
 

September 15, 2014 

Global Financial Markets 
 
Global equities markets retreated, ending a 4-straight weekly gain amid ongoing tensions over Russia and Scotland and 
as rising interest rates continued to weigh on investors’ minds. Meanwhile, US treasury yields rose as players’ positioned 
ahead of the upcoming FOMC meeting this week. The dollar, on the other hand, sustained its appreciation against other 
major currency peers, as the increase in yields encouraged investors to load up on the dollar. 
  
Global Equities 
 

Global equities 
took a breather this 
week following 
their four 
successive weekly 
gains amid 
geopolitical issues 
over Russia and 
Scotland and on 
bets of policy rate 
hike from the 
Federal Reserve. 
Volatility 
heightened 
following a series 
of geopolitical 
events during the 
week, including the 
September 18 
Scottish 
independence 
referendum, 
tougher EU and 
US sanctions on 
Russia, and an 
effective 
declaration of war 
by the US against 
Isis forces.   As 
elections that 
would determine 
the independence 
of Scotland come 
close, debates 
between the Yes 
and the No voters intensified during the week, with most poll results showing a small lead in favor of the No vote. US President 
Obama has clearly indicated his side, stating that, “[W]e obviously have a deep interest in making sure that one of the closest allies 
that we will ever have remains a strong, robust, united and effective partner.”  

 

Over in US, focus has shifted to the Fed’s monetary policy direction, ahead of the Federal Open Market Committee (FOMC) 
meeting concluding Thursday. A number of economists is considering the possibility of a sudden reversal in the direction of the 
monetary policy. A research paper from the Federal Reserve Bank of San Francisco noted that the market has underestimated how 
fast the Fed can raise interest rates. CNBC senior economics reporter Steve Liesman wrote that the Fed could significantly revise 
its policy statement at its meeting next week, which may imply that rate hikes are coming sooner than previously expected. Fueling 
the speculation are the recent rhetoric by both Federal Open Market Committee hawks and doves regarding the "date-based 
forward guidance" by the Fed which they think should be based on economic events. 

 

Meanwhile, Asian shares likewise tumbled, mirroring the losses in the developed markets. Moreover, investors’ spirits were further 
dampened by weak economic data release in the region.   

 

04-Sep-14 11-Sep-14 % Change

MSCI World 1,748.59 1,736.99 -0.66%

MSCI Europe 119.21 117.67 -1.29%

MSCI Asia-Pacific ex-Japan 515.41 502.39 -2.53%

Dow Jones Industrial Average 17,069.58 17,068.71 -0.01%

S&P 500 1,997.65 1,995.69 -0.10%
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Week-on-week, the MSCI World index fell 0.66% led by the Asia Pacific region, which plunged 2.53%, and the European region, 
which gave back -1.29%. The Dow Jones Industrial Average index and S&P500 index were barely changed, posting a change of -
0.01% and -0.10%, respectively.  

Data releases from the US were mixed during the week, while economies in the Asia Pacific region showed signs of a slowdown.   

 Global economic recovery remains fragile. The OECD leading indicator suggests economic growth is likely to remain 

modest in the majority of the world’s large economies over the coming months. The OECD’s overall leading indicator 

held at 100.5 and point to a “stable growth momentum.” On the other hand, the International Monetary Fund has 

hinted of a downward revision to its global growth forecast as the armed conflicts over Syria, Ukraine and Iraq are 

weighing on Western economies.  

 Consumer credit accelerated sharply in July. Total outstanding consumer credit, excluding loans secured by real 
estate, rose at a seasonally adjusted annual rate of 9.7% month-on-month to US$3.24 trillion. Outstanding revolving 
credit, mostly credit-card debt, jumped 7.4% to US$880.54 billion. Meanwhile, outstanding non-revolving credit, a 
category that includes car and student loans, leapt 10.6% to US$2.36 trillion. 

