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September 23, 2013 

Global Financial Markets 
 
It was another good week for global equities markets as investors cheered the withdrawal of former Treasury Secretary 
Larry Summers from his candidacy to be the next US Federal Reserve Chairman and after the Fed decided to postpone its 
bond purchase tapering. US Treasury prices likewise gained amid the prospects of continued quantitative easing. The 
euro strengthened against most of its currency counterparts as investors adopted a risk-on sentiment following favorable 
developments from the US Federal Reserve. 
 
Global Equities 
 
Global equities markets once again 

moved to higher ground this week 

amid a slew of favorable 

developments which began with 

Lawrence Summers withdrawing from 

the race to become the next Fed 

Chair, and culminated with the Federal 

Open Market Committee (FOMC) 

deciding not to begin tapering its 

quantitative easing (QE) measures. 

Most equities markets began the week 

strong, rallying Monday as the race to 

succeed Fed chief, Ben Bernanke, 

tilted toward a candidate seen less 

likely to tighten monetary policy. 

Lawrence Summers, who is seen as 

the most hawkish among candidates, 

had withdrawn his candidacy for the 

US central bank's top post. The move 

made Janet Yellen a leading potential 

successor of Mr. Bernanke, when he 

steps down from office in January 

2014. Investors cheered the move 

since it left a much more dovish group 

of potential candidates—ensuring that the winding down of the US Fed's economic stimulus will be slow and gradual.   

On Wednesday evening, following its much-anticipated FOMC meeting, the US Federal Reserve (the Fed) unexpectedly kept from 

scaling back its US$85 billion monthly bond purchases, stating that the US economy needed more evidence of a lasting 

improvement, and that a rise in interest rates could hinder growth. The Fed left its outlook unchanged that the target interest rate 

would remain near zero “at least as long as” unemployment exceeds 6.5%. The forecast for economic growth in 2013 and 2014, 

meanwhile, was revised downwards to 2.0%-2.3% and 2.9%-3.1%, respectively.  

Week-on-week, the MSCI World index rose 2.62%, led by the Asia-Pacific ex-Japan region which gained 2.69%, followed by the 

European region which climbed 1.42%. The Dow Jones Industrial Average index and the S&P500 index likewise gained 2.46% and 

2.50%, respecitvely. 

Economic data releases for the week were again mostly positive, though more attention was paid to developments from the US 

Federal Reserve.  

 For the month of September, the Thomson Reuters/University of Michigan preliminary index of consumer sentiment 

fell to 76.8 from the reading of 82.1 last August, marking the lowest since April. The Bloomberg median estimate was 

for the index to come in at 82. The substantial decline in the index indicated that it could be awhile before household 

spending picks up. Note that the index averaged at 89 for the 5 years leading to the global financial crisis beginning 

December 2007, and at 64.2 during the 18-month recession, which ended June 2009.  

12-Sep-13 19-Sep-13 % Change

MSCI World 1,532.93 1,573.13 2.62%

MSCI Europe 106.24 107.75 1.42%

MSCI Asia-Pacific ex-Japan 459.52 471.88 2.69%

Dow Jones Industrial Average 15,300.64 15,676.94 2.46%

S&P 500 1,683.42 1,725.52 2.50%

Global Equity Performance
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 Data released by the US Commerce Department showed that retails sales climbed by a mere 0.2% year-on-year last 

August, the least amount of increase in four months, following the upwardly revised 0.4% in July. Though overall a 

decline, the one bright spot in the report was auto sales, which climbed 0.9% year-on-year following a 0.5% drop in 

the previous month. Cars and light trucks were sold at the fastest annualized rate since November of 2007, figures 

from an automotive dealer showed. However, the strength in vehicle sales was offset by declining demand for other 

goods including clothing which fell 0.8% month on month. General merchandise stores likewise fell 0.2%, while 

furniture sales rose reflecting the housing market’s recovery since early this year. 

 US industrial output rose last August, climbing by a seasonally adjusted 0.4% month-on-month following July’s flatline. 

