
 

September 12, 2016     
Global Financial Markets  

Global equities ended mostly higher as investor sentiment was boosted by generally disappointing US jobs data during 
August, which made prospects of a Fed rate hike in the near term less likely.  Yields of most tenors of US Treasuries rose 
during this shortened week despite disappointing data releases and as investors await the ECB meeting. The US Dollar 
weakened markedly relative to the Euro this week as investors price in a lower probability of a September hike as a result 
of the weakness in the US services sector coming to light. 
  
Global Equities 
 

Global equities traded higher during the 
week as market sentiment improved 
following the disappointing August non-
farm payroll figure last weekend (+151k 
vs. mkt. est. of 180k, and prior month’s 
upwardly-revised 275k). Prospects for a 
Fed rate normalization faster than what 
the market anticipates grew even dimmer 
as the Institute for Supply Management’s 
(ISM) non-manufacturing index fell to to 
51.4 (vs. mkt est: 54.9) from 55.5 in July, 
along with more indicators for US labor 
market (Conference Board Employment 
Trends index and Federal Reserve's 
labor market conditions) falling also in 
August. These slews of negative news, 
however, were offset by the very strong 
job openings data, which reached 
5.871Mn (vs. mkt. est. of 5.63Mn). The 
mixed results left investors perplexed 
about the direction of the Fed’s policy 
moves. As such, the probability of a rate 
hike in September as implied by the Fed 
Funds Futures fell back to 28% from 34% 
the prior week, while the probability of 
December rate hike shrank from 59.8% 
to 58.5% this week.  
 
Meanwhile, European shares managed to sustain its rally despite weakness in Germany’s services PMI and industrial performance, 
as markets placed higher weight on the weak jobs data in the US, as well as anticipation of more stimulus from the ECB. During the 
week, UK services PMI saw its highest MoM gain in two decades, leading to some market observers increasing the chance of UK 
avoiding a recession in the short run. Meanwhile, Euro area’s services PMI was pulled down by Germany, but these were not 
enough to pull down sentiment. The disappointing NFP print led to strong European stock performance during the start of the 
calendar week, enough to maintain its week-on-week gains despite the lack of additional stimulus from the ECB.  
 
Asian shares generally rallied during the week after the disappointing jobs data lowered expectations of a Fed rate hike soon, 
although foreign investors rotated funds from top performing markets like Thailand’s SET Index (20% return as of end-August) and 
PSEi (12% return as of end-August) to other equity markets like Hong Kong, China and India.  
 
Week-on-week, the MSCI World Index closed at 1,744.44, 1.21% higher WoW. MSCI Asia Pacific ex-Japan gained the most, by 
+3.19%, and ended at 457.75. MSCI Europe managed to maintain its gains despite the ECB disappointment, rising by 1.65% to 
117.81. US markets were generally flat with the Dow Jones Industrial Average inching up 0.33% to 18,479.91 and S&P 500 
climbing 0.48% to 2,181.30.  
 
US economic data released last week, especially the jobs data, were mostly mixed, but most of the releases were negative. 
 

 US consumer spending rose for the fourth consecutive month during July. Personal consumption grew 0.3% month-on-

month (MoM), in-line with market expectations. This was driven by the increase in real spending on motor vehicles and 

services. Personal incomes, likewise, expanded by 0.4% while personal saving rate surged 5.7%. Nonetheless, the 

personal-consumption expenditures (PCE) index, the Fed’s preferred inflation measure, was unchanged MoM but rose 

only 0.8% year-on-year. 

 The United States reported slightly disappointing Non-Farm Payroll (NFP) print for August. Non-farm payrolls rose 151 K, 

below expectations at around 180 K and previous month's 275 K (revised). Unemployment rate was unchanged at 

01-Sep-16 08-Sep-16 % Change

MSCI World 1,723.55 1,744.44 1.21%

MSCI Europe 115.90 117.81 1.65%

MSCI Asia-Pacific ex-Japan 443.60 457.75 3.19%

Dow Jones Industrial Average 18,419.30 18,479.91 0.33%

S&P 500 2,170.86 2,181.30 0.48%

Global Equity Performance
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4.9%and the average workweek fell by only 0.1 hour to 34.3 hours. August  job reports are seasonally weak and usually 

revised upward. 