 The Job Openings and Labor Turnover Survey (JOLTS) report for July 2014 showed that employers hired 4.9 million 
workers, the highest level since December 2007. Employers reported 4.673 million job openings (compared to market 
estimates of 4.700 million), a 13-year high although unchanged from June level. In July, the ratio of unemployed 
workers to every job opening was 2.1:1, lower than the 3:1 ratio a year earlier. In addition, while the share of workers 
who voluntarily quit their jobs have been at 1.8% for six consecutive months, the hires rate of 3.5% in July tied for the 
highest level in six years. 

 Wholesale inventories in the U.S. underwhelmed in July. The Commerce Department said wholesale inventories 
inched up by 0.1%, marking the smallest increase since July 2013 and reflecting a slowdown from a downwardly 
revised 0.2% increase in June. Inventories of durable goods improved 0.3%, however, inventories of non-durable 
goods were unchanged. Wholesale sales increased 0.7% after rising by an upwardly revised 0.4% in June. Sales of 
durable goods increased 0.4% while sales of non-durable goods rose 1.0% amid notable increase in sales of 
groceries and petroleum products. The inventories/sales ratio for merchant wholesalers dipped to 1.16 in July from 
1.17 in June. 

 The labor market continued to show signs of a slowdown. Initial claims for unemployment benefits rose 11,000 to a 
seasonally adjusted 315,000 in the week ended Sept. 6, marking its highest level since June last week. The four-week 
moving average of claims crept up 750 to 304,000. The number of people continuing to draw unemployment benefits 
increased 9,000 to 2.49 million for the week ended Aug. 30. 

 The U.S. budget deficit narrowed year-on-year in August as tax revenue increased and government spending slowed. 
Treasury reported a $128.71 billion, down 13% year-on-year. Total receipts rose 5% while spending declined 3%. The 
federal government's fiscal year deficit through August totalled US$589.19 billion, down 22%. That year-to-date deficit 
is the smallest since 2008. 

 China’s consumer price index registered at 2.0% in August compared to prior year, slower than the 2.3% posted in 
July. 
 
  
 

Global Bonds  
 

Long-tenored US treasury prices fell during the week on mounting 

concerns of rising interest rates. Investors were wary amid recent 

reports hinting of a possible reversal in the Fed’s monetary policy 

direction. On the other hand, short-term securities rose as the 

geopolitical risks offshore boosted demand for safe havens. Week-on-

week, the 10-year US benchmark yield inched up 9.99 basis points to 

close at 2.550%, while the 5-year benchmark tenor crawled up by 7.64 

basis points to finish at 3.209%.   

 

On Tuesday, a US$27 billion-sale of three-year Treasury notes were sold at a yield of 1.066%, the highest yield auctioned since 

April 2011.  

 

The Treasury Department auctioned $21 billion in 10-year notes at a high yield of 2.535%, versus 2.439% in August last 

Wednesday. The bid-to-cover ratio was 2.71, lower compared to 2.83 the previous month. 

 

US Treasury Yield Curve

Tenor 4-Sep 11-Sep  +/- bps

3m 0.020 0.010 -1.02

6m 0.046 0.036 -1.01

2y 0.532 0.560 2.83

5y 1.712 1.788 7.64

10y 2.450 2.550 9.99

30y 3.209 3.277 6.82
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Currencies  

Week-on-week, the US dollar gained ground against major 
currencies amid bets that the US Fed might raise interest rates 
sooner than expected. The euro declined 0.25% against the US 
dollar, propelled further by additional sanctions levied on Russia, 
while the yen slumped 2.03% relative to the dollar for the week..  