Market estimate was for industrial production to increase by 0.5%. The largest component of industrial production, 

manufacturing, grew by 0.7% and recovering from the 0.4% drop in July. Meanwhile, utility output slide 1.5%. Among 

the industry groups, manufacturing of automobiles was the strongest, leaping by 5.2% compared to the 4.5% 

contraction in July. Output of construction supplies also rose 0.3%, possibly a reflection of the growing market for new 

homes. 

 For the month of September, the Federal Reserve Bank of New York’s Empire State Manufacturing index dropped to 

6.29, following the 8.24 last August. Market estimate was for the index to register at 9.10. The September figure, 

though lower than the previous month’s and the estimate, indicated that business conditions of New York 

manufacturers remained in expansion territory. Moreover, the report stated that indices for the six-month outlook 

revealed increasingly widespread optimism regarding future business activity as the general business expectations 

conditions index for the coming six months rose for a third straight month to 40.64, which was the highest reading 

since spring of 2012. 

 Last August, US existing home sales climbed 1.7% month-on-month to a seasonally adjusted rate of 5.48 million, the 

highest level since February 2007. Market estimate was for sales to decline by 2.6% to a rate of 5.25 million. On an 

annual basis, sales spiked 13.2%. According to the National Association of Realtors (NAR) chief economist Lawrence 

Yun, the rise was in part due to increasing interest rates, which hurried buyers into making the decision to purchase. 

However, he also warned that the month’s surge could also be the last for the next 12 to 18 months as rising home 

prices and interest rates begin to hinder affordability and subsequently sales. Data from the NAR showed that the 

median price of an existing home rose 14.7% year-on-year to US$212,100, the largest gain since October 2005. 

 Last week, US jobless claims fell to a six-year low. The number of American filing for unemployment benefits rose 

15,000 to 309,000, beating the market estimate of 330,000. However, the Labor Department added that claims 

reported in the prior week could still be incorrect due to problems with computer-system conversions in California and 

Nevada. The less volatile four-week moving average of  claims fell to 314,750, which was the lowest since October of 

2007 while continuing claims dropped 28,000 to 2,787,000 for the week ended September 7. 

 Last August, US consumer prices crept higher by 0.1% month-on-month. This compared to the market estimate of a 

0.2% rise, which was also the figure posted in July. Not including the more volatile food and energy categories, “core” 

prices likewise inched higher 0.1%. On an annual basis, overall prices rose 1.5%, slightly lower than the 1.6% market 

estimate and the 2.0% in July, but still higher than the recent low of 1.1% last April. Core prices also climbed 1.8% 

year-on-year.  The uptick in inflation could support the Fed’s case for scaling back its bond purchases, especially as 

the figure nears the central bank’s target. According to the report, much of the rise was attributed to increased costs 

for shelter and medical care.  

 For the month of August, US housing starts rose by 0.9% month-on-month to a seasonally adjusted annual rate of 

891,000. The increase was driven by a 7% growth in single-family homes, while the less stable multifamily category 

plunged 11%. Despite the growth however, the figure was still lower than the market estimate of a 2.3% month-on-

month gain to 891,000. The July figures were likewise downwardly revised to 883,000 starts from the previous 

896,000. In other news, building permits, which indicate future construction, fell 3.8% on a monthly basis, compared to 

the market estimate of -0.4%, though for single family homes, they rose by 3% to 627,000, the highest since May 

2008. 

 Data released by the National Association of Home Builders (NAHB) showed that homebuilders’ confidence kept 

afloat, though slowed a little this month. According to the NAHB, its housing-market index stayed unchanged at 58 

from July’s downwardly revised level. The figure was also in line with market estimate. Nevertheless, this was still the 

highest level since November 2005. In its report, the NAHB warned that home builders were seeing more hesitation 

from potential buyers, mainly due to the recent increase in mortgage rates. 

 The monthly ZEW economic expectations indicator for German jumped to 49.6 in September, beating the market 

estimate of 46.0 and the 42.0 posted last August. This was the highest level since April 2010, and showed that 
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investors and analysts were more optimistic about the economic situation moving forward. Note that the historical 

average for the measure is 23.8. 

