
 

September 08, 2014 

Global Financial Markets 
 
Global equities markets continued its ascent led by the European region following ECB’s decision to reduce further its 
policy rates and introduce new measures to support economic growth in the region. US Treasury prices fell amid a 
number of positive data releases from the US during the week. The euro continued to depreciate against its currency 
peers on stimulus measure from the ECB. 
  
Global Equities 
 

Global equities 
sustained their weekly 
rally for a fourth straight 
week following the 
European Central 
Bank’s (ECB) decision 
to introduce additional 
stimulus in the region 
and on largely solid 
economic data releases 
in the US. Despite 
upbeat economic 
outlook, US equities 
were flat amid huge 
losses in energy and 
mining and oil shares, 
which are heavily 
battered by wavering oil 
prices.   

Following ECB 
President Draghi’s 
dovish comments 
during the Jackson 
Hole meeting, the ECB 
delivered a cut of its 
policy rate, bringing it to 
a new record-low, and 
launched two new 
asset-purchase 
programs for asset-
backed securities and 
covered bonds issued 
by Euro-zone banks. 
The stimulus measures 
came as a surprise, prompted by very low inflation data which implies that the area’s recovery may be losing momentum. The 
ECB’s benchmark main refinancing rate was cut by 10 basis points from 0.15% to 0.05% while deposit rate was decreased from -
0.10% to -0.20%. The new programs will be launched next month with the specific details to be discussed in the ECB’s next 
meeting scheduled on October 2.  

Over in US, concerns on falling oil prices weighed on energy and mining and oil shares, reversing the gains from optimism over the 
country’s economic recovery and euphoria over the monetary policy easing from the ECB. Oil prices decline during the week a 
stronger U.S. currency weighed on the dollar-denominated commodity and U.S. oil supplies fell less than expected. Moreover, 
some investors erred on the side of caution amid hefty valuations.  

Meanwhile, Asian shares see-sawed during the week, starting off in the red, following manufacturing data release in China that 
showed the sector lost its momentum. Sentiment was lifted mid-week following the release of better-than-expected 2Q GDP in India 
and amid strengthening Chinese service sector.   

Week-on-week, the MSCI World index rose 0.24% led by the European region, which climbed 2.29%, and the Asia-Pacific ex-Japan 
region, which increased 0.63%. The Dow Jones Industrial Average index and S&P500 index were barely changed, posting  a 
change of -0.01% and 0.20%, respectively.  

Solid economic data releases came out from the US, reflecting the economic recovery is on track. On the other hand, concerns of 

the ECB of a slowing growth in the region were validated by the past week’s data releases.   

28-Aug-14 04-Sep-14 % Change

MSCI World 1,744.35 1,748.59 0.24%

MSCI Europe 116.54 119.21 2.29%

MSCI Asia-Pacific ex-Japan 512.20 515.41 0.63%

Dow Jones Industrial Average 17,079.57 17,078.28 -0.01%

S&P 500 1,996.74 2,000.72 0.20%

Global Equity Performance
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 Manufacturing activity in the US continued to gain momentum. The Institute for Supply Management’s manufacturing 
purchasing managers’ index rose to 59.0 in August, which marked its highest level since March 2011. The print came 
higher than estimate of 57.0 and the previous month’s 57.1. A similar gauge reported by Markit likewise reflected 
strength in the manufacturing sector. Markit’s final August US Manufacturing Purchasing Managers’ Index rose at its 
fastest pace since April 2010. Their PMI for manufacturing printed at 57.9 from 55.8 in July.  

 The construction sector meanwhile rebounded strongly in July. Construction spending grew 1.8% to an annual rate of 
US$981.31 billion, the highest level since December 2008, from a downwardly revised decline of 0.9% in June. The 
1.8% gain was the largest since May 2012 and reflected gains across all categories, with the exception of federal 
government. 

 According to the Federal Reserve’s Beige Book, the US economy expanded at a modest to moderate pace over the 
past six weeks. Recent positive data releases corroborate to the findings cited in the Beige Book, however, the 
outlook is more tempered than what the data shows. While that data show manufacturing, job growth and the housing 
market all picking up momentum lately, the Beige Book describes activity in those sectors as modest, moderate or 
mixed. Consumer spending expanded at a "slight to moderate" pace while the manufacturing picture was mixed. Auto 
sales remained a bright spot while tourism accelerated across the country. 

