
 

September 01, 2014 

Global Financial Markets 
 
Global equities markets ended another week in green amid strong US economic data as well as speculation of continued 
accommodative measures from central banks across the globe. However, gains were capped amid recurring tensions in 
the Ukraine and Russia regions. US Treasury prices also moved higher amid a number of well-received auctions during 
the week. The euro continued to depreciate against its currency peers on weak economic data from the region. 
  
Global Equities 
 

Global equities ended another 
week in the green, driven higher by 
talks of M&A from various 
companies and signaling of 
continued accommodative 
measures from central banks 
across the globe. Sentiment 
soured towards the end of the 
week, however, amid recurring 
concerns over the geopolitical 
tensions in Ukraine and Russia. 
Last Thursday, Russian soldiers, 
tanks and heavy artillery began 
rolling in southeastern Ukraine, 
sending the underequipped 
Ukrainian forces into full retreat.  

Earlier during the week, US 
equities rallied, with the S&P500 
index breaching its all-time high as 
investors cheered a number of 
strong economic data releases. 
Trading volume thinned out on 
Wednesday however, as investors 
remained sidelined ahead of the 
Labor Day weekend.  

Over in Europe, share prices were 
likewise supported as market 
players mulled over the possibility 
of more stimulus measures from 
the European Central Bank.  

Asian shares mostly mirrored gains in Wall Street, though profit-taking was seen towards the end of the week amid the perception 
that stimulus support from Beijing was lacking.  

Week-on-week, the MSCI World index rose 0.14% led by the European region, which climbed 1.05%, and the Asia-Pacific ex-Japan 
region, which increased 0.36%. The Dow Jones Industrial Average index and S&P500 index picked up 0.48% and 0.39%, 
respectively.  

Economic data releases for the week were mostly positive, indicating that US economic recovery is finally becoming more 

sustainable.  

 Data released by the US Commerce Department showed that the country’s economy grew at a seasonally adjusted 
annual rate of 4.2% for the second quarter, beating the market estimate of 3.9% and the 4% initial estimate. 
Consumer spending grew at a 2.5% seasonally adjusted annual rate, contributing 1.69 percentage points to GDP 
growth, unchanged from the initial market estimate. However, non-residential fixed investment was upwardly revised 
to 8.4% from the initial 5.5%. Meanwhile, the drag from foreign trade became smaller to 0.43% instead of the initial 
estimate of 1.66%. Overall, GDP expanded 2.5% year-on-year, up from the 1.9% pace in the first quarter.  

 The number of Americans filing for unemployment benefits inched slightly lower by 1,000 to a seasonally adjusted 
298,000, close to the market estimate of 300,000. Meanwhile, the four-week moving average of claims dropped by 
1,250 to 299,750. Continuing claims, meanwhile, jumped 25,000 to 2.53 million for the week ended August 16. 

 According to the National Association of Realtors, US pending home sales climbed 3.3% month-on-month in July, 
beating the market estimate of 0.5% to a reading of 105.9. This marked an increase in four of the last five months. 
Sales rose in the Northeast, South and West, but fell in the Midwest. 

21-Aug-14 28-Aug-14 % Change

MSCI World 1,741.88 1,744.35 0.14%

MSCI Europe 115.33 116.54 1.05%

MSCI Asia-Pacific ex-Japan 510.34 512.20 0.36%

Dow Jones Industrial Average 17,039.49 17,122.01 0.48%

S&P 500 1,992.37 2,000.12 0.39%

Global Equity Performance
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 New homes sales in the US dropped 2.4% month-on-month last July, compared to the market estimate of a 5.8% 
increase, to a seasonally adjusted annual rate of 412,000. This followed June’s upwardly revised rate of 422,000, and 
translated to a year-on-year gain of 12.3%, coming from last year’s low base. At the current sales pace, the supply of 
new homes in the market would take six months to be depleted. This market the highest reading for the inventory 
measure since October 2011. 

 For the month of July, durable goods orders in the US rose by a seasonally adjusted 22.6% month-on-month, vastly 
outpacing the market estimate of an 8% increase, to US$300 billion. This marked the sharpest rise and the highest 
national level since the orders were tracked in 1992. The improvement was primarily due to strong sales at Boeing, 
which reported signing purchases for a record 324 planes in July. However, not including aircraft and other 
transportation equipment, orders were down 0.8% from June’s upwardly revised 3.0%. 

