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Global Financial Markets 
 
Global markets traded sideways earlier during the week with investors treading cautiously ahead of the Fed’s policy 
meeting on Thursday, as well as the German Constitutional Court’s ruling on the ECB’s bail-out plan for the Euro-zone. 
However, investor sentiment was boosted later on as the US Fed finally answered prayers and pulled the trigger on a third 
round of quantitative easing. 

 
Global Equities 
 
Global equities surged late in the week 

after the German Constitutional Court 

court voiced its decision to support the 

ECB's new bail-out plan and as the US 

Federal Reserve launched a new 

stimulus program based on a 3rd cycle 

of quantitative easing, offsetting 

stagnant market performance before 

these announcements. 

The Fed’s stimulus program involves 

buying US$40 billion worth of agency 

mortgage-backed securities per month 

in an unlimited capacity until such time 

that job outlooks significantly improve. 

According to Fed officials, the 

committee was concerned that without 

additional policy accommodation, 

economic growth would not be sufficient 

to generate improvement in current 

labor market conditions. The Fed also 

announced that it would continue 

Operation Twist, under which the 

central bank has been selling short-

term bonds and using the proceeds to buy longer-term bonds so as to bring down long-term rates. This, together with the new 

bond-buying plan, would total a purchase of US$85 billion worth of longer-term securities each month until the end of the year. 

All global equities indices closed the week in the green, with the MSCI world index climbing 2.46% week-on-week, led by the Asian 

index which rose 3.56%. The S&P500 index jumped to its highest level since January 2008, gaining 1.95%, while the Dow Jones 

Industrial Average index increased 1.86%. The European index lagged slightly behind, picking up 0.25%.  

Economic releases throughout the week pointed to a continuously slowing global economy, though efforts were being made to 

mitigate this. 

 Chinese Premier Wen Jiabao has promised to maintain steady economic growth and pledged that Beijing would do more 

to mitigate the country’s cooling economy. Wen expects the domestic economy to stabilize in the coming months and has 

stated that the country is still on track to meet is official target of a 7.5% rise in GDP for the year. He acknowledged 

however, that the economy was under “notable downward pressure” but added that the government had already 

introduced several measures since May to face these pressures. 

 Chairman of Soros Fund Management George Soros has stated that the Euro-zone’s recession will intensify and spread to 

Germany within six months. “That is no longer a forecast; it is an observation.” Soros said, adding that the German public 

had yet to feel it, though the recession was all  too real in the periphery and would reach Germany in the next six months or 

so. Germany would either have to embrace the continued fiscal unification of the region or leave the Euro -zone altogether. 

 The total amount of US workers filing jobless benefit claims climbed last week following the fallout from Tropical Storm 

Isaac. Initial jobless claims increased by 15,000 to a seasonally adjusted 382,000, against market estimates of 370,000 

during the week ended September 8. The four-week moving average of claims increased 3,250 to 375,000, while the 

30-Aug-12 06-Sep-12 % Change

MSCI World 1,272.02 1,297.60 2.01%

MSCI Europe 91.53 93.75 2.43%

MSCI Asia-Pacific ex-Japan 417.36 413.87 -0.84%

Dow Jones Industrial Average 13,000.71 13,292.00 2.24%

S&P 500 1,399.48 1,432.12 2.33%

Global Equity Performance
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number of continuing unemployment-benefit claims—claims drawn by workers for more than a week— dropped 49,000 to 

3,283,000, against market estimates of 3,318,000, in the week ended September 1. 

 
Global Bonds 

 
Long-term US treasury prices plunged after Germany’s Constitutional Court 

gave a green light for the Euro-zone’s biggest economy to approve the region’s 

bail-out fund, prompting investors to move away from safe-haven assets. 

However, shorter-termed securities prices fared better throughout the week 

with high demand for the Treasury Department’s 3-year note auction (at yield 

of 0.337%, the lowest level in a year) last Tuesday. 

