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Global Financial Markets  

Global equities ended lower on central bank risks and lower oil prices. Prospect of Fed rate hike remained while BoE and 
ECB kept rates unchanged. The drop in oil prices was propelled by less optimistic view on global demand. US Treasury 
yields rose on average with a bearish steepening of the curve as investors went defensive ahead of key central bank 
meetings next week by reducing duration, exacerbated by the weak demand seen in the 30Y auction. The US Dollar 
generally strengthened against most of the major currencies (save for JPY) given the risk-off sentiment from the decline in 
oil prices and weakness in Euro economy that led to shift to safe-haven assets. 
  
Global Equities 
 

Global equities ended lower, offsetting 
gains posted the week prior. Central 
bank actions disappointed the market 
while energy shares generally registered 
losses on the back of drop in oil prices. 
The European Central Bank (ECB) and 
the Bank of England (BoE) kept rates 
unchanged despite remaining dovish, 
highlighting the need for a fiscal 
stimulus. Looking more closely in the 
United States, some volatility was seen 
on the back of hawkish statements from 
Fed officials Lael Brainard and Dennis 
Lockhart. Atlanta Federal Reserve 
President Dennis Lockhart, who used to 
be considered as a moderate (neither a 
dove nor a hawk) turned hawkish last 
Monday after he said the Fed should 
have a “serious discussion of a policy 
rate increase” this September meeting. 
Meanwhile, losses in energy firms offset 
gains in tech firms after the International 
Energy Agency (IEA) cut its global oil 
demand forecast in 2016 and 2017, 
citing slowing growth from India and 
China. This resulted in low oil prices 
such that Brent oil price fell to 
US$46.59/bbl, down by about 3%. There 
were some profit-taking pressures after the US retail sales weaker more than expected (-0.3% vs E @ -0.1%).    
 
Following trends in the United States, European stock prices fell amid disappointing results of the recent central bank meetings. The 
ECB and the BoE kept rates unchanged. As for the ECB, it seems that the central bank recognized the exhaustion of the 
accommodative monetary easing and the need for individual country’s need to boost fiscal expenditure. Economic data print 
remained generally better than expected after the Brexit vote except the recently released industrial production (IP) data. The IP 
print was at -1.11% MoM (E @ -0.9%) after significant decline in production of capital goods.  
 
Asian shares registered the most significant drop after global investors took profit due to fears of a Fed rate hike and short-term 
deterioration in sentiment after oil prices dropped significantly. Valuation fears took center stage after yield premiums were 
stretched following weeks of gains.  
 
Week-on-week, the MSCI World Index closed at 1,704.84, 2.27% lower WoW. MSCI Asia Pacific ex-Japan fell the most, by -3.80%, 
and ended at 440.36. MSCI Europe dropped 2.59% and ended at 114.76. Dow Jones Industrial Average and S&P 500 fell 1.45% 
(18,212.48) and 1.56% (2,147.26), respectively. 
 

 In Fed speeches, Federal Reserve Governor Lael Brainard said, “My main point here is that in the presence of uncertainty 

and the absence of accelerating inflationary pressures, it would be unwise for policy to foreclose on the possibility of 

making further gains in the labor market.”, suggesting “today's new normal counsels prudence in the removal of policy 

accommodation." 

 Atlanta Federal Reserve President Dennis Lockhart said that the recent economic data (1.6% inflation and 4.9% 

unemployment rate) should lead to a "serious discussion of a policy rate increase" at the September  Fed meeting. He did 

add in later comments that there was no "urgency" to act at any particular meeting. 

08-Sep-16 15-Sep-16 % Change

MSCI World 1,744.44 1,704.84 -2.27%

MSCI Europe 117.81 114.76 -2.59%

MSCI Asia-Pacific ex-Japan 457.75 440.36 -3.80%

Dow Jones Industrial Average 18,479.91 18,212.48 -1.45%

S&P 500 2,181.30 2,147.26 -1.56%

Global Equity Performance
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 The International Energy Agency in its September report cut its 2016 oil demand forecast by 0.1mlm barrels per day to 1.3 

barrels per day on “wobbling” demand from China and India. The agency also expects global demand to 1.2 mlm barrel 

per day. 

 The U.S. budget deficit widened by 66% YoY during August to USD107.1Bn (vs. mkt est: USD108Bn), due to weak 

revenue growth and a steady rise in government spending. Receipts jumped 10% YoY to USD231Bn while outlays 

increased faster by 23% to USD338Bn. The fiscal year-to-date deficit rose 17% YoY to USD621Bn. 

 Import prices in the US declined in August, the first in half a year, by 0.2% MoM and 2.2% YoY on the back of softness in 

petroleum prices. Meanwhile, export prices were down the largest since the start of the year, -0.8%. 

