
 

 

August 29, 2016     
Global Financial Markets  

Global equities and bonds traded sideways with a downward bias as investors cautiously trade ahead of the much awaited 
economic symposium in Jackson Hole this Friday. The US Dollar strengthened slightly relative to the Euro this week 
despite disappointing US industrial and service sector expansion and mixed housing results, mainly on anticipation of 
Fed Chair Janet Yellen's post-Jackson Hole symposium commentary. 
  

Global Equities 
 

It was a relatively quiet week for the 
global financial markets as investors 
stayed on the sidelines ahead of the 
Jackson Hole symposium where Fed 
Chair Janet Yellen will speak and might 
provide guidance regarding the timing 
of the next rate hikes. However, prior to 
the actual conference, several Fed 
governors were quoted sharing their 
own take about the health of the 
economy and the pace of raising 
interest rates. According to San 
Francisco Federal Reserve Bank 
President John Williams, it makes 
sense for the Fed to gradually move 
interest rates since the economy is in a 
good shape with strong labor market 
and inflation that is on track to reach 
their targets. He further cautions 
against the risk of overheating 
economy which would force them to 
reverse their monetary policies all over 
again. Fed Vice Chairman Stanley 
Fischer backed this statement of Mr. 
Williams saying that the central bank is 
close to meeting its targets. 
 
Despite these hawkish comments, the 
market still does not seem to fathom 
the actual timing of the rate hikes. Economic data releases in the US did not help as they remain to be mixed. For instance, sales of 
new homes surged to their highest level in nearly nine years but existing home sales declined. Moreover, both manufacturing and 
services PMI slowed in August. Meanwhile, oil prices remained volatile declining below US$47 per barrel during the week.  
 
European shares, likewise, traded sideways due to the lack of significant catalysts. Economic data that came out during the week 
were also inconclusive with manufacturing index printing at 53.3 while German business sentiment fell. 
 
Asian shares were the worst performer this week due to the volatility in oil prices and the uncertainty towards the outcome of the 
Jackson Hole conference. As the uncertainty towards these two major market movers increases, investors opted to reduce risk 
exposures, dumping Asian shares in favor of safe-havens. 
 
Week-on-week, the MSCI World Index closed at 1,727.30, 0.55% lower WoW. MSCI Asia Pacific ex-Japan fell the most or -0.86% 
to end at 447.09. This was followed by the US markets with Dow Jones Industrial Average which declined 0.80% to 18,448.41 and 
S&P 500 which lost 0.67% to 2,172.47. Lastly, the MSCI Europe edged lower 0.32% to 115.37. 
 
There was a dearth of economic data releases from the US during the week but the few remained inconclusive: 
 

 Chicago Fed National Activity Index, an index that measures the national economic activity, improved 0.27 in July from 

0.05 in June. The reading was also higher than market estimate of 0.20. Production-related indicators rose to 0.23, 

employment-related jumped to 0.09 from 0.05 while sales, orders and inventories category turned to a positive territory at 

0.01. The only negative contributor was the personal consumption and housing category which was at -0.06. The index’s 

three-month moving average also improved to -0.10 from -0.19 in June. 

 In July, new home sales surged to their highest level since 2007. Purchases of new single-family homes soared 12.4% 

month-on-month, so much higher than the -2.4% expected by the economists. On a year-on-year basis, sales rose 31.3%. 

Inventory, meanwhile, fell to an eight-month low at 4.3 months. 

18-Aug-16 25-Aug-16 % Change

MSCI World 1,736.83 1,727.30 -0.55%

MSCI Europe 115.74 115.37 -0.32%

MSCI Asia-Pacific ex-Japan 450.96 447.09 -0.86%

Dow Jones Industrial Average 18,597.70 18,448.41 -0.80%

S&P 500 2,187.02 2,172.47 -0.67%
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 US manufacturing activity slowed during August with Markit’s flash manufacturing purchasing managers’ index falling to 

52.1 from July’s 52.9. Output rose but new work and employment together with inventory reduction dampened the headline 

figure. 

 For the month of July, existing home sales fell by 3.2% on a month-on-month basis, worse than market expectations of -

1.1%. This resulted to a seasonally adjusted annual rate of 5.39 million, the first contraction since February. The National 

Association of Realtors attributed the decline to the rising house prices due to the lack of supply. Supply has being 

declining for the past 14 months bringing the total housing inventory to 2.13 million, 5.8% lower year-on-year. 

 US house prices rose 1.2% in the second quarter compared to the previous quarter. Year-on-year, the increase was more 

dramatic at 5.6%. 