 

Global Bonds 

 

US Treasury prices rallied throughout the week amid news that former 

Treasury Secretary Larry Summers decided to withdraw from his candidacy to 

be the next Fed Chairman. His withdrawal has been seen by most as an 

indication of prolonged unconventional monetary policy, mainly because it 

moves Janet Yellen, who is generally dovish, higher on the list of potentials. 

Yields fell even further after the Federal Reserve unexpectedly decided to 

maintain the pace of its bond purchase program during the FOMC meeting 

concluded Wednesday evening.  

Week-on-week the 10-year benchmark yield plunged 15.76 basis points to 2.752%. 

 

Currencies  
 

It was a quiet start for the week as investors remained on the sidelines 

ahead of the FOMC meeting results on Wednesday, with the euro posting 

slight gains against its peers after the release of stronger than expected 

German economic sentiment data. However, following the FOMC’s 

decision not to taper QE measures, risk-on sentiment prevailed causing 

the shared currency to strengthen significantly against most of its major 

currency counterparts. Week-on-week, the euro appreciated by 1.74% 

against the greenback and 1.71% against the Japanese yen. 

 

 

 

 

The week ahead (Sept 23 – Sept 27) 

 

Movements in global markets this week were largely depended on the results of the FOMC meeting which concluded Wednesday. 

The relief rally following the Fed’s announcement to maintain the current pace of its bond purchases should continue moving into 

next week, especially as concerns on the next potential Fed Chair and the crisis in Syria have already been mostly resolved. 

Optimism on the prolonged low interest rate environment should continue to keep both equities and the US Treasury market afloat. 

The greenback could continue to weaken against the euro and other emerging market currencies as the risk-on sentiment prevails. 

However, market players will also be keen on any upcoming data releases from the world’s largest economy especially as these will 

provide evidence as to when the actual tapering will begin. Economic releases for next week include US consumer confidence, 

durable goods orders and the weekly initial jobless claims report. 

 

 

 

 

 

 

 

US Treasury Yield Curve

Tenor 12-Sep 19-Sep  +/- bps

3m 0.015 0.000 -1.52

6m 0.015 0.030 1.52

2y 0.443 0.335 -10.83

5y 1.713 1.488 -22.42

10y 2.910 2.752 -15.76

30y 3.852 3.802 -4.97

Currencies 

13-Sep 20-Sep % Change

USD/PHP 43.860 43.055 1.87%

EUR/USD 1.3294 1.3525 1.74%

GBP/USD 1.5876 1.6034 1.00%

USD/JPY 99.38 99.37 0.01%

AUD/USD 0.9245 0.9429 1.99%

USD/CHF 0.9297 0.9107 2.09%

EUR/CHF 1.23604 1.23174 0.35%

EUR/JPY 132.1 134.4 -1.71%
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Philippine Financial Markets 

The local financial markets posted strong gains during the week as former US Treasury Secretary Lawrence Summers 
stepped out of the race to be the next US Federal Reserve (Fed) Chairman and following the outcome of the recently 
concluded US Federal Open Market Committee (FOMC) Meeting, where the Fed decided to keep its quantitative easing 
untouched. The local equities market surged, breaching the 6,500-level once again, while yields of government securities 
dropped and the Philippine peso appreciated to its strongest level in three months. 
 

 

Local Equities 
 

The local equities market surged at the start of the week after PSE rebalanced 

its benchmark index, replacing Manila Electric Co (MER) and Belle Corp 

(BEL) with LT Group (LTG) and GT Capital Holdings (GTCAP).  The rally was 

sustained by US Federal Reserve’s (Fed) decision to postpone the $85 billion 

bond-buying program, a positive development for emerging markets like the 

Philippines.  At the latter part of the week, the index experienced a correction 

led by Energy Development Corporation (EDC) and parent First Gen 

Corporation (FGEN) after hairline cracks were detected in two of the turbine blades of BacMan’s Unit 1, suggesting that the unit 

may remain offline for an extended period.  Week-over-week, the index gained 291.21 points, or 4.75%, to close at 6,424.45. For 

the week, foreigners were net buyers at Php22.18 billion. 