 According to the US Conference Board, its index of consumer confidence rose to 92.4 in August, beating the market 
estimate of 89.0 and July’s upwardly revised 90.3. The index is now at its highest since October 2007. The present 
situations index jumped to 94.6 from a downwardly revised 87.9 in July. However, consumer expectations for 
economic activity over the next six months dropped to 90.9 from 91.9.  

 The Gfk survey showed that German consumer confidence is expected to decline in September. The index fell to 8.6, 
lower than the market estimate of 9.0. from 8.9 in August. This marked the first decline in consumer climate since 
January of last year. However, the Gfk affirmed that the figure was still “at a rather higher level.” The largest drop was 
in the economic expectations category, which fell by 35.5 points to 10.4, the sharpest monthly decline since the survey 
began in 1980. 
 
 

Global Bonds  
 

US Treasury prices closed mixed as strong economic data releases from 

the US were countered by resurfacing geopolitical tensions in Ukraine and 

Russia. However, prices were somewhat supported by a number of well-

received Treasury auctions during the week. Week-on-week, the 10-year 

US benchmark yield slid 7.07 basis points to close at 2.336%.  

 

On Tuesday, the US Treasury Department’s US$29 billion sale of two-

year notes was met with decent demand. The notes were sold at a yield of 

0.530%, in line with dealers’ expectations. The highlight was the 39.8% 

indirect bidding, which acts as a proxy for demand from foreign investors, 

as it was the highest since March. 

 

Wednesday’s US$35 billion sale of 5-year notes garnered an average yield of 1.646%. Demand reached the highest level since 

March, as the bid-to-cover ratio was recorded at 2.81x. 

 

On Thursday, the US Treasury Department’s sale of 7-year notes met strong demand as a flight-to-safety stance was adopted amid 

resurfacing geopolitical tensions in Ukraine and Russia. The notes were sold at a yield of 2.045%, the lowest since May’s auction.  

 

 

Currencies  

The euro weakened once more relative to its currency peers as market 
players continued to price in downbeat economic data from the region. An 
improvement in housing, GDP and durable goods orders figures from the 
US, and a flight to safe-havens amid renewed concerns for the situation in 
Ukraine, likewise contributed to the strengthening of the greenback and 
the Japanese yen. Week-on-week, the euro lost 0.46% against the US 
Dollar and 0.68% against the Japanese Yen.  

 

 

  

US Treasury Yield Curve

Tenor 21-Aug 28-Aug  +/- bps

3m 0.010 0.025 1.52

6m 0.046 0.046 0.00

2y 0.468 0.500 3.24

5y 1.630 1.632 0.16

10y 2.407 2.336 -7.07

30y 3.188 3.074 -11.40

Currencies 

22-Aug 29-Aug % Change

USD/PHP 43.835 43.710 0.29%

EUR/USD 1.3242 1.3181 -0.46%

GBP/USD 1.6572 1.6585 0.08%

USD/JPY 103.95 103.72 0.22%

AUD/USD 0.9317 0.9347 0.32%

USD/CHF 0.9138 0.9154 -0.17%

EUR/CHF 1.21030 1.20655 0.31%

EUR/JPY 137.64 136.71 0.68%
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The week ahead (September 1 – September 5) 

 

Market movements this week were largely driven by various economic data releases from the US, as well as speculation of 

monetary policy actions from central banks across the globe. For the coming week, we expect global equities markets to trade with 

a downward bias as investors consolidate gains made over the past two weeks. Moreover, escalating tensions in the Ukraine and 

Russia may weigh on sentiment. Ukranian President Petro Poroshenko is set to meet with EU President Herman Van Rompuy this 

Saturday to discuss the resolution to the conflict. However, the geopolitical tensions are far from over. On this basis, US Treasury 

yields may experience downward pressure, and the US Dollar may continue to appreciate against peers. Economic data releases to 

watch out for next week include US manufacturing data, the Fed’s Beige book, and manufacturing PMI figures from China.  
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Philippine Financial Markets 

The local equities market ended the week lower on profit-taking and heightened geopolitical concerns in Ukraine and 
Russia. On the other hand, the local fixed income market rallied on account of foreign participation in the market and 
positive outlook for the same, given the Peso’s likely rise and BSP rate hikes coming soon. Continuously improving 
sentiment on Philippine creditworthiness, and still-uncertain tightening in the US invited flows into our markets, 
supporting the Peso. 
 