 Factory orders jumped by 10.5% in July, following a 1.5% gain in June. The print came in slightly lower than the 11% 
consensus forecast. Orders for transportation equipment soared a record 74.1% in July, reflecting outsized civilian 
aircraft orders received by Boeing that was flagged in the durable goods orders report published last week. Auto 
orders rose 7.3%, the largest increase since March 2011, and capital goods orders surged a record 52.5%. But orders 
for primary metals, machinery, computers and electrical equipment, appliances and components fell. 

 The U.S. non-manufacturing sector expanded at a faster rate than expected in August. The Institute for Supply 
Management’s services PMI jumped to 59.6 from 58.7 in July. The new orders index slowed to 63.8 from 64.9 in July 
which was the highest reading since August 2005. The business activity/production index rose to 65.0, marking the 
highest level since December 2004. 

 U.S. businesses slowed their pace of hiring in August. According to the national employment report compiled by 
payroll processor Automatic Data Processing Inc., private payrolls increased 204,000 jobs, lower than the estimate of 
220k and registering its weakest level since March. Broken down, firms employing between 1-49 workers added 
78,000 new workers. Medium-size businesses with payrolls of 50-499 workers increased payrolls by 75,000. Large 
firms, businesses with 500 or more employees, hired 52,000. Service-sector payrolls increased 164,000. The factory 
sector added 23,000. Construction payrolls increased 15,000.  

 In response to the deteriorating economic outlook in recent months, the ECB staff GDP projections were lowered for 
2014-15 (though only by 0.1%each year), but raised slightly for 2016. The inflation projections were likewise lowered 
marginally by 0.1% for 2014, but otherwise remained unchanged for the next two years, signaling confidence that the 
June measures would halt a further decline in inflation going forward. 

 Euro-zone business grew at the slowest rate this year in August and retail sales plummeted in July as escalating 
tension between Russia and Ukraine subdued spending and investment. Markit's Composite Purchasing Managers' 
Index (PMI) fell to an eight-month low of 52.5, well below July's 53.8.  
 

Global Bonds  
 

US Treasury prices tumbled as investors surmised that the raft of positive 

data releases during the week would move the Federal Reserve to hike 

interest rates sooner than later. Week-on-week, the 10-year US 

benchmark yield inched up 11.36 basis points to close at 2.450%, while 

the 30-year benchmark tenor rose the most by 13.46 basis points to finish 

at 3.209%.   

 

 

 

Currencies  

The euro suffered its largest weekly decline for the year as the 
confluence of a stronger dollar and soft demand for Euro assets hit the 
currency. Mostly upbeat data releases from the region came out this 
week, signaling that the US economy has gained momentum. 
Meanwhile, the ECB more than delivered with its promise to “do 
anything it takes” to support the economy. Week-on-week, the euro lost 
1.43% against the US Dollar and 1.47% against the Swiss franc.  

 

 

US Treasury Yield Curve

Tenor 28-Aug 4-Sep  +/- bps

3m 0.025 0.020 -0.50

6m 0.046 0.046 0.00

2y 0.500 0.532 3.17

5y 1.632 1.712 8.05

10y 2.336 2.450 11.36

30y 3.074 3.209 13.46

Currencies 

29-Aug 5-Sep % Change

USD/PHP 43.590 43.660 -0.16%

EUR/USD 1.3132 1.2944 -1.43%

GBP/USD 1.6598 1.6315 -1.71%

USD/JPY 104.09 105.24 -1.09%

AUD/USD 0.9339 0.9354 0.16%

USD/CHF 0.9182 0.9319 -1.47%

EUR/CHF 1.20620 1.20624 0.00%

EUR/JPY 136.69 136.22 0.35%
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The week ahead (September 8 – September 12) 

 

All eyes will be on the non-farm payroll and unemployment rate release on Friday. Data is widely expected to prove that the labor 

market is gaining momentum. Should the data surprise to the upside, markets will further speculate that the Federal Reserve in its 

upcoming meeting concluding on September 17. Leading to the meeting, investors will stay on the sidelines, with movements in the 

market driven by data releases and speeches from the members of the Federal Open Market Committee. European equities, 

meanwhile, will continue to trend higher on the back of the spillover from the previous week’s stimulus measure announcement. 

Meanwhile, the shared currency euro will further lose ground as demand for the region’s assets dampen following ECB’s actions.   
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Philippine Financial Markets 

The local equities market ended the week higher due to positive developments in the economy including the lower-than-
expected August inflation rate and rating and outlook upgrades during the week. On the other hand, local fixed income 
securities traded sideways for most of the week as market players stayed on the sidelines, anticipating a higher-than-
expected inflation figure to come out at the end of the week. 
 