 

Conglomerates 

 JG Summit Holdings Inc is looking to bid for more airport projects that the government is planning to auction off. 
However, Mactan-Cebu International Airport worth Php17.5 billion is an exception since the Gokongweis are 
reportedly bidding for it together with Metro Pacific Investments Corp. According to JG Summit President Lance 
Gokongwei, the company will consider airport deals in areas such as Iloilo and Bacolod, which the Department of 
Transportation and Communications (DOTC) might bid out under the public-private partnership (PPP).  
 

 
Properties 

 Aboitiz Land Inc. (AboitizLand), the property arm of Aboitiz Equity Ventures Inc. (AEV) is planning to expand its 
industrial estate portfolio by next year. According to AEV president and CEO Erramon Aboitiz, the company thinks 
there is going to be an opportunity for industrial parks as they feel like there are many foreigners that are bullish about 
the Philippines. The firm’s top executive added that they would like to see if they can build the industrial estates 
portfolio or if it is best to acquire an existing one and expand. 

 
 

Financials 

 China Banking Corp. (China Bank) is looking to acquire Planters Development Bank (Plantersbank) in an effort to 
strengthen its presence in the small and medium enterprise (SME) market. China Bank said that the memorandum 
agreement was signed yesterday for the purchase of more than two-thirds of Planterbank. The bank also said that this 
deal combines the resources of the country’s leading bank for SMEs with a 93-year old universal bank with the longest 
history of supporting entrepreneurs in the country and a solid track record of financial strength and stability. This 
expansion will add to China Bank’s network of 333 branches and 544 automated teller machines. 

 
Utilities 

 Maynilad Water Services, Inc. is planning to spend around Php166 million on new pipes in Valenzuela in an effort to 
improve services to customers in the area. According to Maynilad, it will install some 7.4 kilometers of primary and 
secondary pipes in various parts of the city, with the project scheduled for completion by first quarter next year. 
Moreover, this will enable the company to increase water availability for the 2,700 households in the affected areas, 
from 11 hours to 24 hours.  
 

13-Sep 20-Sep % Change

PSEi 6,133.24 6,424.45 4.75%

Philippine Stock Exchange Index
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Philippine Bond Market  

Prices of local government securities surged during the week, buoyed 
by the announcement of the US Fed which stated that it would not start 
tapering its massive stimulus program until the US economy shows 
sustained improvements. Prices were already boosted earlier in the 
week after Larry Summers, who is perceived to be generally hawkish, 
decided to exit the race to succeed Ben Bernanke as the next US 
Federal Reserve Chairman. Week-on-week, yields declined by an 
average of 24.36 basis points led by the short-end of the curve which 
plunged 56.82 basis points. Likewise, the belly and long-end of the 
curve dropped by 9.54 and 5.77 basis points, respectively. 
  
 
The Bureau of the Treasury sold Php30 billion worth of re-issued 5-
year Fixed Rate Treasury Notes during an auction concluded last 
September 17. The notes were sold at an average coupon rate of 
3.002%, compared to the prior auction held in May this year, which had 
a coupon rate of 2.125%. Total bids amounted to Php32.449 billion, 
which is only 1.08 times the amount offered. The bonds will be issued 
on September 19 and mature on May 23, 2018.  
 
 
 
Philippine Peso 
 
The Philippine peso soared for another week on reports that former US Treasury Secretary Larry Summers decided to withdraw his 
candidacy to be the next US Fed Chairman. The peso further strengthened after the FOMC meeting, where the Fed refrained from 
scaling back its US$85 billion worth of bond purchases. The local currency gained 80.5 centavos to 43.055. 
 