 
Local Equities  
    

The local equities market started the week on an upward trend due to 
positive economic data releases in the US but ended the week lower on 
profit-taking and heightened geopolitical concerns in Ukraine and Russia. 
The PSEi continued its ascent in the first few days of the week tracking 
gains made in the Wall Street as positive economic data indicating 
recovery in the US came out. However, the GDP growth of the Philippines, 
although higher than expected at 6.4%, brought about profit-taking among 
local investors. Moreover, the geopolitical situation in Ukraine and Russia 
was again heightened, rationalizing further sell-off. Week-on-week, the 
index lost 82.20 points, or -1.15%, to close at 7,050.89. For the week, 
foreign investors were net buyers at Php8.250 billion. 

 
 

 
Holding Firms 

 GT Capital Holdings Inc. (GTCAP) said through a regulatory filing that it would infuse additional capital to property arm, 
Federal Land. It recently subscribed to Federal Land's 80 billion preferred shares with a par value of Php100 for a total 
subscription price of Php8 billion. GTCAP will use part of the funds it raised through a recent Php12-billion debt sale to 
develop Federal Land's mixed-use developments. 

 Lucio Co-led Cosco Capital Inc. (COSCO) has completed the acquisition of majority stake on Liquigaz Philippines Corp., 
the country's second largest cooking gas supplier. COSCO is spending $80 million for the 90% outstanding shares of 
Liquigaz. The acquisition of Liquigaz is part of COSCO's plan to expand its non-food specialty retail business and is 
expected to grow its revenue and income. Liquigaz is the biggest seller of LPG in Luzon supplying more than 60% of the 
country's total LPG importation. It dominates the wholesale market with 85% of its production sold to refillers and 
distributors. 

 Listed conglomerate Ayala Corp. (AC) is looking to raise Php15 billion in fresh funds via the sale of preferred shares. 
According to AC, its board of directors approved the re-issuance and offering of up to 30 million preferred Class B 
shares at Php500 per share. The shares will have a fixed quarterly dividend rate and are structured as perpetual equity 
securities which have preference in payment of dividends.  

  
Financials 

 Rizal Commercial Banking Corp. (RCBC) started selling its Tier 2 notes pursuant to the BSP's approval last May of up to 
Php10 billion. It intends to raise up to Php3 billion from the sale of the unsecured subordinated notes. The notes will 
bear a coupon rate of 5.375% and will mature on 2024. RCBC will use the funds raised to increase its capital, support 
asset growth and expand long-term funding in accordance to Basel 3. Currently, RCBC has a Basel 3-compliant 
common equity tier 1 ratio of 10.9% and capital adequacy ratio of 13.8%. 

Industrials 

 Aboitiz Power Corp. (AP) stated that it has secured approval for its planned bond issuance, which will raise up to Php10 
billion to fund its working capital. Proceeds will be used to fund the company’s projects including the 400-megawatt 
pulverized coal-fired expansion unit 3 in Pagbilao, Quezon province, and the 68-megawatt Manolo Fortich Hydropower 
Plant in the Bukidnon province, among others.  The transaction’s issue manager and lead underwriter is BPI Capital 
Corp., while its trustee is BPI Asset Management and Trust Group. 
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Services 

 The Civil Aeronautics Board (CAB) approved the request of both Philippine Airlines (PAL) to add flights to Canada and of 
Cebu Pacific to be an official Philippine carrier to Canada. There is a rising interest in flying to Canada due to a rising 
number of Filipino-Canadians who visit the Philippines and of Filipinos moving to Canada. In 2013, more than 47,000 
visitor visas were issued to Filipinos and nearly 30,000 Filipinos became permanent residents of Canada. Moreover, data 
from the Department of Tourism showed that visitors from Canada grew by 12.5%, reaching 28,806 in the first two months 
of the year. Last May, the Philippines and Canada agreed to amend their air service agreement to allow increased 
frequency entitlement from 7 flights a week to 14. 

 Gokongwei-led Cebu Pacific Inc. (CEB) was granted by the Civil Aeronautics Board (CAB) additional flights to five 
international destinations. CEB will be offering additional Manila flights to Singapore, Myanmar, New Zealand and Macau, 
and Cebu flights to Hong Kong. The CAB has also allowed CEB to be an official Philippine carrier to New Zealand, 
Myanmar and Canada. CEB will have 7 flights weekly from Manila to New Zealand and 1,260 entitlements from Manila to 
Singapore. 

 A subsidiary of Ayala-controlled Manila Water Company, Inc. (MWC) is looking to invest almost Php4 billion to improve the 
water and wastewater services in the Clark Freeport Zone in Pampanga. The subsidiary, Clark Water Corp., has pledged 
to invest Php3.93 billion for the duration of its extended concession agreement with Clark Development Corp. (CDC) or 
until 2040. For the first four years of the term, Clark Water looks to spend Php1.06 billion. 