The US Treasury Department also sold US$21 billion in 10-year notes last 

Wednesday at a yield of 1.764%. The auction’s bid to cover ratio was 2.85x 

compared to an average of 2.81x at the last three comparable auctions. 

 

Currencies 
 
The US dollar nursed losses against most of its trading counterparts all 
throughout last week, dragged down by investors’ hopes of QE3, and dropping 
further upon the Fed’s announcement on its policy measures to be immediately 
implemented. Meanwhile, the Fed's announcement drove the euro to a 4 -
month high, also supported by German Court’s decision to support the Eu ro-
zone bail-out fund. 

 
 
 
 
 
The week ahead (Sept 17 – Sept 21) 
 
Global markets performances for the week hinged heavily on key policy decisions to be made by both the German Constitutional 
Court and the US Federal Reserve. With the Fed’s policy measures and the ECB’s bond-buying plan finally coming into play, we 
expect investors to adopt a risk-on sentiment and take advantage of the upward-sloping momentum in the market in the coming 
week. However, we see profit-taking to cap gains on equities as investors see the market rally to be short-lived.

US Treasury Yield Curve

Tenor 30-Aug 6-Sep  +/- bps

3m 0.096 0.101 0.51

6m 0.132 0.132 0.00

2y 0.254 0.258 0.40

5y 0.663 0.678 1.45

10y 1.623 1.678 5.48

30y 2.745 2.799 5.41

 Currencies 

7-Sep 14-Sep % Change

USD/PHP 41.680 41.420 0.63%

EUR/USD 1.2816 1.3023 1.62%

GBP/USD 1.6010 1.6198 1.17%

USD/JPY 78.24 77.97 0.35%

AUD/USD 1.0385 1.0581 1.89%

USD/CHF 0.9444 0.9334 1.18%

EUR/CHF 1.20973 1.21556 -0.48%

EUR/JPY 100.25 101.54 -1.27%
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Philippine Financial Markets 
 

Local equities ended the week with a solid performance following the announcement of further stimulus measures by 
the central bank of the world’s largest economy. The local currency and bonds market also rallied as recent 
developments about the Fed’s quantitative easing boosted the demand for peso-denominated assets.  
 

 
Local Equities  
 
In the local equities market, the index moved sideways  at the beginning of 
the week as investors remained cautious amid developments on the US 
Federal Reserve’s  possible stimulus actions, closely monitoring the situation. 
However local equities soared nearing the end of the week as the Fed finally 
unveiled its new stimulus  program, boosting market sentiment. This meant 
that the Fed would take on riskier assets which could draw more capital 
inflows into emerging market economies. Week-on-week, the PSEi ended on 
solid ground, gaining 121.15 points, or +2.33%, to close at 5,322.47.    
 
 

Conglomerates 
 

 Retail conglomerate SM Development Corp. (SMDC) will continue to expand its presence in the world’s second -
largest economy next year as it furthers plans to join the residential property market in mainland China. SMDC vice -
chairman and CEO Henry Sy Jr. stated that the company continues to be optimistic on the long-term outlook of 
China’s property market, which is showing increases in sales and selling prices. Currently, the SM Group, through 
affiliate SM Prime Holdings (SMPH), owns malls in Xiamen, Jinjiang, Chengdu and Suzhou, with another one set to 
open in Chongqing by year end. 

 Ayala Corp. and Aboitiz Equity Ventures have joined forces to bid for the redevelopment of Mactan International 
Airport in Cebu worth Php10 billion. The two conglomerates signed a memorandum of agreement on Friday to create 
a 50-50 joint venture that aimed to build a new terminal for the Cebu Airport under the public -private partnership 
framework. The Mactan project would involve the construction of a world-class passenger terminal building with an 8-
million passenger capacity per year and the operation and maintenance of both the old and new facilities.  