 Richmond Federal Reserve Bank President Jeffrey Lacker thinks that the U.S. economy is strong enough to warrant 

significantly higher interest rates. Lacker, a non-voting member of the FOMC, said that he still favors raising rates sooner 

than later and that the policy meeting in July would have been a "good time" to tighten. 

 The Markit purchasing managers index (PMI) for the U.K. for the services sector increased to 52.9 from August, from 47.4 

the previous month. The 5.5-point monthly gain is the largest observed in two decades. 

 Final August Markit services PMI for the euro area was revised down to 52.8, down 0.3 pt from the flash reading, and 0.1 

pt from last month. Downward revision for Germany of 1.6pts to 51.7 (versus 54.4 in July) pulled down the area's total. On 

the other hand, France's was revised upward by 0.3pt to 52.3 and Spain's by 1.9pts to 56.0. 

 The Institute for Supply Management’s non-manufacturing index shrank to 51.4 (Mkt est: 54.9) from 55.5 in July, sending 

the U.S. services sector activity to slump to a more than six-year low during August. The MoM decline was the largest 

since the 2008 global financial crisis. The slowdown was driven by the reflected a 7.5 percentage point dip in the 

production sub-index, which is the largest drop since November 2008. Activity was also dragged down by falls in 

employment and new orders.  

 Two indicators for the US labor market declined in August. The Conference Board Employment Trends index fell to 

128.02, the first decline in three months, from July's upwardly revised 128.44. The Federal Reserve's labor market 

conditions slid back to the negative territory, printing -0.7 in August from last month's 1.3. 

 U.S. job openings rose to a record high in July, based on the Job Openings and Labor Turnover Survey, wherein the 

number of job openings increased 228k to 5.871mln (vs. mkt est: 5.63mln). However a lag in hiring suggested employers 

are struggling to find qualified workers to fill the positions. The number of job openings increased for total private 

(+243,000) and was little changed for government.  

 In Europe, UK overall industrial production was up 0.1% mom in July, but manufacturing output declined 0.9% mom and 

was up only 0.8% year-on-year. Germany’s IP report was down 1.5% mom with manufacturing output down 2.2% mom. 

Global Bonds 
 
Yields of most tenors of US Treasuries rose during this shortened 

week despite disappointing data releases and as investors await the 

ECB meeting. The week started with investors taking profits following 

the disappointing August non-farm payroll (NFP) report with the 

151,000 additions falling short of the 180,000 expected and July’s 

275,000, albeit August numbers are seasonally weak and usually 

revised positively. Labor market measures released during the week 

paint conflicting pictures, however. While the Conference Boar 

Employment Trends Index and Fed’s labor market conditions indicator 

corroborate the NFP, the Job Openings and Labor Turnover Survey (JOLTS) gave a more positive color with the private sector 

driving job openings. More underwhelming economic data releases welcomed investors as trading resumed following the Labor Day 

holiday, with the highlight being the services sector slumping to almost the seven-year low in August and the largest month-on-

month decline since the global financial crisis. The drop was due to the weakness production. Activity also fell as employment and 

new orders failed to deliver. Meanwhile, the good JOLTS report and some hawkish statements during the week hardly moved the 

market.  

 

Week-on-week, US Treasury yields rose by an average of 2.45 bps, led by the thirty-year benchmark yield which gained 7.37 bps 

and the 6-month which rose by 4.07 bps. 

