
 

August 18, 2014 

Global Financial Markets 
 
Global equities markets recovered from the prior week’s losses amid perceived easing tensions between Russia and 
Ukraine. US Treasury prices likewise rallied as investors digested weak economic growth figures from Europe, released 
towards the end of the week. Meanwhile, the US Dollar continued to appreciate against its currency peers on robust US 
economic data releases coupled with decelerating growth in the Eurozone. 
  
Global Equities 
 

Global equities recovered from the 
prior week’s losses as geopolitical 
tensions in the Ukraine and Russia 
slowly eased. These abating 
concerns combined with positive 
data on the US jobs market, which 
ultimately served to counter lousy 
GDP growth data from Europe 
later on during the week.  

Euro-zone GDP growth for the 
second quarter came in at 0%, 
quarter-on-quarter, lower than the 
market estimate of a 0.1% 
increase as the zone’s three 
largest economies failed to grow. 
Germany and Italy’s GDP both 
shrank 0.2% quarter-on-quarter, 
while growth in the French 
economy stalled for a second 
straight quarter. 

Meanwhile, Asian shares rallied 
following strong trade surplus data 
from the world’s largest economy. 
Data released last Friday showed 
that China’s trade surplus vaulted 
to a record high in July as export 
growth unexpectedly surged and 
imports dropped. This suggests 
that the mild recovery in the US 
and Europe are helping to sustain 
expansion in the world’s second largest economy. The country’s exports jumped 14.5% year-on-year, data from the Beijing-based 
customs administration showed, stepping right over the Bloomberg median forecast of 7%. Meanwhile, imports declined 1.6%, 
which left the trade surplus at US$47.3 billion, larger than all analyst estimates. These figures followed June’s 7.2% increase in 
exports and 5.5% jump in imports, resulting in a trade surplus of US$31.6 billion. 

Week-on-week, the MSCI World index rose 1.84% led by the Asia-Pacific ex-Japan region which increased 1.54%, and the 
European region, which climbed 1.14%. The Dow Jones Industrial Average index and the S&P500 index gained 1.73% and 1.95%, 
respectively.  

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

may need more time to fully pick up. 

 According to the US Job Openings and Labor Turnover Survey (JOLTs), employers had 4.761 million job openings as 
of the last business day of June, compared to the market estimate of 4.6 million. The figure was higher than the 
downwardly revised 4.577 million in May. Moreover, 2.53 million Americans resigned from their jobs in June, up from 
May’s 2.49 million. Note that Fed Chairwoman Janet Yellen has pointed to the JOLTs report as a key measure to 
assess the health of the jobs.  

 US budget deficit narrowed in July. On a fiscal year-to-date basis, budget deficit totaled US$460.45 billion, down 24% 
year-on-year. This was the smallest since 2008. For the month of July, the US Treasury reported a US$94.59 billion 
deficit, compared to the market estimate of US$96 billion. The figure was down 3% on a yearly basis.  

 According to the National Association of Realtors (NAR), home prices grew 4.4% year-on-year in the second quarter, 
the slowest annual pace since 2012. The NAR stated that median existing single-family-home prices rose on an 

07-Aug-14 14-Aug-14 % Change

MSCI World 1,684.71 1,715.71 1.84%

MSCI Europe 111.86 113.14 1.14%

MSCI Asia-Pacific ex-Japan 500.06 507.77 1.54%

Dow Jones Industrial Average 16,368.27 16,651.80 1.73%

S&P 500 1,909.57 1,946.72 1.95%
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annual basis in 122 of the 173 metropolitan areas tracked, while prices declined in 47 metro areas. Only 19 areas 
showed double-digit increases, a large drop from the increase in 37 cities exhibited in the first quarter. 

 Retail sales in the US slowed in July, essentially unchanged on a monthly basis amid a second month-on-month 
decline in receipts at auto dealers. The July reading was the weakest since January of this year, and lower than the 
market estimate of +0.2%. Not including automobiles, retail sales ticked up 0.1% month-on-month, lower than the 
market estimate of +0.4%. Spending increased at clothing stores, grocery stores and food services, but sales of motor 
vehicles and parts, furniture and department stores all fell.  

 US inventories rose 0.4% in June, meeting the market estimate and matching the increase in May. Excluding autos, 
retail inventories, which go into the calculation of GDP, grew 0.3% after flat-lining in May. This was less that the 
government had assumed in its 2Q GDP estimate report published last month. 
 