 Durable goods orders grew 4.4% in July compared to June levels. This expansion was higher than market expectations of 

only 3.4% and much better than the -4.2% pace in June. The strong rebound was attributed to the robust demand for 

transportation equipment which rose 10.5%. Meanwhile, new orders for nondefense capital goods, an indicator for 

business investment, grew 1.6% month-on-month. 

 Markit Flash US Services PMI Business Activity Index fell to 50.9 in August, lowest level since February, and worse than 

market estimates of 51.83. The index provider said that this is consistent with the average of 130,000 jobs created monthly 

and that this will lead the Fed to be in no rush to tighten policy.  

 Initial jobless claims for the week ended August 20 continued to decline by 1,000 to a seasonally adjusted 261,000, much 

better than market estimates of 265,000. The four-week moving average fell 1,250 to 264,000. Continuing unemployment 

claims, meanwhile, dipped 30,000 to 2.145 million for the week ended August 13. 

 

Global Bonds 
 
US Treasury prices lost ground as the anxiety over the outcome of 

the Jackson Hole conference surrounded the global bond markets. 

Investors seemed to have focused on the hawkish rhetoric of some 

Fed officials and a number of encouraging economic data points 

amid mixed releases. Several Fed governors said that it is 

appropriate to hike rates soon as the economy has now recovered 

and targets are well within reach. Some of the few data releases 

further supports this view including the continued decline in jobless 

claims and the increase in new home sales. 

 

Week-on-week, US Treasury yields rose by an average of 1.20 bps, led by the two-year benchmark yield which added 8.80 bps and 

the three-month increasing 2.54 bps. 

 

 

Currencies  
 

The US Dollar strengthened slightly relative to the Euro this week despite 

disappointing US industrial and service sector expansion and mixed housing 

results, mainly on anticipation of Fed Chair Janet Yellen's post-Jackson Hole 

symposium commentary. The US Dollar ended last week on a strong note as 

several senior Fed officials opined that the time for another Fed rate increase 

was fast approaching. Across the weekend, the greenback moved sideways 

on listless trading as investors cast their eyes on Fed Chair Janet Yellen's 

post-meeting commentary at the end of the week. On Tuesday, the US Dollar 

continued to strengthen on the back of robust new US home  

sales which climbed 12.4% and 31.3% on a month-on-month and year-on-

year basis, respectively, as of July. However, per Markit, Flash manufacturing 

PMI printed lower at 52.1 for August vs. 52.9 in July and consensus of 52.6. Mid-week, the greenback sustained its winning streak 

as markets brushed aside worse-than-expected US existing home sales for July, which fell -3.2% (vs. expected -1.1% ) as the end 

of the Jackson Hole conference loomed closer. Towards the weekend, the US Dollar broke its upward trend and fell on news that 

the US service sector contracted after Markit reported Flash US Services OMI of 50.9 in August, below consensus of 51.8 and 

July's 51.4. The low print suggests the next likely non-farm payroll result will be 130,000 jobs only. Week-on-Week, the EUR/USD 

pair traded sideways with a slight downward basis, falling 0.33 US Cents, or -0.29%, to close trading at the 1.1290 level. 

 

 

US Treasury Yield Curve

Tenor 18-Aug 25-Aug  +/- bps

3m 0.294 0.320 2.54

6m 0.432 0.447 1.53

2y 0.701 0.789 8.80

5y 1.144 1.109 -3.57

10y 1.559 1.536 -2.37

30y 2.260 2.263 0.29

Currencies 

18-Aug 25-Aug % Change

USD/PHP 46.275 46.350 0.16%

EUR/USD 1.1323 1.1290 -0.29%

GBP/USD 1.3154 1.3197 0.33%

USD/JPY 100.35 100.42 0.07%

AUD/USD 0.7690 0.7617 -0.95%

USD/CHF 0.9583 0.9652 0.72%

EUR/CHF 1.08507 1.08970 0.43%

EUR/JPY 113.62 113.37 -0.22%



 

 

The week ahead (August 29 – September 02) 

 

As the month ends, data on how many jobs were added for the period will once again be the focus of the markets. Another strong 

nonfarm payrolls data will likely cement at least one rate hike for this year, which would probably result to a risk off sentiment. 

However, the US market could be fared as strong labor market could provide boost in business confidence. US Treasuries will likely 

fall if nonfarm payrolls continued to be strong. For next week, expect the EUR/USD pair to trade sideways with a significant chance 

of a downward correction should Janet Yellen's post-Jackson Hole economic symposium commentary prove to be anything but 

dovish. 