 

Currencies  
 

The US Dollar weakened markedly relative to the Euro this week as 

investors price in a lower probability of a September hike as a result of 

the weakness in the US services sector coming to light. The early 

week strength of the dollar on the back of downward revisions in the 

services PMI in the euro area was erased as data releases in the 

States dampened hope of the hawks for a hike this month. Week-on-

Week, the EUR/USD pair rose to 1.1292, up 1.26%. This weakness in 

the dollar was also echoed against the yen, with the USD/JPY pair 

declining 1.97% to 101.63.  

Currencies 

1-Sep 8-Sep % Change

USD/PHP 46.730 46.890 0.34%

EUR/USD 1.1151 1.1292 1.26%

GBP/USD 1.3246 1.3372 0.95%

USD/JPY 103.67 101.63 -1.97%

AUD/USD 0.7540 0.7724 2.44%

USD/CHF 0.9844 0.9670 -1.77%

EUR/CHF 1.09772 1.09190 -0.53%

EUR/JPY 115.61 114.76 -0.74%

US Treasury Yield Curve

Tenor 1-Sep 8-Sep  +/- bps

3m 0.325 0.341 1.62

6m 0.452 0.493 4.07

2y 0.782 0.770 -1.17

5y 1.180 1.177 -0.30

10y 1.568 1.599 3.09

30y 2.230 2.304 7.37



 

 

The week ahead (September 12 – September 16) 

 

The markets will now focus on the BoE meeting and release of US Industrial production figure next week. Weak industrial 

production will also make the prospects of a near-term Fed rate hike even less likely. Additional stimulus from the BoE meanwhile 

will make investor sentiment even more upbeat, partially offsetting the disappointment from ECB’s lack of additional stimulus. 

Disappointing IP data in the US along with additional BoE stimulus will likely result in a rally in the equities and bond markets. For 

next week, expect the EUR/USD pair to remain data dependent, although bias will likely be on the Euro strengthening given the 

disappointment from lack of ECB stimulus, unless if the US IP data exceeds expectation.  



 

2-Sep 9-Sep % Change

PSEi 7,807.42 7,581.79 -2.89%

Philippine  Stock Exchange  Index

Philippine Financial Markets 

 
The PSEi fell on strong foreign fund outflow and local funds reallocating funds ahead of the PSEi rebalancing. Yields of 
local fixed income instruments fell on average on light trading vis-a-vis the Bureau of Treasury’s retail treasury bond 
auction and as inflation printed lower than expected. The Peso weakened week-on-week given the USD159 million net 
outflows seen in the local equities market.  

Local Equities  

The PSEi fell again this week on strong net foreign selling on profit taking amid 
valuation concerns as the Philippines remained as the most expensive market in 
Southeast Asia. Recent data released from the United States were mixed but 
global asset managers remained cautious. Local investors also rotated funds 
ahead of the PSEi rebalancing. Effective September 13, Bloomberry Resorts 
(BLOOM) will no longer be part of the PSEi and will be replaced by Security 
Bank (SECB).   
 
Week-on-week, the PSEi lost 225.63 points, or -2.89%, to close at 7,581.79. For the week, foreigners were net sellers at Php7.46 
billion or USD159.37 million. Year-to-date, net foreign inflows reached Php37.62 billion or USD803.86 million. 
 
Holding Firms: 

 

 San Miguel Corp. (PSE ticker: SMC) is positive that Petron Corp. would be able to hit its income target this year. SMC SVP 

and CFO Ferdinand Constantino said that it is doable for as long as the volumes remain [the same]. According to Petron's 

president and CEO Ramon Ang, Petron's net income for the year is from P15-billion to P18-billion. He also said that the 

company is well-positioned to sustain its performance throughout the year despite the prolonged slump in oil prices. 

 SM Investment Corp. (SMIC) plans a new issue of P50-billion retail bonds to fund general corporate requirements and 

expansion plans. SMIC CFO Jose Sio said that the bonds may have a tenor of seven to ten years given ample liquidity in the 

market. Sio said the company might also apply for shelf registration with the SEC for the planned bond issue. Under this, 

issuers have the option to register and sell issues under the same regulatory document securities meaning the issuers can 

time their capital raising activities as they are needed. 