 Industrial production in Europe fell 1.11% (m-o-m) in July offsetting previous month’s gain of 0.8%. The market only 

expected a 0.9% decline. The largest drop was seen in the manufactures of capital spending. Note that the European 

Central Bank (ECB) cut its 2017 GDP forecast from 1.7% to 1.6%. 

 US retail sales dipped 0.3% to US$456.32 billion in August compared to the previous month. This was worse than market 

expectations of -0.1%. Core retail sales, or those excluding automobiles, gasoline, building materials and food services, fell 

0.1%, again lower than economists’ estimates of 0.4%. 

 The Bank of England (BoE) kept interest rates unchanged but ungraded its 3Q forecast from 0.1% to 0.3% Q-o-Q growth 

and estimated that inflation target of 2% will be reached in the first half of 2017. The BoE, however, that long term 

challenges remain and hinted potential rate cuts in the future. 

Global Bonds 
 
US Treasury yields rose on average with a bearish steepening of the 

curve as investors went defensive ahead of key central bank meetings 

next week by reducing duration, exacerbated by the weak demand 

seen in the 30Y auction. The week started with yields falling, as the 

mixed economic data and varying views from Fed members Brainard 

and Lockhart, clouded the prospects of a September rate hike, 

although higher weight seemed to be given to Brainard’s concerns 

about caution on raising rates given the increased uncertainty from the 

“new normal”. Increased speculation of an even more negative rate 

policy in Japan led to a surge in US Treasury rates as investors flocked to JGBs as a result. Moreover, the USD12Bn auction of 30-

year bonds saw a bid-to-cover ratio of just 2.13 (from 2.33 in the last 10 sales which indicate weaker demand), signifying investors’ 

apprehension to load up on duration. Treasury yields slipped as certain US economic indicators, particularly the US retail sales       

(-0.3%), disappointed. Given, however, the key Central Bank meetings next week in US and Japan, most investors preferred the 

short-end of the curve as they stayed defensive. Week-on-week, US Treasury yields rose by an average of 2.28 bps, led by the 

thirty-year benchmark yield which gained 15.91 bps and the ten-year which rose by 9.17 bps. 

 

Currencies  
 

The US Dollar generally strengthened against most of the major 

currencies (save for JPY) given the risk-off sentiment from the decline 

in oil prices and weakness in Euro economy that led to shift to safe-

haven assets. Mixed Fed statements and US economic data initially 

led to weakening of the USD as exectations of a Fed rate hike in its 

September meeting inched down. Save for the JPY given the 

upcoming BoJ meeting next week, investors preferred USD-

denominated assets over the other developed market assets as weak 

crude demand pulled down prices, and further weakness was seen in 

Euro economic data, and despite the disappointing US retail sales 

figure. WoW, EUR/USD slid to 1.1239, down 0.47%. However, the 

USD weakened vs. the JPY, with the latter gaining 0.80% to 102.44.  

 

The week ahead (September 19 – September 23) 

 

Global equities will remain volatile towards the Fed meeting. Investors are waiting for a clear policy direction from the Fed after 

economic data remained mixed. Implied probability of a Fed rate hike in September and December fell to 18.0% and 49.7%, 

respectively. Volatile trading will ensue next week unless US CPI for August disappoints significantly. The bearish steepening will 

likely continue for US Treasuries while the EUR/USD will be trading within a range prior the Fed meeting.  

  

US Treasury Yield Curve

Tenor 8-Sep 15-Sep  +/- bps

3m 0.341 0.284 -5.68

6m 0.493 0.478 -1.52

2y 0.770 0.726 -4.41

5y 1.177 1.179 0.18

10y 1.599 1.691 9.17

30y 2.304 2.463 15.91

Currencies 

8-Sep 15-Sep % Change

USD/PHP 46.890 47.695 1.72%

EUR/USD 1.1292 1.1239 -0.47%

GBP/USD 1.3372 1.3223 -1.11%

USD/JPY 101.63 102.44 0.80%

AUD/USD 0.7724 0.7475 -3.22%

USD/CHF 0.9670 0.9739 0.71%

EUR/CHF 1.09190 1.09452 0.24%

EUR/JPY 114.76 115.13 0.32%



 

 

Philippine Financial Markets 

 
The PSEi once again fell week-on-week as investors continued to cash-in profits, albeit foreign selling was almost halved 
this week versus last week. Yields of local fixed income instruments mostly rose, especially on the belly and long-end of 
the curve, mirroring the trend in the US Treasuries as investors went defensive ahead of key central bank meetings, and 
as additional supply in the long-end for RTBs led to investors reducing exposure to make room for the said RTB. The US 
dollar strengthened against major currencies given the flight-to-safety done by investors; this, together with the continued 
outflows in the local equities market, led to the Peso tumbling against the USD dollar. 

