Cosco Capital (Cosco) has ventured into the liquefied petroleum gas distribution business through its 
purchase of Liquigaz Philippines. The transaction was done through Canaria Holdings Corp., 90% of which is owned 
by Cosco, while 10% is owned by PR Faz, Inc. Liquigaz is the second largest supplier of LPG in the country and 
accounts for about 30% of the total market volume. According to Cosco, given a strong presence in the LPG 
wholesale business, Liquigaz will provide Cosco Capital the entry point into the downstream LPG retail business. 
 

Financials 

 Sy-owned BDO Unibank, Inc. (BDO) stated that its net income for the first half of 2014 dropped by 22% year-on-year 
to Php11.055 billion from last year’s Php14.172 billion. Nevertheless, core revenues were strong as net interest 
income for the period jumped 24.2% year-on-year to Php24.677 billion, amid a 13.5% year-on-year rise in interest 
income. Meanwhile, total interest expenses fell by 16.3% annually to Php5.964 billion from the previous year’s 
Php7.128 billion. Other operating income declined by 29.6% year-on-year to Php14.285 billion in the first half, as 
trading gains lost 54.5% year-on-year to Php4.006 billion. 
 

Properties 

 Sy-led SM Prime Holdings Inc. (SMPH) grew its net profit in the first half of 2014 by 12% year-on-year to Php9.8 
billion, driven by double-digit growth in rental revenues as the company benefited from new mall openings and the SM 
Megamall expansion. In 2Q14 along, SMPH posted a net profit of Php5.22 billion, a 12% year-on-year increase, 
supported by an 11% rise in consolidated revenues to Php18.08 billion. In 1H14, consolidated revenues were up 7% 
year-on-year to Php33.42 billion. According to SMPH President Hans Sy, the results were very encouraging as growth 
was sustained from the previous quarter. He added that they are looking forward to hitting their key targets for the rest 
of the year. 

 
Mining and Oil 

 Philex Mining Corp.’s (PX) net income for the first half of 2014 fell by over a third due to lower ore grade production 
from its Padcal Mine in Benguet. PX reported a 37% drop in net income to Php600.5 million for the first half of 2014 
from Php954.4 million last year.  Consolidated revenues rose 38% to Php5.782 billion from Php 3.942 billion due to 
higher number of working days this year. However, consolidated costs and expenses grew at a much faster pace of 
63% due to higher cost ore processing. 
 

1-Aug 8-Aug % Change

PSEi 6,894.23 6,880.34 -0.20%

Philippine  Stock Exchange  Index
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Industrial 

 Gokongwei-led Universal Robina Corp. (URC) is looking to raise about Php26 billion through bonds or bank loans to 
finance its acquisition of Griffin’s Foods, Ltd., the leading biscuit and snack food company in New Zealand. According 
to a company executive, recent acquisitions and expansion programs have allowed its parent firm, JG Summit 
Holdings, Inc. to position itself and take advantage of the growing consumer sector in the Philippines. The company is 
still awaiting the approval of New Zealand’s Overseas Investment Office for the acquisition. 

 
Services 

 Philippine Long Distance Telephone Co. (TEL) is looking to invest around 300 million euros, or the equivalent of 
US$400 million, in Rocket Internet GmbH (Rocket) as the German company prepares for an initial public offering. 
Rocket plans to sell shares in the coming months and could seek a valuation of as much as 5 billion euros. 
Meanwhile, Asian investors such as Temasek Holdings, Pte have bought stakes in European companies ahead of 
their IPOs, which raised about US$58 billion in the first half. 

 
 Bloomberry Resorts Corporation’s (BLOOM) Solaire Resort and Casino reported first half gross revenues of Php 

14.16 billion, more than triple of the Php 4.47 billion in revenues posted for the same period last year. It has turned 
around its operations, recording Php 2.3 billion of net earnings for the first half of 2014 from a net loss of Php 1.03 
billion in 2013, its first year of operations. This massive earnings improvement is attributed to the Company’s better 
cost management with expenses growing by only 55%. BLOOM is set to complete the Phase 1A of Solaire in the 
fourth quarter of 2014, which is expected to add 65 VIP gaming tables, 220 slot machines and 312 hotel rooms. 
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Philippine Bond Market  
 
On the local fixed income market, anticipation of monetary tightening pre-
emptive of a similar Fed move led to this. Philippine Bond Market yields for local 
fixed-income government securities increased all along the length of the curve 
this week as the market experienced heavy selling on expectations the BSP 
would hike rates further up given the high inflation figure for July. Inflation 
clocked in at 4.90% last month,the highest since 2011, prompting BSP Governor 
Tetangco to declare the central bank ready to respond if prices breach the high 
end of their full-year target. For the week, yields across the curve gained 6 basis 
points, on average, led by the short-end which climbed by 39 basis points. The 
belly and long-end of the curve, likewise, gained 17 and 11 basis points, 
respectively.    
 