 
Financials 
 

 The Philippine National Bank (PNB) remittance business has shown strong outing as of end -June 2012. PNB said its 
remittance substantially increased by 29% from the same period last year. The bank’s market share in the remittance 
industry has also improved to 19% for the first semester of 2012 from 16 percent in the same period in 2011. PNB 
operates 94 overseas offices in 12 countries with roughly half of these offices located in the United States. It also has 
16 offices in Saudi Arabia, 9 in Hong Kong, 8 in Canada, 4 in Italy and 2 offices each in Japan and Singapore. The 
bank also operates offices in Kuwait, United Arab Emirates  and Qatar. 

 
Holdings 
 

 Banking magnate George Sy’s GT Capital Holdings (GTCAP) has increased its direct holdings in power generation 

unit Global Business Power Corp. (GBPC) to 51% via acquisition of Php2.32 billion worth of shares. The purchased 

shares represented 12% of GBPC’s outstanding capital stock, which brought GTCap’s direct share in the firm to 51%. 

GBPC plans to generate close to 1,000 megawatts of power capacity within the next 3 -5 years in order to service 

electricity needs in Luzon. 

Mining & Oil 
 

 Philex Mining Corp. (PX) announced yesterday that it is still on-track to begin operations in its Silangan Project in 

Surigao del Norte by 2017. This development was released following the sharp decline in Philex’ shares as the market 

prepared for the revenue impact of a prospective shutdown in its flagship Padcal mine for the rest of the year. Philex 

affirmed that the Silangan Project would be running by 2017, stressing that the pre -feasibility study and the mine 

development were “being pursued aggressively”. The mining firm added that its Kalayaan Project—also in Surigao del 

Norte—was proceeding on schedule, and that the resources of Kalayaan would contribute to the total resources of the 

Silangan Project. 

7-Sep 14-Sep % Change

PSEi 5,201.32 5,322.47 2.33%

Philippine  Stock Exchange  Index
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Power 
 

 The National Power Corp. (Napocor) is looking for suppliers for Php100 million worth of generator sets for remote 
villages and communities. The generators will be utilized for its power generation through the company’s Small Power 
Utilities Group and power barges. Napocor allotted Php97.9 million for the supply, delivery, test and commissioning of 
14 diesel generating sets with a 600-kilowatt capacity. Napocor is also said to buy six sets of 600-kw-diesel-
generating units for its Luzon operations, five for Visayas and three for Mindanao. 

 
 
Philippine Bond Markets 

 
Local government securities  prices rallied at week’s end on the back of the 
Fed’s announcement of its third quantitative easing in order to pull US 
unemployment rates down. Week-on-week, yields dropped by an average of 
3 basis points, led by the short end of the curve declining by 6 basis points 
while the belly and long ends of the curve dropped by 2 and 1 basis points, 
respectively. 
 
The Bureau of the Treasury sold Php9 billion worth of 10-year Treasury 
bonds in an auction concluded this week. The government received tenders 
totaling Php44.155 billion. Deputy Treasurer Eduardo Mendiola stated that 
this is an indication that there is much liquidity in the market. The ten-year 
treasury bonds fetched a coupon rate of 4.75%, 12.5 basis points lower than 
the 4.875% accepted in the previous auction. 
 
 
Philippine Peso 
 
The Philippine peso finished the week on a strong note, bringing the currency to 41.50- level, following the announcement regarding 
the Federal Reserve’s decision that opt for ano ther round of quantitative easing wherein it will buy US$40 billion worth of mortgage -
backed securities each month while keeping rates at near zero until mid-2015. Week-on-week, the local currency gained 46 
centavos, to close at Php41.420.  
 
The Philippines has kept its benchmark interest rate at 3.75% as expected. In the face of accelerating inflation, the central bank was 
hindered from adding monetary stimulus even with lingering concerns of the faltering global economies highlighted by the Euro -debt 
crisis, and the US and China’s slowing economies. Bangko Sentral ng Pilipinas has now raised its inflation forecasts to 3.4% year -
on-year for 2012 (previously 3.1%) and 4.1% year-on-year for 2013 (previously 3.4%).   
 