For the first seven months of the year, cash remittances from Overseas Filipino Workers (OFWs) reached US$12.6 billion, 5.8% 

higher year-on-year. Bulk of the amount came from land-based workers, whose remittances amounted to US$9.6 billion, and grew 

5.2% year-on-year. Meanwhile, remittances from sea-based workers grew by 7.8% on an annual basis. Similar to the previous 

months, major sources of these cash remittances were the United States, Saudi Arabia, the United Kingdom, the United Arab 

Emirates, Singapore, Canada and Japan.   

 

According to the Bangko Sentral ng Pilipinas (BSP), the country’s balance of payments (BOP) registered a deficit of US$318 mi llion 

in August from the US$582 million surplus posted in the same period last year, and the US$1.099 billion surplus in July. BSP 

Governor Amando Tetangco Jr. said that the reversal was mainly attributed to the financial market volatility arising from the 

uncertainty about the Fed’s next move regarding the tapering of its quantitative easing. However, in the eight months ended August, 

the BOP remained a surplus at US$3.359 billion but is 33.9% lower than the US$5.080 billion registered in the same period a year 

ago. 

 

The Bureau of Internal Revenue (BIR) posted Php118.11 billion in collections last August, or 22.07% higher than Php96.756 billion 

recorded in the same period last year. However, the agency missed its Php118.48 billion target for the month. Of the total 

collections for the month, Php116.2 billion came from BIR operations or up by 22.39% year-on-year. Meanwhile, Php1.91 billion 

came from non-BIR operations, or 5.41% higher year-on-year. 

 

Data from the Bangko Sentral ng Pilipinas (BSP) showed that special deposit account (SDA) funds fell to Php1.6287 trillion as of 

the week ending August 30 – the lowest level of the year. BSO Deputy Governor Diwa C. Guiniguindo said that the decline is still on 

the back of the process of winding down SDA placements. In mid-February, SDA deposits reached its peak, amounting to around 

Php1.916 trillion. The BSP has been working to wipe out money in SDAs and into the economy to boost investment and 

consumption. 

The Bangko Sentral ng Pilipinas (BSP) registered a net loss of Php19.21 billion as of July, trimmed by more than half from the 

Php48.97 billion losses it posted in the same period a year ago. According to BSP Deputy Governor Diwa Guiniguindo, the 

depreciation of the peso yielded some gains for the central bank, coupled with lower interest expense on account of lower interest 

rates on SDAs. Moreover, foreign exchange fluctuations cost the BSP only Php3.66 billion as of June, plunging 86.09% from the 

Tenor 13-Sep 20-Sep  Change

1m 1.43 0.80 -63

3m 1.43 0.80 -63

6m 1.76 1.12 -65

1y 1.92 1.55 -37

2y 3.03 2.85 -19

3y 3.04 2.94 -10

4y 3.44 3.39 -6

5y 3.45 3.35 -9

7y 3.70 3.66 -4

10y 3.76 3.72 -4

20y 4.30 4.31 1

25y 5.47 5.33 -14

Average -24

Peso Yield Curve                                       

(PDST-F Reference Rates)
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September 23, 2013 

Php26.31 billion it lost through its transactions in 2012. Interest payments posted Php37.12 billion to the BSP’s expenses in  the first 

seven months of the year, falling by a third from the Php54.18 billion last year. 

 

 

The week ahead (Sept 23 – Sept 27) 

 
We expect the local equities market to correct a bit next week on profit-taking following the 11.96% rally since August 28, 2013.  
However, given the record-high net foreign buying of Php17.14 billion last Friday, it seems that the bias is for the index to go up for 
the whole week especially if the index breaks out from its 200-day moving average of 6,467.52. We see no reason for the index to 
go down in the near term now that the Fed has postponed its tapering, which has resulted in a risk-on sentiment. Next week, we 
expect the index to trade between 6,300 and 6,700.   
 
After the recent surge for the local fixed income and currencies market in the previous week, we might see sideways trading as 
market players would most likely to remain on the sidelines, awaiting more economic data releases from the US that will give 
clearer directions regarding the QE tapering. They will also keep an eye on the developments in the Euro-zone, China, Japan and 
other economies. 

 