 
Philippine Bond Market  
 
Local fixed income securities had an eventful week as prices of government 
securities rose and fell as foreign buying interest and inflationary concerns 
took turns holding sway. Ultimately for the week, however, buying prevailed as 
expectations that all-but-certain rate hikes would help the Peso strengthen 
which, combined with steadily improving creditworthiness, is positive for the 
short-end and belly of the curve, where buying action took place.  
 
Philippine GS trading was choppy, however, as 2nd-Quarter Philippine GDP of 
6.4% beat consensus of 6.1%, gave substance to BSP Governor Tetangco’s 
warning that inflation for August may breach the upper range of their 3-5% 
target for FY’14E at as high as 5.5%.  
 
As investors sat on the fence waiting for the Philippine output growth figure, 
foreign funds likewise entered our market, particularly the short-end, as they 
parked funds while awaiting the US 2nd Quarter GDP, which also beat 
consensus. Foreign investors eventually bet on a GDP surprise to the upside 
and took profit so as to position for a possible rally in the US on the news of 
decent growth. Local investors also anticipated a more convincing argument 
for raising interest rates in the near future and likewise took profit mid-week. 
 
Yields fell -10.1 basis points, on average, across the length of the curve with the short, belly and long-ends declining -8.23, -16.25 
and -2.33 basis points, respectively,   
 
Philippine Peso 

 
 

The Philippine peso traded sideways this week, appreciating slightly (+0.29%, week-on-week) to close at USD/PHP 43.71 Friday. 
The Peso appreciated vis-à-vis the US Dollar 3 out of 4 days this short trading week as foreign flows coming into both local equity 
and fixed-income markets provided support. Fundamental and structural improvements in the Philippine economy and an attendant 
outlook enticed investors, domestic and foreign alike, to make longer-term Peso denominated bets. 
 
For the month of July, the country’s money supply (M3) grew by 18.3% year-on-year, to Php7.1 trillion. The June 2014- July 2014 
period also rose by 2.5%. The increase in M3 was primarily driven by consistent credit demand in the economy. Domestic claims 
climbed by 13% on the back of strong bank lending growth, with the majority of the total bank loans injected to real estate, renting, 
and business services, wholesale and retail trade, manufacturing, utilities, and financial intermediation. Meanwhile, public sector 
credit fell by 4.1% due to more deposits made by the National Government to the central bank. 
 
In a report by the Department of Finance, the National Government (NG) saw its fiscal deficit narrow to Php1.8 billion, an 
improvement of 97% compared to the same month last year. The reduced deficit was due to higher collection of government 

T enor 22-Aug 29-Aug  Change

1m 1.54 1.44 -10

3m 1.53 1.40 -12

6m 1.94 1.83 -11

1y 2.07 2.07 0

2y 3.18 2.87 -31

3y 3.48 3.16 -32

4y 3.60 3.35 -25

5y 3.97 4.07 9

7y 4.04 4.01 -3

10y 4.36 4.34 -3

20y 5.39 5.39 0

25y 5.40 5.36 -4

Average -10.1

Peso Yie ld Curve                                        

(PDST-F Reference Rates)



 

September 01, 2014 

revenues and lower expenditures. On a year-to-date basis, the NG’s budget deficit reached Php55.7 billion, much better the last 
year’s Php104.5 billion. 
 
The Philippine economy grew 6.4% year-on-year in the second quarter, topping the Bloomberg consensus estimate of 6.1% and 
significantly higher than the downwardly revised 1Q14 growth of 5.6% (previous estimate: +5.7%). On a quarter-on-quarter basis, 
GDP increased by 8.9%, a marked improvement from the 7% decline reported in the previous quarter. Government spending 
growth was either flat of lower. Specifically, consumption spending was flat as government offices took caution in spending in light 
of the corruption charges faced by key government officials. For the same reason, public infrastructure dropped by 12.7%, a 
reversal from last quarter’s +22.3%. Investments likewise contracted by 2.4%, a turnaround from the -9.5% in 1Q. 
 

The week ahead (September 1 - September 5)  

  
We expect the local equities market to trade between 7,040 and 7,176 next week with a downward bias as investors continue to 
book profits and as the geopolitical situation in Ukraine and Russia becomes a concern again. 
 

For the local fixed income market, we expect yields to trade sideways with an upward bias as market players wait out the Phil ippine 
inflation number due out next Friday. Inflation for August will likely beat consensus of 5.0%-5.1% at as high as 5.5% on higher food 
prices and electricity rates.  

We expect the Peso to trade sideways relative to the US Dollar with an upward bias. 

 