 

 

Philippine Financial Markets 

 
The PSEi traded sideways with a slight downward bias this week as investors took profit on the local bourse and reduced 
risk ahead of critical post-Jackson Hole symposium commentary at the end of this week. Local fixed income asset prices 
were barely changed as the domestic market also experienced risk-aversion ahead of the Jackson Hole symposium. The 
Peso traded sideways with a slight upward bias relative to the US Dollar this week as initially hawkish sentiment was 
tempered by mixed US economic data through the week. 

Local Equities  

The PSEi traded sideways with a slight downward bias this week as investors 
took profit on the local bourse and reduced risk ahead of critical post-Jackson 
Hole symposium commentary at the end of this week. Local equities started the 
week on a strong note owing to sector-led outperformance in property names. 
On Tuesday, markets corrected in line with the sharp fall in crude oil prices and 
as markets began to price in post-Jackson Hole commentary with a hawkish 
slant. Mid-week, the stock market fell once again on news that the government 
plans to enact sweeping changes to the current tax regime, which may affect 
certain industries negatively. There was more profit-taking, Thursday, as the 
event of the week drew closer. At the weekend, markets continued to fall in-line 
with slumping crude oil prices and the eve of the much anticipated post-symposium press conference.     
 
Week-on-week, the PSEi lost 85.26 points, or -1.08%, to close at 7,845.49. For the week, foreigners were net sellers at Php3.54 
billion or USD 76.20 million. Year-to-date, net foreign inflows reached Php 52.21 billion or USD 1.13 billion 
 
Holding Firms: 

 Ayala Corp. (PSE ticker: AC) plans to grow the revenues from its automotive business to Php1.0 billion within the next two 

years which would expand the equity earnings contribution of non-listed units to 20% by 2020 which is currently at less than 

10%. This is part of the company’s five-year plan named as “Ayala 2020” which is ultimately to increase net income to Php50 

billion. Together with this, AC intends to expand its footprint in the health-care and education sectors. To achieve their goals, 

they earmarked Php174 billion in capital expenditures for this year alone. 

 Ramon Ang-led San Miguel Corp. (PSE ticker: SMC) and partner Korea Water Resources Corp. (K-Water) will start the 

Php1-billion Angat Dam rehabilitation project by next month. This was after they were able to secure the approval of affected 

indigenous community in the area. Angat Hydropower Corp. (AHC), the company formed to crystallize the partnership of the 

two, signed a memorandum of agreement (MOA) with the Dumagats tribe agreeing to relocate them, and provide for their 

houses and livelihood programs. 

Services: 

 Aboitiz Power Corp.’s (PSE ticker: AP) 150-megawatt (MW) Unit 1 of the 300-MW Davao baseload power plant in Davao will 

undergo a scheduled maintenance starting August 22. According to the company, the maintenance activity is necessary to 

review Unit 1 and to implement some corrective measures as needed. The planned maintenance was originally scheduled to 

start on August 6, but it was moved according to the grid situation. 

 Manila Electric Co. (PSE ticker: MER) targets to build 3.3 million smart meters by 2024. Currently, the company has a 

pending application with the Energy Regulatory Commission (ERC) for the approval of 235,000 smart meters. The said 

meters are intended to allow MER to monitor and quickly respond to network concerns as it would the company to be 

connected directly to the household level unlike the current setup where they only have access to the transformers where a 

number of customers are connected. 

Property: 

 Ayala Land, Inc. (PSE Ticker: ALI) managed to achieve the highest score from Philippine Rating Services Corp. (PhilRatings) 

with a “PRS Aaa” rating in relation to the proposed issuance of fixed-rate bonds worth Php7 billion. In addition, the rating 

given indicates that the bonds are not only in good standard, but also have a little amount of credit risk.  This also represents 

the “extremely strong” capability of the issuer to be able to support its financial obligations. 

 Ayala Land, Inc. (PSE ticker: ALI) will issue Php3 billion Homestarter bonds and Php7 billion of fixed-rate bonds to finance its 

capital expenditures. This is the third tranche of its Php50-billion shelf registration. ALI is targeting to launch projects worth 

Php80 billion to Php100 billion in 2016. Capital expenditure spent so far has reached Php54.76 billion. 

 Andrew Tan-led Megaworld Corp. (PSE ticker: MEG) intends to expand its hotel business through the launch of its third hotel 

brand this year. The said brand will be known as Savoy Hotel which is set to open in Boracay Newcoast by the end of 2016. 