 

 
 
 
 
The week ahead (September 15 – September 19) 

 

Expectations of an earlier, albeit gradual, normalization of interest rates will be heightened as the September FOMC meeting draws 

near.  The minutes of the most recent policy meeting in July showed that the hawks and the doves are getting more and more 

divided amid significant improvement in the economy. The hawks warned about the risks of keeping interest rates too low for a 

protracted period of time. On the other hand, the doves, led by Fed Chairwoman Yellen, are concerned of the significant 

underutilization in the labor market. In this upcoming meeting, projections of the FOMC participants are expected to indicate near 

term economic recovery but long-term growth expectations will moderate. Moreover, volatility will remain elevated on continued 

geopolitical risks in Russia and Scotland. Against this backdrop, we expect global equities to continue their consolidation, while US 

treasury yields will rise. Meanwhile for the currencies, the story of a strong dollar and a weak euro will prevail. 

 

 

 

  

Currencies 

5-Sep 12-Sep % Change

USD/PHP 43.660 43.910 -0.57%

EUR/USD 1.2951 1.2928 -0.18%

GBP/USD 1.6327 1.6243 -0.51%

USD/JPY 105.09 107.20 -1.97%

AUD/USD 0.9378 0.9056 -3.43%

USD/CHF 0.9311 0.9348 -0.40%

EUR/CHF 1.20607 1.20854 -0.20%

EUR/JPY 136.11 138.59 -1.79%
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Philippine Financial Markets 

The local equities market ended lower due to profit-taking and worries over the rate hike from the BSP Monetary Board 
Meeting. On the other hand, local fixed income securities traded sideways for most of the week as market players stayed 
on the sidelines, anticipating tightening actions both from the BSP this week and the Federal Reserve next week. 
 
 
Local Equities  
 
The local equities market started the week on an upward trend due to strong 
net foreign buying, but ended the week lower (although still above the 7,200-
level) due to profit-taking amid expensive valuations and on concerns on the 
aggressive interest rate hike imposed by the BSP on Thursday. Profit-taking 
started last Tuesday and continued until the BSP announcement of a 25 bp 
hike in both policy and SDA rates. Week-on-week, the PSEi fell below the 
7,300-level, , closing at 7,201.88, losing 61.70 points, or -0.85%. For the week, 
foreign investors were net sellers at Php90.21 million. 
 

 

Industrial 

 
 Pepsi-Cola Products Philippines, Inc. (PIP) will enter the local food industry, as its board of directors recently approved 

its proposed snack food investment. This move will involve setting up a manufacturing plant and distribution system. 
Last May, its shareholders approved the inclusion of "food and food products, snacks" in the company’s stated purpose 
in its Articles of Incorporation. 
 

 The controlling block of Platinum Group Metals Corp (PGMC) will start the buyout of the minority shareholders (with 
10.18% holdings) of Southeast Asia Cement Holdings Corp (CMT) after taking over the listed shell company. Offer 
period will run from September 11 to October 9, with cross date and settlement date on October 20 and October 23, 
respectively. The new controlling shareholders plan to amend CMT’s Articles of Incorporation, including a plan to 
increase its authorized capital stock to pave the way for a follow-on offering of its shares to the public. 
 

 Del Monte Pacific Ltd. (DMPL) registered a $21.9 million net loss in the first quarter of the company's fiscal year (from 
May to July 2014) due to acquisition-related expenses, specifically higher interest expenses from a long-term loan to 
acquire DMFI and short-term bridge financing of the company, to be refinanced through an equity offering in the 
Philippines, followed by a perpetual preference share offering and a rights offer, all to reduce company borrowings by 
approximately $520 million. 

 
Property 
 

 The Philippine Stock Exchange (PSE) delisted and prohibited Alphaland Corp (ALPHA) from re-joining the stock market 
within 5 years after delisting, due to repeated violations of PSE disclosure rules. The delisting will take effect after 
completing a tender offer to its minority stockholders as of January 23, 2014. PSE also disqualified former trade minister 
Roberto V. Ongpin (Chief Executive Officer), Mario Oreta (President), and Rodolfo Ma. Ponferrada (Corporate 
Secretary), from becoming directors or executive officers in any company applying for listing with the PSE. Trading of 
ALPHA shares has been suspended by the PSE since January 20. 
 