The total outstanding debt of the national government as of July registered Php5.156 trillion, 8.65% higher than the year- ago level 
of Php4.746 trillion. On a monthly basis, the latest debt level is up 1.10% from the Php5.10 trillion reported in end -June 2012. The 
government’s outstanding debt is  composed of direct and assumed loans to various foreign and local lenders, incurred mainly to 
finance expenditures such as education and public health. According to the Bureau of the Treasury, domestic debt totaled Php3 .117 
trillion as of end-July 2012, 13.95% higher than Php2.735 trillion registered in end-June 2011. Meanwhile, foreign debt climbed 
1.43% to P2.039 trillion from P2.010 trillion a year ago. 
 
Philippine exports rose in July for the fourth straight month despite an abrupt decline in outbound shipments of electronic products. 
Merchandise exports expanded by 7.8% to US$4.81 billion in July from the same period last year on the back of increased sales  of 
manufactured goods and forest products. Meanwhile, electronics, the country’s top export for the month, went down 25.6 % to 
US$1.675 billion from the same period last year.  Month-on-month, exports climbed by 11.4%. The year-to-date tally was brought to 
US$31.56 billion, 7.7% higher than the US$29.31 billion recorded last year. The targeted export  growth set by the government for 
this year lies at 10%. 

The country’s gross international reserves (GIR) stood at US$80.8 billion as of end -August, 1.3% higher than the posted GIR in July 
worth US$79.8 Billion. This was largely driven by foreign currency deposits from the Treasurer of the Philippines (TOP), foreign 
exchange operations and central banks’ earnings from investments overseas, and revaluation gains on gold holdings. However, the 
inflows were compensated by the government’s payments for maturing  foreign exchange obligations and foreign currency 
withdrawals by authorized agent banks (AABs). 

 

 

 

T enor 7-Sep 14-Sep  Change

1m 2.16 2.15 -1

3m 1.38 1.36 -2

6m 1.94 1.80 -13

1y 2.42 2.35 -7

2y 2.97 2.93 -4

3y 4.05 3.99 -6

4y 4.38 4.39 1

5y 4.78 4.74 -4

7y 4.85 4.85 0

10y 4.97 4.89 -8

20y 5.74 5.75 1

25y 5.89 5.92 4

Average -3

Peso Yie ld Curve                                        

(PDST-F Reference Rates)
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The week ahead (Sept 17 – Sept 21)  

Global markets are expected to consolidate this week as investors digest previous  week's massive equity returns. For Philippine 
equities, the knee-jerk price spikes were caused by spillover liquidity towards ASEAN markets in anticipation of Bernanke's QE3 
pronouncements. The PSEi is now above the upper end of our projected trading range of 5,300 -- signaling the likelihood of profit-
taking in the in the short term. The upside risk upon breakout is testing the 5,403 (all time high) earlier than expected. The    
immediate support level is pegged at 5,234 (the 50 day moving average). Moving forward, the BSP has sounded off more  concerns 
in combating the liquidity flowing into the financial system, especially after the peso strengthened towards the Php41.44/ USD l evel 
last week. Such a cautious view places a likely bias for lower key interest rates in the 4Q2012, when the inflation rate normalizes in 
the months nearing the end of the year barring another hard-hitting weather disturbance. 

 

Meanwhile, trading in the local fixed income and currency markets will continue to be influenced by the effects of Fed’s stimulus 
program and ECB’s bond-buying scheme. Investors will be aggressive and take advantage of the upward trend as more capital 
inflows is expected to come in the country. Moreover, market players will continue to be watchful over the developments in China’s  
continued economic slowdown, as well as trends in the Middle East and their impact in global oil prices which can be a risk in the 
country’s  inflation rate moving forward.  

 