 
Local Equities  
 
 The local equities market started the week on an upward trend due to 
bargain-hunting after the profit-taking last week, and ended the week higher, 
even breaching the 7,200-level due to positive investor sentiment from events 
such as the credit rating and full-year growth upgrades, increased global 
competitiveness, and favourable August inflation results, as well as strong 
US manufacturing results. There was profit-taking prior to the release of 
inflation data, leading to temporary decreases in index level, but the market 
closed at its highest level during the year of  Week-on-week after the steady 
inflation result was announced, to close at 7,263.58, gaining 202.69 points, or 
+3.02%. For the week, foreign investors were net sellers at Php711.96 
million. 
 
 

Industrial 

 First Philippine Holdings Corp. (FPH) received board approval to join a consortium to bid for the Php24.4 billion Bulacan 
bulk water supply project. The project will be auctioned off by the Metropolitan Waterworks and Sewerage System 
(MWSS) under the public-private partnership (PPP) framework. The Lopez group’s construction and engineering arm 
First Balfour Inc. was among the 15 prospective bidders that earlier submitted prequalification documents from the 
MWSS. The bulk water project aims to reduce dependence on groundwater extraction and deep wells by addressing the 
water supply requirements of municipalities in Bulacan. 

 D&L Industries, Inc. (DNL) plans to acquire the remaining 65.3% stake in Chemrez Technologies, Inc. (COAT) for 
Php5.1 billion. The tender offer price is at Php6.00 per share, representing a 24% premium over COAT’s 60-day 
average price. The tender offer period shall start on September 4, 2014 and end on October 3, 2014. DNL claims that 
the stock market mispricing of Chemrez from lackluster trading volume presents an opportunity to achieve their goal of 
reaching a billion-dollar market cap. DNL will fully own COAT upon completion of the transaction.  

 Aboitiz Power Corporation (AP) completed the offering of its Php10 billion fixed rate retail bonds which were issued in 
two series: the 5.205%, Series A bonds due on 2021 and the 6.100%, Series B bonds due on 2026. There was an 
oversubscription of 2.4x in the order books, leading to the exercise of the over-subscription option. The offer period for 
the said bonds was from August 29, 2014 to September 3, 2014. The Aboitiz Group is spending Php88 billion this year, 
mostly for its power generation projects.  

 Services 
 

 Globe Telecom, Inc. (GLO) has partnered with six international telecommunication firms to undertake a $250 million 
undersea cable system that will directly connect Southeast Asia and the United States (SEA-US). GLO earmarked 
around $80 million for the said cable system, which is expected to be completed in the last quarter of 2016. The project 
aims to meet growing bandwidth needs and increase options for companies to connect to the US. 

 Globe Telecom, Inc. (GLO) plans to roll out high-speed broadband Internet to encourage more data usage from its 
subscribers by 2015. The LTE-CA (Carrier Aggregation) and LTE eMBMS (enhanced Multimedia Broadcast and 
Multicast Service) or LTE Broadcast, the latest long-term evolution (LTE) technologies, will enable the company to stay 
ahead of its customers’ data requirements given the increasing use of bandwidth-intensive applications. Globe 
earmarked up to Php9 billion for the roll out of its LTE network nationwide. The company plans to deploy an additional 
4,000 TDD-LTE stations until next year. As of current, Globe has a total of 24,216 base stations, with over 8,700 for 4G. 

Property 

 SM Prime Holdings, Inc. (SMPH) increased its retail bond issue from an initial size of Php15 billion to Php20 billion due 
to strong demand from retail and institutional investors. The offering was issued last August 13 to 22, consisting of the 

29-Aug 5-Sep % Change

PSEi 7,050.89 7,263.58 3.02%

Philippine  Stock Exchange  Index
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5.1000% Series A bonds due 2020, 5.2006% Series B bonds maturing on 2021, and 5.7417% Series C bonds due 
2024. The issues were rated PRS Aaa by the Philippine Rating Services Corp. (PhilRatings). 

 VLL International, Inc., a wholly-owned subsidiary of Vista Land & Lifescapes, Inc. (VLL), will issue additional dollar debt 
to partly finance capital expenditures. The issue will form a single series with its April 29 7.45%, $225 million senior 
guaranteed notes due 2019 notes, although no specific issue size was disclosed. 