Global Bonds 
 

US Treasury prices moved slightly higher during the week as investors 

digested a number of downbeat economic data from both the US and 

Europe. These ultimately offset the improving geopolitical situation in 

Ukraine and Russia. Bond prices were also supported by the US Treasury 

Department’s debt auctions for the week, which mostly met strong 

demand. Week-on-week, the 10-year benchmark yield slipped by 0.99 

basis points to close at 2.402%. 

 

On Tuesday, the US Treasury Department’s US$27 billion three-year note 

auction attracted light but aggressive bidding. The notes were sold at a yield of 0.924%, lower than the market rate at the time of the 

sale. Bid-to-cover ratio was at 3.03x, lower than the 3.37x average seen in similarly-tenored auctions over the past six months.   

 

Wednesday’s US$24 billion 10-year note auction attracted decent demand. The notes were sold at a yield of 2.439%, the lowest 

since June of last year.  

 

The US Treasury Department’s US$16 billion 30-year bond auction on Thursday met strong demand. The bonds were sold at a 

yield of 3.224%, the lowest since May 2013. Direct bidding, which includes bids from US investment firms and pension funds, rose 

to 24.4%, the highest since October 2011. 

 

Currencies  

US Dollar trading was range-bound this week as the greenback 
strengthened relative to the Euro, but slid against the Philippine Peso. 
Easing geopolitical tension in Eastern Europe coupled with optimism on 
the US economy and pessimism on the EU led the USD to rally early to 
mid-week vis-à-vis the Euro, finally capping its ascent on Thursday as 
jobless claims surprised to the upside. The resumption of a risk-on 
attitude toward EM in general and Philippines, in particular, led the Peso 
to climb 1.08% vs. USD, week-on-week, also on account of weak US jobs 
growth and disappointing retail sales. Week on week, the USD gained 
0.35% against the Euro and 0.42% against the Japanese Yen. 
 

The week ahead (August 18 – August 22) 

 

Market movements this week were largely driven by various economic data releases from the US, Europe and China, as well as the 

easing tensions in Russia and Ukraine. For the coming week, we global equities markets to trade with an upward bias on continued 

optimism with regard to the possible resolution of the aforementioned conflict. On this basis, investors could likewise grab the 

chance to take profits on US Treasuries. Economic data releases to watch out for next week include US CPI data for July, housing 

figures and the Conference Board’s Leading indicators index. The US Dollar will probably continue to strengthen against the Euro 

as the ECB gets serious about relaxing monetary policy to combat economic stagnation in its largest economies.  

 

 

 

US Treasury Yield Curve

Tenor 7-Aug 14-Aug  +/- bps

3m 0.020 0.025 0.50

6m 0.041 0.046 0.50

2y 0.429 0.416 -1.27

5y 1.597 1.574 -2.31

10y 2.411 2.402 -0.99

30y 3.224 3.192 -3.22

Currencies 

8-Aug 15-Aug % Change

USD/PHP 44.130 43.660 1.08%

EUR/USD 1.3410 1.3363 -0.35%

GBP/USD 1.6773 1.6687 -0.51%

USD/JPY 102.04 102.47 -0.42%

AUD/USD 0.9275 0.9320 0.49%

USD/CHF 0.9054 0.9068 -0.15%

EUR/CHF 1.21430 1.21174 0.21%

EUR/JPY 136.83 136.93 -0.07%
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Philippine Financial Markets 

The local equities market ended higher for the week as the companies released mixed earnings results for the first half of 
the year. The local fixed income market, meanwhile, stumbled on continued anticipation of further tightening with yields 
gaining an average of 4 basis points across the curve for the week. Meanwhile the resumption of risk-on sentiment among 
foreigners following poor US retail sales and employment data prompted buying of emerging market assets such as the 
Philippine peso. 
 

Local Equities  
    
The local equities market rallied as companies reported earnings for the first 
half of the year that were mostly in line with consensus estimates. The few 
companies that surprised the market with higher-than-expected financial 
performance were partially offset by some companies that reported 
disappointing earnings, particularly from the consumer sector. Moreover, the 
MSCI Philippines Index rebalancing made Philippine Long Distance Telephone 
Co. (TEL), an index heavyweight, to rally, driving the PSEi up. Week-on-week, 
the index gained 128.17 points, or +1.86%, to close at 7,008.51. For the week, 
foreign investors were net buyers at Php3.81 billion. 