Local Equities  

The PSEi once again fell week-on-week as investors continued to cash-in profits, 
albeit foreign selling was almost halved this week versus last week. The 
shortened trading week ushered in losses to most Asian equity markets, the 
Philippines included. Some local and long-only investors accumulating on dips 
pared losses from consistent foreign selling. Thursday’s gains were wiped out on 
the last trading day as investors positioned ahead of major central bank 
meetings next week.  
 
Direction was scarce for the week with only the OFW remittances as highlight. 
Filipinos sent back home 5.4% less money in July of this year versus last year. 
This brought total remittances for the first seven months of the year to US$15.3 billion, up by only 2.9% from same period last year. 
This is below the BSP projection of 4% for FY2016. This, in conjuction with Proclamation No. 55—State of National Emergency—
that provides a 15-day price freeze for household fuel and 60-day freeze on food items, presents downward pressure to inflation.  
 
Week-on-week, the PSEi lost 28.03 points, or -0.37%, to close at 7,553.76. For the week, foreigners were net sellers at Php4.26 
billion or USD89.42 million. Year-to-date, net foreign inflows amounted to Php33.36 billion or USD714.60 million. 
 
Holding Firms: 

 

 PSE Chief Operating Officer Roel Refran said that PSE was studying the sale of SMC telco assets because of the proposal 

of the Shareholders Association of the Philippines (SharePhil) to come up a fair valuation of share prices in cases of tender 

offer for voluntary delisting. Minority shareholders believe the buyout price of the shares are deemed too low and that they 

are contesting how the company was valued since a valuation report did not take into account Liberty’s valuable 700 MHz 

radio frequencies. SharePhil suggested that PSE should hire a third party that can provide a fair and accurate valuation. 

 Ayala Corp. (PSE ticker: AC) is looking for more acquisition opportunities in the power, water, and real estate sectors in 

Indonesia while cutting down on its direct exposure to the BPO industry in favor of education. On the focus on education, Mr. 

Borromeo noted that Ayala will keep Affinity Express, Inc. for the advertising and marketing production services along with 

HRMall, Inc. for its human resource processes. 

Industrial: 

 Manila Electric Company (PSE ticker: MER), with its power generation unit called Meralco PowerGen Corporation (MGen), 

hopes that it could finally seal partnership for the development of 1,200-megawatt (MW) coal-fired power plant in Atimonan, 

Quezon. Meralco President Oscar Reyes said that they are currently looking for partners and that nothing is finalized yet 

because they have yet to select an adviser. Reyes is targeting to end their search within the next few months. The unit one of 

the project is targeted for completion in late 2020, while the establishment of the access road to the site are targeted to start 

this year. 

 Jollibee Foods Corp. (PSE ticker: JFC) is on the lookout for new companies to acquire in the US and China as the company 

aims to grow even bigger. JFC CFO Ysmael Baysa said that the focus is outside the Philippines which are the company's 

biggest markets. JFC also plans to bring Smashburger to Asia, most probably in the Philippines. JFC operates as the largest 

food service network in the Philippines, with 2,528 restaurants as of the end of June. 

Services: 

 PLDT, Inc. continues to grow double-digit in revenues in the first half of the year. The PLDT group plans to have 10 data 

centers by 2017 launching them in Davao, Clark, and Cebu to reach a capacity of over 10,000 racks. They also recently 

opened it biggest data center in the Makati central business district with a capacity close to 3,600 racks. Aside from data 

centers, PLDT is also opening up international links via new landing stations across the country. 

9-Sep 16-Sep % Change

PSEi 7,581.79 7,553.76 -0.37%

Philippine  Stock Exchange  Index



 

Property: 

 Ayala Land, Inc. (PSE: ALI) has tapped CBC and PNB as joint underwriters for the P7-billion fixed-rate bonds which they 

also plan to list on October 7. Aside from the P7-billion fixed-rate-bonds is also preparing to issue another round of its 

pioneering Homestarter Bonds worth P3-billion, with a coupon rate of 3.5 to 4 percent as in the previous round of 

Homestarter Bonds. These Homestarter Bonds enable bondholders to build up full or partial downpayment to buy a 

residential unit in the future.  