19-Aug 26-Aug % Change

PSEi 7,930.75 7,845.49 -1.08%

Philippine  Stock Exchange  Index



 

 

It will be a 530-room, first-class hotel with a concert pool arena which is overlooking the Sibuyan Sea. Two more Savoy 

Hotels are currently under construction including one in Pasay City and in Lapu-Lapu City, Cebu. 

Industrial: 

 In a disclosure to the Philippine Stock Exchange, Petron Corp. (PCOR) said that it filed an application for shelf registration 

and sale of Php40-billion fixed rate bonds over a three year period. The first tranche amounting to Php15 billion was 

disclosed as well as early as August 8. PhilRatings assigned a “PRS Aaa” rating on the said bond. 

Financials: 

 Ayala-led Bank of the Philippine Islands (PSE ticker: BPI) disclosed that it acquired a 10% stake in Rizal Bank Inc. (RBI) of 

CARD Mutually Reinforcing Institutions (CARD MRI) Banking Group. This was intended to deepen its reach in the 

microfinance space in order to serve the unserved and underserved Filipinos. RBI has a branch network of 67 including 8 

branches and 55 service offices. Total assets stood at Php305.98 million as of end-June while outstanding loans and 

deposits have reached Php956.47 million and Php772.89 million, respectively. 

 

Philippine Bond Market  
 

Local fixed income asset prices were barely changed as the domestic market also 
experienced risk-aversion ahead of the Jackson Hole symposium. Due to the lack 
of domestic catalysts, all eyes are on Janet Yellen, and other central bankers and 
economists as they speak in the said venue. Everyone is contemplating whether 
there will be any indications regarding the timing of the Fed rate hikes. But with 
some strong economic data released recently, a number of investors speculated 
that Yellen’s rhetoric could tilt towards the hawkish side. As such, yields rose 
especially for emerging market asset classes. Meanwhile, several reports came 
out about the tax reforms of the new government which added to the uncertainty in 
the local markets as these reforms may either expand or strain the country’s fiscal 
position. 
 
Yields rose by an average of 1.4 basis points (bps), led by the belly which 
increased by 7.03 bps and the long-end which added 2.95 bps. The short-ent, on 
the other hand, fell 4.68 bps.  
 
 
 
Philippine Peso  
 

The Peso traded sideways with a slight upward bias relative to the US Dollar this week as initially hawkish sentiment was tempered 

by mixed US economic data through the week. The Peso started the week on a soft note after markets priced in hawkish 

commentary from several senior Fed officials that opined that another rate hike was appropriate sooner rather than later. On 

Tuesday, investors bargain hunted on the Peso as they considered the prior weekend's hawkish rhetoric alongside the divisive  

nature of the July FOMC minutes. Mid-week, the Peso traded sideways with a slight downward bias relative to the US Dollar as 

investors took profit on the local currency and reduced risk ahead of the much-anticipated post-Jackson Hole symposium 

commentary. Towards the weekend, the Peso traded sideways with a slight upward bias relative to the US Dollar, tracking regional 

EM currency strength against the greenback. Overnight, poor US existing homes sales likely supported those who believe Janet 

Yellen's post-Jackson Hole symposium comments would have a dovish slant. At the end of the week, the Peso traded flat vis-a-vis 

the greenback, barely weaker as investors stood still, waiting to act once Janet Yellen delivers her comments in a few hours. Week-

on-week, the USD/PHP pair traded sideways with a slight downward bias, falling 0.12 Centavos, or -0.26% to close the week at the 

46.36 level. 

 

 Finance Secretary Carlos G. Dominguez III told reporters that the government is looking to remove the value-added tax 

(VAT) exemptions of senior citizens while lowering personal and corporate income taxes. This is intended to raise more 

revenues that will fund the government’s projects while maintaining an “equitable” tax regime. Further, the Secretary 

assures that VAT exemptions on food, medicine and education will remain as these are highly important to the poor. 

 A new tax bill was filed to the House of Representative, imposing an excise tax on sweetened drinks. House Bill No. 292 

requires a Php10 excise tax, which will increase by 4% every year thereafter effective January 1 ,2017, on sugar-

T enor 19-Aug 26-Aug  Change

1m 1.65 1.62 -3

3m 1.92 1.47 -45

6m 1.92 1.88 -4

1y 1.81 2.15 33

2y 2.21 2.20 -2

3y 3.01 2.92 -8

4y 2.73 2.84 11

5y 2.91 3.11 20

7y 3.18 3.23 5

10y 3.38 3.41 2

20y 3.92 3.99 6

25y 5.25 5.25 0

Average 1.4

Peso Yie ld Curve                                        

(PDST-R2 Reference Rates)



 

 

sweetened beverages per liter of volume capacity. The new tax bill seeks to limit the consumption of sweetened beverages 

to promote a healthier lifestyle. It also aims to offset revenues that will be lost due to the tax reforms. 