 Ayala Corp. (PSE: AC) disclosed yesterday that GN Power Dinginin Ltd. Co. (GNPD) has made its initial draw down of nearly 

P5 billion to construct the first unit of its super critical coal-fired power plant in Bataan. As a background, GNPD is the joint 

venture company among AC power unit AC Energy Holdings Inc., Sithe Global GNPD BV and Power Partners Ltd. Co. 

Starting December 26, 2018, GNPD's signed 20-year power supply will cover an aggregated base load requirement of 150 

MW. These offtaker contracts deal with Region 8 electric cooperatives. 

 Conglomerate GT Capital Holdings Inc. (PSE: GTCAP) is set to issue 12 million preferred shares at P1,000 per share after 

obtaining the go signal from SEC. It earlier secured a total of P9 billion in loans from the PNB, Security Bank, BPI, and DBP. 

It was reported that proceeds would be used to refinance previous and strategic acquisitions. The issued preferred shares 

are cumulative, non-voting, non-participating, non-convertible, and peso-denominated.  

Industrial: 

 Petron Corp. (PSE ticker: PCOR) is planning to set the interest rates to up to 4.2% for its five-year fixed-rate bonds and up to 

4.77% for its seven-year fixed-rate bonds. From October 10-14, the company will be offering Php20-billion in fixed-rate 

bonds. Banking sources take note that the bonds will be offered for a minimum of Php50,000 whilst the company said that 

part of the proceeds will be used for refinancing purposes. Lastly, PCOR expects to end the year with a net income of 

Php15-billion to Php18-billion. 

Services: 

 Globe Telecom disclosed to PSE that the 12-year and 15-year Php20  billion term loan will be used to finance the acquisition 

of a 50% equity interest in Vega Telecom, Inc. and Bow Arken Holdings Company and Brightshare Holdings Corp. Formerly, 

this signed P20 billion term loan facility will partly be used to fund the acquisition of SMC's telecommunication business. In 

addition, this loan facility was arranged by FMIC with MTBC as lender.  

 Globe Telecom Inc. may increase its capital expenditures by around $10 million for the year as it implements projects and 

completed the Southeast Asia Japan Cable (SJC) system to provide customers better internet experience and meet the 

growing bandwidth requirements in countries including the Philippines. They also mentioned that they allocated $750 million 



 

worth of capital expenditures to boost capacity and network coverage this year. Globe expects to provide fiber optic cables in 

20,000 barangays all over the country in 2 million homes nationwide by 2020.  

 

Philippine Bond Market  
 
Yields of local fixed income instruments fell on average on light trading vis-a-vis the 
Bureau of Treasury’s retail treasury bond and as inflation printed lower than 
expected. At the onset of the week, prices rose given downward pressure on yields 
especially on the belly following the disappointing non-farm payrolls in the US. This 
week also saw the auction of the retail 10-year treasury bond (RTB) of the Bureau 
of Treasury. The first since 2013, the RTB’s coupon is 3.5% with the yield averaging 
at 3.466% and bid/offer ratio of more than two times with bids amounting to 
Php123.7 billion for the offer size of Php30 billion. Meanwhile, headline inflation for 
August was also released during the week. It printed 1.8%, below consensus 
estimate of 2.0% as uptick in food inflation was slower as proteins (fish and meat) 
rose slower than expected. Transport prices also contributed to the benign inflation 
as they remained flat despite higher demand for travel due to the long weekend 
towards the end of August. This put YT-Aug average inflation at 1.5%, below BSP's 
target of 2 to 4%. 
 
Yields fell by an average of 2.3 basis points (bps), led by the short-end which fell by 13.02 bps. The belly and the long-end rose 
5.19 and 1.26bps, respectively.  
 