Philippine Bond Market  
 
Yields of local fixed income instruments mostly rose, especially on the belly and 
long-end of the curve, mirroring the trend in the US Treasuries as investors went 
defensive ahead of key central bank meetings, and as additional supply in the 
long-end for RTBs led to investors reducing exposure to make room for the said 
RTB. Risk-off sentiment led to shift to fixed income securities vis-à-vis the local 
equities. As oil prices weakened, investors shifted away from EM fixed income 
assets and moved to “safer” assets. This was seen also in the term deposit 
auction facility, as the  BSP reported that the fully awarded auction for the 28-day 
Term Deposit Facility fetched a higher rate of 2.523% while the 7-day rate was 
unchanged at 2.5% (average yield). Also, given the upcoming central bank 
meetings in Japan and in the US next week, investors mostly stayed defensive. 
During the week, July OFW remittances disappointed as it contracted 5.4%, and 
given the lack of other major local economic data, sentiment was more affected 
by the trends globally. Note as well that markets were closed on Monday in 
observance of Eid’l Adha. 
 
Yields rose by an average of 20.27 basis points (bps), led by the belly which 
jumped by 31.38 bps. The short-end and the long-end also leapt 18.84 and 
11.35bps, respectively.  
 
Philippine Peso  
 

T The US dollar strengthened against major currencies given the flight-to-safety done by investors; this, together with the continued 
outflows in the local equities market, led to the Peso tumbling against the USD dollar. From September 9 to 15, foreign outflows 
totalled USD77 million (or Php3.7 billion) which caused the Peso to continue weakening during the week. In addition, the shif t away 
from the local fixed income market in favor of safe-haven assets worsened the depreciation of the Peso. Weak remittance figure for 
July also strengthened concerns about the current account position. As such, the rise of the exchange rate was steep  that it 
reached Php47.85:USD1 intra-day on Friday trading. As such, from September 9 to 15, the Peso slipped 1.72% to Php47.695.  

 
 Debt prepayments by Philippine borrowers, including the national government, declined by 16% in the first half, as 

reported by the BSP. Prepayments by the national government on its foreign obligations fell 14.2% to $1.13 billion from 

January to June this year versus the $1.32 billion prepaid in the same period last year. On the other hand, prepayments 

made by private companies dropped 20.3% to $408.5 million from $512.5 million. According to BSP Deputy Governor 

Diwa Guinigudo, the national government and private companies are running out of foreign obligations to repay. He also 

said that both are carefully balancing lower interest savings and the prepayment charges that have to be paid in the early 

payment of their foreign obligations.  
 The Philippines received US$4.2 billion Foreign Direct Investment (FDI) in 1H 2016, 94.9% higher than the FDI print same 

period last year. Investment in debt instruments rose to US$2.4 billion (+118% YoY) while Equity and Investment Fund 

Shares rose to US$1.8 billion (+71% YoY).  

 BSP reported that rediscount loans reached a record of P10.7 billion from the P340.9 million from the same period last 

year. The rediscounting facility allows banks to have funds to lend to productive sectors in time of credit crunch. Over the 

past few years, the use of the central bank facility has been declining steadily as there is enough cash circulating in the 

economy. Last year, the rediscount facility by thrift and rural banks declined to P427 million from 1.34 billion in 2014. 

 According to a Bloomberg report, the Philippines is under a basic necessity price freeze after the president declared State 

of National Emergency (Proclamation No 55, 2016). The price freeze for food items will be implemented for 60 days while 

price freeze for household fuel will be implemented for 15 days.  

 OFW remittances fell by 5.4% in July to US$2.13 billion. This put the YT-Jul OFW cash remittance to US$15.3 billion, up 

by 2.9% from same period last year. This is below the BSP projection of 4% for FY2016.  

 The National Economic and Development Authority has approved nine projects with a collective value of Php171.14 billion. 

The approved projects focus on agriculture, development and infrastructure; all of which have passed the evaluation of the 

Investment Coordination. Increased foreign interest in manufacturing, construction, and business process outsourcing 

T enor 9-Sep 16-Sep  Change

1m 1.24 1.41 17

3m 1.51 2.59 109

6m 1.89 1.89 -1

1y 2.60 2.10 -50

2y 2.22 2.30 8

3y 2.63 3.20 58

4y 2.67 3.18 51

5y 2.87 2.99 13

7y 3.29 3.34 5

10y 3.44 3.63 20

20y 3.97 4.11 14

25y 5.25 5.25 0

Average 20.3

Peso Yie ld Curve                                        

(PDST-R2 Reference Rates)



 

caused a significant upsurge in investment pledges for the second quarter of the year. The Philippine Statistics Authority 

showed that foreign direct investments registered with the country’s investment promotion agencies rose by 11.5% to 

Php40.4 billion. 

 

The week ahead (September 19 – September 23) 

 

For next week, we expect the Philippine stock market to continue falling with 7,300-7,400 as the support level given the key central 

bank meetings. Given the expectation of no change in BSP’s policy rates and the lack of other critical and market-moving local data 

releases next week, we expect the bond market and the USD/PHP pair to trade sideways with downward bias.  