 
 

Conglomerates 
  

 Metro Pacific Investments Corp. (MPIC) reported double-digit growth in consolidated core profit for the first semester of 2014. 
It grew by 18% from Php3.9 billion in the first half of 2013 to Php4.6 billion this year. Its water utility subsidiary, Maynilad 
Water Services Inc., accounted for Php2.2 billion, or 41% of total net operating income, its power distribution arm, Manila 
Electric Corp. (Meralco) contributed Php1.8 billion, or 33%, Metro Pacific Tollways Corp. (MPTC) added Php1.1 billion or 
21%, and the hospital group delivered Php294 million, or 5%. According to its chairman, Manuel V. Pangilinan, MPIC’s core 
earnings for the full year 2014 is expected to grow by 11%. 

  
Financials 

 According to a disclosure to the PSE, Security Bank Corp. (SECB) grew its first semester profit by 115% year-on-year to 
Php3.61 billion. This translated to an RoE of 17.2% and an RoA of 1.9%. Earnings were mainly driven by sustained growth in 
the bank’s core businesses, with the loan portfolio growing 30% annually to Php173 billion, investment securities expanding 
106% to Php111 billion, and deposits jumping 22% to Php218 billion. The bank’s total assets posted a 31% year-on-year 
increase to Php385 billion. 
 

 Philippine National Bank (PNB) reported a 40.57% year-on-year decline for the first semester of 2014, mainly driven by a 
slowdown in trading gains. PNB's net interest income amounted to Php84 billion, up 40% from last year's level. Loans, 
however, were only up by 2% year-on-year to Php279.5 billion. Net interest margin for the period was at 3.1%. Meanwhile, 
fee-based and other income fell by Php2.8 billion to Php4.5 billion for the first half as trading and foreign exchange gains 
declined by Php3.3 billion and Php200 million, respectively. This was partially offset by miscellaneous income, which grew 
Php800 million. 

  
Properties 

 Listed developer Filinvest Land Inc. (FLI) posted a net profit of Php2 billion for the first half of the year, up 15% year-on-year 
as property development and leasing businesses expanded. According to FLI, core revenues grew 26% annually to Php7.18 
billion. Real estate revenues were higher by 30% annually to Php6.13 billion compared to last year on the back of robust 
sales across its horizontal housing, medium-rise and high-rise building projects. Meanwhile, revenues from rental assets rose 
7% to Php1.05 billion as the company booked additional revenues from new office buildings “Filinvest One” and “Plaz@ E” at 
Northgate Cyberzone located in Filinvest City in Alabang. 
 

 Ayala Group's property arm, Ayala Land Inc. (ALI) posted an impressive double-digit growth in net income for the first half of 
the year as a result of its geographical expansion and product diversification. ALI reported net earnings of Php7.1 billion for 
the first half of 2014, 25% higher than Php5.6 billion recorded in the same period last year. Revenues rose 26% from 
Php36.6 billion last year to Php46.2 billion this year. All business segments contributed to the robust growth with property 
development growing by 31%, commercial leasing by 22% and services by 39%. ALI also proved to have a resilient 
residential business, posting 11% growth in presales despite the BSP's credit tightening measures to the real estate sector. 
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Industrials 

 San Miguel Corp.’s (SMC) food subsidiary, Purefoods (PF), reported net income of Php1.7 billion for the first half of 2014, 
5.56% lower than Php1.8 billion posted for the same period last year. This was true despite the increase in consolidated 
revenues by 4% from Php47.08 billion to Php49.2 billion. Revenues from feeds, poultry, meats and flour businesses rose on 
the back of higher volumes due to strong retail outlet sales and higher demand for customized flour, premixes and specialty 
flours. 
  
Services 

 Gokongwei-led Cebu Air Inc. (CEB) reported triple-digit net profit growth in the first half of the year on the back of higher 
passenger and cargo revenue. CEB’s net income reached Php3.18 billion in the first semester of 2014, 124.7% higher than 
Php1.414 billion posted in the same period last year. Top line revenue grew 23% to Php26.72 billion from Php21.73 billion 
last year. Passenger volume rose by 13.8% to 8.5 million because of increased number of flights, which was made possible 
by the addition of 8 more airplanes. Cargo revenue also surged by 17.3% to Php1.437 billion from Php1.226 billion last year. 
Because of a stronger peso, CEB posted a net foreign exchange gain of Php717.775 million. 