 SM Land, Inc. plans to merge its reclamation projects in both Pasay City and Parañaque City to develop a 600-hectare 
central business district (CBD). The planned project is worth more than Php100 billion and aims to "build a future city". 
SM Land has contracted Aecom Technology Corp, an international engineering firm, to draft a master plan within the 
next three to six months. Meanwhile, the reclamation work is expected to take three to five years to complete. In 
addition, SM Land said that the cities will still need to get approval and endorsement from Philippine Reclamation 
Authority (PRA) and National Economic and Development Authority (NEDA). 

 
Philippine Bond Market  
 
 Local fixed income securities traded sideways for most of the week as market 
players stayed on the sidelines, anticipating a higher-than-expected inflation 
figure to come out at the end of the week. This is due to BSP Governor 
Tetangco’s warning that inflation for August may come in at 5.5%, breaching 
the upper range of their 3.0 to 5.0% target for FY’14E. Ultimately selling 
prevailed as market players took on a defensive position ahead of the release 
of the August headline inflation figures.  
 
The Bureau of the Treasury successfully conducted a Treasury bill auction that 
concluded at the start of the week. Php8 billion worth of 91-day T-bills were 
fully awarded at an average yield of 1.244%. Likewise, the 182-day and 364-
day T-bills worth Php6 billion each were also fully awarded at an average rate 
of 1.650% and 1.864% respectively. The government received tenders totaling 
Php63.83 billion over thrice the amount offered. As a result, the short end of 
the curve went down as the belly and long-end moved upwards due to the thin 
volume of trades.  
 
As the week came to a close, inflation figures came in at 4.9%, just below the 
5.0% market consensus. With the actual CPI figure only marginally lower, 
market players mostly shrugged off the data and focused their attention to next 
week’s BSP monetary board meeting. 
 
Yields increased by an average of 12.6 basis points across the length of the curve with the short, belly and long-ends going up by 
10.36, 20.54 and 2.39 basis points, respectively,   
 
Philippine Peso 
 
 

The Philippine peso traded sideways this week, appreciating slightly (-0.25%, week-on-week) to close at USD/PHP 43.66 Friday. 
The Peso depreciated vis-à-vis the US Dollar 4 out of 5 days this week as the US dollar strengthened, driven by a string of positive 
economic releases in the US.  
 
Data from the Department of Finance showed a 28% decline in the government’s first half debt payments from Php316.38 billion to 
Php227.51 billion. Total interest payments increased by 1.6% to Php159.74 billion due to higher amount (Php109.05 billion or 1.7% 
higher) paid to local lenders, while amortization settlements declined by 57% to Php67.77 billion during the first six months of the 
year.  
 
Moody's Analytics raised its 2014 full-year Philippine GDP growth forecast from 5.8% to 6.2% due to the better-than-expected 2Q 
GDP growth print of 6.4%, driven by exports and solid consumer demand. Moody's warned, however, that given the tightened 
monetary policy, continued government under spending may slow the expansion next year, which may cause GDP to decelerate to 
5.5% in 2015. 
 
Philippine headline inflation for the month of August remained steady at 4.9%, falling below market estimates of 5.0%, and within 
the government’s 3.0%-5.0% target. According to the Philippine Statistics Authority (PSA), advances on food and utilities offset the 
slowdown on transportation and restaurant indices. Core inflation, which excludes volatile items such as, food and energy increased 
to 3.4% from 3.0% last month.  
 

T enor 29-Aug 5-Sep  Change

1m 1.44 1.66 22

3m 1.40 1.54 14

6m 1.83 1.90 7

1y 2.07 2.06 -1

2y 2.87 3.10 24

3y 3.16 3.49 33

4y 3.35 3.60 25

5y 4.07 4.23 16

7y 4.01 4.06 5

10y 4.34 4.39 6

20y 5.39 5.38 -1

25y 5.36 5.38 2

Average 12.6

Peso Yie ld Curve                                        

(PDST-F Reference Rates)
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The week ahead (September 8 - September 12)  
  
We expect the local equities market to pullback next week due to profit-taking as well as the expectation of a 25-basis-point SDA 
rate hike during the BSP Monetary Board meeting on September 11. We expect the index to trade within a range of 7,165 to 7,224, 
with a slight downward bias. 
 

For the local fixed income market, we expect yields to trade sideways with an upward bias as market players wait out the monetary 
board meeting of the BSP. As the August inflation figure was below than expected, market players will turn their focus to the BSP 
and see if they will push through with a 25 basis point hike in key policy rates or not this month.  

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

 

 
 