Philippine Peso  
 

Despite the dollar weakness against other major currencies, the very strong net foreign outflows (Php7.5 billion or USD159 million) 
led to greater weakness in the Peso. The Peso started off the calendar week stronger given the disappointment from the August 
NFP print in the US. Despite continued weakness in economic releases, the shift in positioning of foreign investors from top equity 
performers YTD (like Thailand and Philippines) to some of the laggards  led to a continuation of strong outflows in the equities 
market. Mid-week, the weaker-than-expected inflation for August (1.8% vs. 2.0% mkt.est.) aided in the Peso weakness as this 
depressed rates, esp. on the short-end of the local Treasury yield curve (-13bps week-on-week).  

 
 Data from Department of Budget and Management (DBM) showed that Php850.78 billion in allotments were obligated as 

of end-June, showing the improved capacity of state agencies spending their budget. The data shows that better spending 

rate of agencies mean that the amount can secure them specific contracts. Furthermore, DBM mentioned that 

underspending is the reasons for the slowdown in economic growth during the Aquino administration. According to the 

lead economist at BPI, it should not be surprising to see slowdown for the rest of the year despite the higher deficit ceiling 

of P388.68 billion, equivalent to 2.7 percent of economic output.  
 Headline inflation for August was at 1.8%, below consensus estimate of 2.0%. Uptick in food inflation was slower in August 

at +2.6% versus July’s 2.7% after proteins (fish and meat) rose slower than expected. Transport inflation rose only +0.1% 

YoY as prices remained flat despite higher demand for travel due to the long weekend towards the end of August. This put 

YT-Aug average inflation at 1.5%, below BSP's target of 2 to 4%. 

 While consumer prices are still below the target range, BSP said inflation would rise to within 2-4% in the first half of 2017. 

Inflation averaged 1.5% in the first eight months after easing to 1.8% in August from a 1.9% in July. The BSP slashed its 

forecast to 1.8% instead of 2% this year, and 2.9% instead of 3.1% next year; thus, the inflation projection of 2.6% for 2018 

was retained. Besides strong household consumption, domestic economic activity, rising investments, and government 

spending are also cited as factors for manageable higher inflation moving forward. Meanwhile, currency weakening is also 

expected to cause a slight upward movement in the inflation. 

 The BSP reported that the country’s gross international reserves (GIR) rose to US$85.90billion in August. The slight 

improvement came from the foreign exchange transactions of the central bank and valuation of income from investments 

abroad. This translates to about 10.5 months of imports and services. This is also equivalent to 4.3x of the country’s short-

term external debt adjusted for principal payments for medium- and long-term obligations of the country in the next 12 

months.  

 BSP Governor Amando Tetangco Jr. said that the BSP may offer more term deposits due to strong demand from banks 

and trust entities. The central bank is also looking at reducing the banks’ reserve requirement after P1 trillion worth of 

funds parked at the central bank’s Overnight Deposit Facility (ODF) is cut by half and migrated to the Term Deposit Facility 

(TDF). After the migration, market rates will be guided towards the BSP policy rate and enhance the effectiveness of the 

monetary policy. Strong domestic demand and a nonthreatening inflation environment helped BSP keep policy rates 

steady since September 2014. 

T enor 2-Sep 9-Sep  Change

1m 1.29 1.24 -6

3m 1.25 1.51 26

6m 1.84 1.89 5

1y 2.21 2.60 39

2y 2.19 2.22 3

3y 2.91 2.63 -29

4y 3.00 2.67 -33

5y 3.12 2.87 -25

7y 3.28 3.29 1

10y 3.45 3.44 -1

20y 3.98 3.97 -1

25y 5.25 5.25 0

Average -1.8

Peso Yie ld Curve                                        

(PDST-R2 Reference Rates)



 

 

 

The week ahead (September 12 – September 16) 

 

For next week, we expect the Philippine stock market to slightly recover post-PSEi rebalancing, with a trading range of 7,540 – 

7,865. Given the lack of critical and market-moving local data releases next week, save for the OFW remittance print for July, we 

expect the bond market and the USD/PHP pair to trade sideways, and take cues from data releases, central bank decisions, and 

news abroad.  