 Aboitiz Land Inc. is actively searching for land in Batangas and Pampanga to expand its project portfolio in Luzon. The 
Company entered the Luzon real estate scene by acquiring Lima Land Inc., the operator of industrial estate Lima 
Technology Center, in Batangas late last year, and recently added another 153 hectares to take advantage of the 
growing demand for more industrial space in Luzon, which it thinks has room to expand as only nearly a third of the new 
industrial space has been taken up. 

Financials 

 Eight Philippine banks were included in the Top 1,000 Global Banks Ranking 2014 report of The Banker, a British 
publication. BDO Unibank, Inc. (BDO) was ranked the highest among Philippine banks, placing 268th, followed by 
Metropolitan Bank and Trust Co. (MBT, 314th), Bank of the Philippine Islands (BPI, 382nd), Philippine National Bank 
(PNB, 506th), Rizal Commercial Banking Corp. (RCB, 590th), Security Bank Corp. (SECB, 680th), China Banking Corp. 
(CHIB, 681st) and Union Bank of the Philippines (UBP, 751st). The top five banks globally were ICBC (1st), China 

5-Sep 12-Sep % Change

PSEi 7,263.58 7,201.88 -0.85%

Philippine  Stock Exchange  Index
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Construction Bank (2nd), JP Morgan Chase (3rd), Bank of America (4th), and HSBC (5th). The ranking considered the 
strength of Tier1 or core capital, assets, performance and earnings. 

 The Philippine Bank of Communications (PBC) is on the lookout for bargain acquisitions in the rural banking sector as it 
expands its footprint locally. The bank, the financial arm of Mr. Lucio Co, received the regulator’s approval to take over a 
rural bank, and is awaiting approval for a second. Talks are ongoing for the takeover of two more. The Bank plans to 
fund these acquisitions, as well as its own organic growth, using fresh cash from Lucio Co, owner of the Puregold 
(PGOLD) supermarket chain.  

Holding Firms 

 San Miguel Corp. (SMC) will sell back its holdings in Philippine Airlines Inc. (PAL) to billionaire Lucio C. Tan, giving the 
latter full control of the airline. The deal was said to be valued at $1 billion according to people familiar with the 
transaction but asked not to be identified. The sale represents also a walk back from a diversification spree for SMC, the 
country’s most acquisitive company since at least 2008.  
 

 San Miguel Corp. (SMC) is considering entry into the British snacks market by joining the £2-billion (Php140.64 billion) 
bidding for United Biscuits (UB), owner of some of Britain’s biggest food brands. The recent reinvestment into the 
branded consumer staples business is possible due to the recent agreement with the Lucio Tan group for SMC to sell its 
49% stake, and partly motivated by URC's recent acquisition of Auckland-based Griffin’s Foods Ltd., New Zealand’s 
leading biscuit and snack food manufacturer, for about NZ$700 million (Php26.37 billion). 
 

 
Philippine Bond Market  
 
Local fixed income securities traded sideways for most of the week as 
market players stayed on the sidelines, remaining cautious ahead of the 
BSP Monetary Board meeting last Thursday, and ahead of the FOMC 
meeting on September 17. This is due to expectations of a rate hike 
announcement from BSP, as well as an earlier-than-expected rate hike from 
the Federal Reserve. Market players took on a defensive position ahead of 
the release of the two meetings.  
 
Knee-jerk selling occurred after the announcement of the rate hikes on 
Thursday. But investors once again remained cautious as focus shifted on 
the FOMC meeting next week. Rates generally dropped on the first three 
trading days of the week but rose on average after the Monetary Board 
meeting on Thursday. 
 
Yields decreased by an average of 3.6 basis points across the length of the 
curve with the short-end, and belly going down by 6.72 and 4.04 basis 
points, respectively, while the long-end of the curve went up by 1.17 basis 
points.   
 