 
 
 
 
Philippine Bond Market  
 
On the local fixed income market, prices of government securities slipped for 
majority of the week as rhetoric from the BSP signaled further tightening causing 
alternative selling and fence-sitting. The Treasury’s upcoming debt-swap 
generated some buying interest in the short-end as investors sought yields of 4% 
or higher on the 2024’s. At the end of the week, foreigners rejoined the market in 
buying up longer-end papers in search of yield. For the week, yields across the 
curve gained 4 basis points, on average, led by the belly and long-end which 
climbed by 9.58 and 10.05 basis points, respectively. The short-end of the curve 
meanwhile, declined by -7.45 basis points. 
 
The Treasury offered, this week, at least 60 billion pesos worth of bonds due 
2024, in exchange for notes of shorter tenor to delay maturities and reduce 
refinancing risks. The offer expires today and exchanged bonds will pay a 
minimum coupon of 4 percent with final pricing scheduled on August 19th.  
 
 
 
 
Philippine Peso 
 
The Philippine peso appreciated this week to its highest since May, gaining 1.1%, week-on-week, to close Friday at USD/PHP 
43.67. Mounting anticipation of further BSP tightening continues to be the reason. 

 
According to the Chamber of Automotive Manufacturers of the Philippines, Inc. (CAMPI) and the Truck Manufacturers Association 
(TMA), vehicle sales for the month of July surged 32.1% year-on-year to 20,730 units, mainly due to aggressive product launches 
and extensive marketing support. Bulk of the sales originated from commercial vehicles, which grew 16.6% to 12,391 units. 
Meanwhile, passenger car sales jumped 64.6% to 8,339 units. 
 

For the month of June, the country’s manufacturing output, as reported by the Philippine Statistics Authority (PSA) using the 
Volume of Production index (VoPI) rose by 13.3% year-on-year, higher than the 8.9% rise in the same month last year. The VoPI 
had posted gains of 13.4% and 12.2% in May and April this year. According to the PSA, significant expansion in factory output was 
seen in 10 sectors led by printing, which posted an increase of 153.8%. Other sectors which posted double-digit increases included 
leather products, fabricated metal products, machinery except electrical, furniture and fixtures, basic metals and transport 
equipment. 
 
The government released Php46.323 billion in June to support operation of several state agencies, 563.84% higher from the 
Php6.978 billion allotted for the same month in 2013. The largest share of subsidies went to the Philippine Health Insurance Corp., 
with Php35.3 billion in allocations, followed by the National Housing Authority with Php6.97 billion. June’s figure has brought the 
year-to-date total of subsidies to government-owned and –controlled corporations to Php49.54 billion, up 274.85% from Php13.216 
billion in 1H2013. 
 

T enor 8-Aug 15-Aug  Change

1m 1.68 1.53 -15.00

3m 1.63 1.52 -10.63

6m 1.95 1.93 -1.87

1y 2.07 2.04 -2.29

2y 2.96 3.02 6.25

3y 3.20 3.28 7.29

4y 3.22 3.36 14.37

5y 4.09 4.31 22.08

7y 4.07 4.05 -2.08

10y 4.24 4.33 9.17

20y 5.30 5.44 13.75

25y 5.39 5.46 7.24

Average 4.02

Peso Yie ld Curve                                          
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The week ahead (August 18– August 22)  

 
We expect the local equities market to trade between 6,950 and 7,100 next week, with a downward bias amid profit taking by 
investors and negative sentiment due to disappointing earnings by some companies. The PSEi was mostly up this week, breaching 
the 7,000 level and reaching its 14-month high. In line with this, we expect investors to book profits next week, pulling the composite 
index down. Moreover, disappointment in earnings by some companies particularly in the consumer sector may bring about 
negative sentiment on the market.  

For the local fixed income market, much depends on next Tuesday’s pricing for the 10-Year ROP’s. Should the Treasury price them 
higher than the minimum 4% coupon, similarly tenored papers in the secondary market will likely be sold down, equalizing the yield 
with the new issues in the process. Further, with US monthly inflation figures up for release next week, the upward bias continues to 
be to the detriment of bonds. 