 National Treasurer Roberto V. Tan was quoted saying that the share of government debt as a proportion of national 

output, GDP, would consolidate at 43% after 6 years of decline. This will be done through responsible execution of the 

government's plan to raise public spending in line with the new administration's policies to the extent permitted by strict 

fiscal discipline. The target is 3% of GDP, per Mr. Tan. The country's debt-GDP ratio forecast is lower than the 44.8% print 

as of end-2015 and is expected to temper further to 40.86% next year and 35% by the time President Duterte leaves 

office. Outstanding government debt will likely hit 6.2 trillion Pesos by end-2016 (it was already PHP 5.95 trillion as of mid-

year), 3.67% lower than last year. 

 According to the Philippine Statistics Authority (PSA), imports grew 15.4% in June with telecommunication equipment and 

electrical machinery driving the growth. Total imports reached US$6.85 billion compared to last year’s US$5.94 billion. For 

the first half of the year, aggregate imports rose 17.7% from US$32.92 billion to US$38.75 billion. This brings the country’s  

balance of trade in goods to a deficit of US$2.10 billion, higher than last year’s US$576.8 million trade deficit. 

 According to the Bangko Sentral ng Pilipinas (BSP), they will consider gradually reducing the reserve requirement ratio in 

the country once half of the funds parked at the overnight deposit facility (ODF) of Php500 billion are migrated to the term 

deposit facility (TDF). But this would still depend on the liquidity in the financial system. They further noted that they will be 

cautious and gradual given the volatile global economy and financial markets. 

 Data from the Department of Budget and Management (DBM) showed that expenditures rose 34.5% in June, reaching 

Php46.6 billion. This brings the first half tally to Php229 billion, 52.3% higher than the same period last year, but 12% 

below the Php260.8 billion program. The broader capital outlay segment which includes assistance to local governments 

and state corporations likewise surged 47.2% to Php294.6 billion but still fell below the Php328.5 billion. The department 

also noted that most of the infrastructure funds were funneled for road projects, military modernization and education. For 

next year, the Duterte administration has earmarked Php860.65 billion for infrastructure, 13.8% higher than 2016. 

 The current administration expects the new tax revenue package to result in net revenue gain of Php 41 billion, according 

to the data presented by the Department of Finance to the Senate. Based on the data presented, the Php173.8 billion 

revenue loss from lowering income tax rates (individual from 32% to 25%; corporates from 30% to 25%) will be offset by 

the Php 214.8 billion from new revenue and modified revenue measures. Revenue measures include 1) removal of 

exemption from the 12% VAT payment currently granted to senior citizens and persons with disabilities (PWDs), 

rationalization of fiscal incentives and imposition of soda tax. The VAT exemption on the purchase of food, medicine and 

education of senior citizens and PWDs will not be removed. 

 According to the International Monetary Fund (IMF), they are set to raise the Philippines’ GDP growth forecast for 2016 

after the positive surprise in the second quarter. Currently, IMF is expecting the country to grow by only 6% on the back of 

the external headwinds. They also cited their optimism towards the new administration particularly the 10-point reform 

agenda of the President. As such, they think that seven to eight percent GDP growth would be achievable. 

 In the Philippines, cement sales within the first six months of 2016 went up at a rapid pace compared to its average growth 

for the past five years, in line with the current infrastructure boom in the country. Cement Manufacturers Association of the 

Philippines (CeMAP) President Ernesto Ordoñez indicated that cement sales increased by 10.7% to 13.19 million tons 

unlike 11.91 tons in the 1st half of 2015. He also provided that the main factors for its growth is due to the DPWH budget 

increase, private sector confidence in the government which has an influence on the cement use and favorable weather 

conditions.  

 

The week ahead (August 29 – September 02) 

 

For next week, we expect the PSEi to move sideways with a downward bias, should the anticipated commentary have a hawkish 

slant, trading between 7,770 to 7,880. The markets will closely look out for the August nonfarm payrolls data from the US to be 

released next week. Moreover, more clarity regarding the proposed tax reforms will likely drive the trading next week. For next 

week, expect the USD/PHP pair to trade sideways with a slight upward bias should Janet Yellen's post-Jackson Hole economic 

symposium commentary prove to be anything but dovish.  