The Bangko Sentral ng Plilipinas (BSP) hiked its key policy rates and 
special deposit account rates by 25 bps each to manage the inflationary risks for this year and next year. Overnight borrowing and 
lending rates were increased to 4.00% and 6.00%, respectively, while SDA rates were increased to 2.50%. This marks the second 
policy rate hike since July. Inflation forecasts for 2014, 2015 and 2016 were revised from 4.33%. 3.72% and 2.80% to 4.5%, 3.8%, 
and 3.00%, respectively, due to potential inflation risks from food and utility prices as well as potential electricity shortage. 
Meanwhile, the reserve requirement for thrift banks was left unchanged at 8%, as well as for universal and commercial banks at 
20%. 
 
Philippine Peso 
 
 

The Philippine peso depreciated slightly (-0.57%, week-on-week) to close at USD/PHP 43.91 Friday. The Peso depreciated vis-à-
vis the US Dollar 3 out of 5 days this week despite the latest BSP rate hike as the US dollar strengthened, driven by expectations of 
an earlier-than-expected rate hike by the Federal Reserve on September 17.  
 
Meanwhile, exports in July increased by 12.4% or US$5.46 billion versus the US$4.86 billion recorded in July 2013, missing market 
consensus of 15.2%. Data from the Philippine Statistics Authority (PSA) showed that exports for the first seven months of 2014 
came in at US$35.1 billion. This was 8.5% higher than the total exports in the same period of 2013. The 8.5% growth was higher 

T enor 5-Sep 12-Sep  Change

1m 1.66 1.64 -2

3m 1.54 1.54 0

6m 1.90 1.75 -15

1y 2.06 1.96 -10

2y 3.10 2.90 -20

3y 3.49 3.48 -1

4y 3.60 3.59 -1

5y 4.23 4.23 0

7y 4.06 4.09 3

10y 4.39 4.40 0

20y 5.38 5.41 3

25y 5.38 5.38 0

Average -3.6

Peso Yie ld Curve                                        

(PDST-F Reference Rates)
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than the 6.0% target for overall export growth this year. On the other hand, Data from the PSA also showed a slowdown in 
manufacturing growth, rising only by 9.6% in July compared to 13.6% in June, 14.2% in May, and 12.1% in April. The July 2014 
growth figure was also smaller than the 14.5% expansion in July 2013, due to to the damage caused by typhoon Glenda in certain 
parts of Visayas and Luzon.  
 
In addition, the Bureau of the Treasury (BOT) announced that the outstanding national government debt increased to Php5.68 
trillion (+4.1%) at end of July 2014 compared to the Php5.46 trillion in July 2013 as the state's domestic liabilities (66% of total 
obligations) increased from Php3.5 trillion last year to Php3.76 trillion this year (+7.4%). In relation, the Department of Finance 
(DOF) said that the tax effort (ratio of taxes to economic output as measured by the country's gross domestic product or GDP) 
climbed to 13.7% in the January to June period, higher from the 13.6% in the same six months in 2013. The latest tax effort ratio is 
higher than the 12.6 percent in the first half of 2010, but still below the government’s target tax-to-GDP ratio of 14.7 percent for the 
entire 2014. 
 
 
 

The week ahead (September 15 - September 19)  
  
We expect the local equities market to trade within a tight range of 7,170 to 7,300 next week as investors reassessed their positions 
following BSP’s surprisingly aggressive tightening actions and given the expectation of a rate hike by the Federal Reserve. 
 

For the local fixed income market, we expect sideway trading prior to the Treasury bond auction and FOMC meeting next week. 
Some profit-taking is expected to occur prior to the auction for the Php2 billion, 20-year 3.625% treasury bonds on September 16. 
BSP mentioned that it expects inflation for September to be lower than that of August, so we expect trading to occur within a 5 to 10 
basis points range next week.  

We expect the Peso to trade sideways relative to the US Dollar with bias towards depreciation due to expected strengthening of the 
US Dollar prior to the FOMC meeting. 

 

 
 