The Bureau of Treasury offered Php20 billion worth of Treasury Bills during an 
auction concluded Monday. Php8 billion worth of 91-day T-bills were fully 
awarded at an average yield of 1.373%. However, the 364-day bills were only 
partially awarded (Php3.66 billion out of Php6 billion offered) at an average yield 
of 1.869%. All bids for the 182-day bills were rejected, as yields would have 
risen to 1.812% had the Bureau of the Treasury accepted them. The 
government received tenders totaling PHP45.77 billion, over twice the amount 
offered. 
 
 
Philippine Peso 
 
Week-on-Week, the Peso depreciated relative to the US Dollar by -0.36 centavos to USD/PHP 44.13 on the back of investors' 
adopting a risk-off policy, given the intensifying tension on the Ukraine-Russian border, as well as the heating rhetoric as both sides 
trade sanctions. Robust US economic data coupled with inflationary pressure in the local market helped cause the Peso's decline 
for the week.  
 

According to the Philippine Statistics Authority, the country’s inflation rose 4.9% year-on-year last July, the fastest pace since 

November of 2011. The uptick was mainly due to an increase in the heavily weighted food and non-alcoholic beverages index. 

There were likewise faster annual hikes seen in the housing, water, electricity, gas and other fuels indices, among others. The July 

figure brings the year-to-date average inflation to 4.3%, still within the BSP’s targeted range of 3-5% for the year. Tapped for 

comment on the July inflation figure, BSP Governor Amando Tetangco, Jr. stated that the central bank would continue to monitor 

developments and calibrate monetary policy, as needed, to help guide inflation expectations and address second round effects that 

may develop. 

 

The Department of Transportation and Communications (DOTC) looks to obtain approval from Malacanang a crucial airport strategy 

before year-end, due to the fact that the Ninoy Aquino International Airport is seen to reach full capacity by 2015. According to 

DOTC spokesman Michael Sagcal, the projections, contained in an infrastructure roadmap for Metro Manila prepared by the Japan 

International Cooperation Agency (Jica) and the National Economic and Development Authority (Neda), would serve as the main 

basis for the presentation. The DOTC is in the process of establishing that Sangley is the final site for the new airport, and a 

feasibility study is being undertaken. 

 

The Philippines’ foreign exchange reserves continued to rise for the fourth consecutive month in July. According to the BSP, the 

country’s gross international reserves (GIR) increased from $80.73 billion in June to $80.95 billion in July, but still lower than the 

$83.17 billion recorded in July last year. This amount of reserves is enough to cover 11 months’ worth of imports of goods and 

payments of services and income. It is also equivalent to 7.7 times the country’s short-term external debt based on original maturity 

and 5.7 times based on residual maturity. The GIR growth was due to higher deposits by the Treasurer of the Philippines (TOP), 

foreign exchange operations of the BSP, and income from the BSP’s investments abroad. 

 

 

 

 

 

 

T enor 1-Aug 8-Aug  Change

1m 1.54 1.68 14

3m 1.53 1.63 10

6m 1.81 1.95 13

1y 2.05 2.07 2

2y 2.95 2.96 1

3y 3.19 3.20 2

4y 3.18 3.22 4

5y 4.03 4.09 6

7y 4.06 4.07 1

10y 4.20 4.24 3

20y 5.26 5.30 4

25y 5.35 5.39 4

Average 6

Peso Yie ld Curve                                        

(PDST-F Reference Rates)
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The week ahead (August 11– August 15)  

 
We expect the local equities market to trade between 6,764 and 7,020 with a downward bias as geopolitical tensions in Ukraine and 
Russia, as well as valuation concerns of the PSEi, weigh on investor sentiment. The release of second quarter corporate earnings 
results will continue and will serve as domestic catalyst. Disappointment in earnings will probably send the market lower while 
positive surprises will cause the equities market to rally. 
 
For the local fixed income market, we expect yields to trade sideways next week as the BTR debt-swap caps yields for securities 10 
years and below. For the long-end, any improvement in the Ukraine-Russia standoff could tempt investors back into resuming a 
risk-on sentiment, bringing yields back down. Our outlook for the USD next week is for it to continue to appreciate vis-a-vis riskier 
currencies such as the Euro on the back of heightening geopolitical tension in Eastern Europe as investors adopt a risk-off attitude 
in favor of safe-haven currencies. The Peso, meanwhile, will likely correct downward after breaching the USD/PHP 44 level this 
week.   


