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October 7, 2013 

Global Financial Markets 
 
Global equities markets declined for a second week after US policymakers’ failure to resolve budget talks led to a partial 
government shutdown. Meanwhile, the 10-year US Treasury price climbed as demand for safe-havens was boosted by a 
number of disappointing economic data releases. The greenback weakened against most of its major trading counterparts 
amid the lack of progress in resolving the persisting budget standoff, which ignited fears that this would coincide with the 
discussions later this month to raise the country’s debt ceiling. 
 
Global Equities 
 
Global equities markets fell for 

another week after US policymakers 

failed to resolve budget talks, which 

in turn led to a partial government 

shutdown. Market players were 

concerned that the shutdown could 

impede growth in the already-fragile 

recovering economy.  

The US equities market posted 

losses throughout the week, with 

anxieties over the budget standoff 

further exacerbated by a weak ADP 

non-farm payrolls report and 

downbeat service sector data. 

European stocks had moved higher 

earlier during the week amid easing 

political tensions in Italy. Concerns 

over the budget impasse continued 

to weigh on sentiment, however, 

and even overshadowed the 

Eurpoean Central Bank’s dovish 

tone during its latest policy meeting 

ended Wednesday. The ECB had 

kept its benchmark interest rate at a 

record low, though promised to take the needed steps to protect the region from being affected by events in the US. ECB President 

Mario Draghi mentioned that the council had discussed a rate cut, but added that they were still divided on whether it would be 

needed. Draghi had deemed the Euro-zone recovery to be “weak, uneven and fragile”, and that inflation could stay on the “very low 

side” of the central bank’s targeted 2%. 

Meanwhile, Asian shares bucked the trend and ended the week on high note, with most Asian markets rallying Thursday as 

investors shrugged aside concerns for the US government shutdown and instead focused on developments in China. China's 

official non-manufacturing purchasing managers' index for September climbed to 55.4, the highest level in 6 months. Analysts 

believed that the figure reinforced the idea that China's economic recovery was gathering steam. 

For the week, the MSCI World index lost 0.90%, led by the European region, which fell by 1.18%. The Asia-Pacific ex-Japan region 

posted the only gain, rising 0.26% for the week. The Dow Jones Industrial Average index and the S&P500 index weakened by 

1.27% and 0.28%, respecitvely. 

Economic data releases for the week were a mixed, though investors focused more on the budget impasse in the US. 

 Last August, US consumer spending climbed for a fourth straight month, indicating an uptick in incomes. According to 

the Commerce Department, household spending, which makes up around 70% of the US economy, increased by 

0.3% on a monthly basis following the upwardly revised 0.2% gain in July. Consensus estimate was also for spending 

to increase by 0.3%. Moreover, incomes rose 0.4% for the month, posting the largest gain in 6 months. The report 

26-Sep-13 03-Oct-13 % Change

MSCI World 1,556.74 1,542.79 -0.90%

MSCI Europe 107.04 105.78 -1.18%

MSCI Asia-Pacific ex-Japan 465.67 466.90 0.26%

Dow Jones Industrial Average 15,328.30 15,133.14 -1.27%

S&P 500 1,698.67 1,693.87 -0.28%

Global Equity Performance
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also showed that disposable income, which is what’s left after deducting taxes, rose 0.3% even after making 

adjustments for inflation. The figure was the highest in five months, and followed July’s 0.2% increase. 

 For the month of September, consumer confidence in the US fell to the lowest in five months. The Thomson 

Reuters/University of Michigan index of sentiment dropped to 77.5 following the 82.1 registered in August. Market 

estimate was for the figure to fall to 78, following the initially released figure of 76.8. Americans’ outlook on their 

economy is likely being dampened by rising mortgage rates, which could pose a threat to the housing market’s 

recovery. Nevertheless, the reading is still higher than the 64.2 average during the 18-month recession ended June 

2009. 

 For the month of September, the Chicago purchasing managers’ index (PMI) climbed to a higher-than-expected, 

seasonally adjusted 55.7, better than the market estimate of 54.0 and following the 53.0 reading last August. This 

marks the third consecutive month of gain, the longest chain of monthly increases in three years. Nevertheless, the 

current level of the index is just about the same as where it began 2013, at 55.6. Of the index components, new 

orders climbed to 58.9 from 57.2, the highest since February of this year. Likewise, production recovered to 58.0 from 

53.0, after having dropped the three previous months. On the other hand, the employment segment of the index 

decline for a third straight month—the only one to fall for September. 

 Last month, the Institute for Supply Management’s manufacturing purchasing managers’ index (PMI) rose for a third 

straight month to 56.2. The figure was the highest level in over two years, and was higher than the market estimate of 

55.0 and the 55.7 in August. According to the report, "Comments from the panel are generally positive and optimistic 

about increasing demand and improving business conditions,” Bradley Holcomb, who oversees the survey, stated that 

demand mostly came from industries that supported autos and housing.  

 New auto sales in the US fell for the month of September, mainly due to the Labor Day weekend which fell in August. 

For the month, General Motors’ sales fell 11% year-on-year to 187,195 vehicles. The company’s vice president for US 

sales operation stated that this was because September had only 23 selling days, and explained the month-to-month 

decline. Sales fell for most automakers, though a choice few including Ford Motor and the Chrysler Group managed to 

buck the trend, with sales rising 5.8% and 0.7% year-on-year, respectively. 

 According to the monthly report released by payroll processor Automatic Data Processing Inc. and Moody’s Analytics, 

businesses added only 166,000 jobs last September. This was lower than the market estimate of a 180,000 increase, 

but still higher than the downwardly revised 159,000 last August. The report added that the job market appears to 

have softened in recent monthly, likely because fiscal austerity has begun to take a toll on job creation. Small firms, 

which employ one to 49 workers added 74,000 jobs, medium-sized business which employ between 50 and 499 

workers increased by 28,000 employees, and large firms with 500 or more employees added 64,000 workers. 

 US jobless claims rose slightly higher by 1,000 last week to a seasonally adjusted 308,000. The figure was lower than 

the market estimate of 315,000. On the other hand, the less volatile four-week moving average of claims dropped by 

3,750 to 305,000, the lowest since May 2007. Continuing claims, or those drawn by workers for more than a week, 

rose by 104,000 to 2,925,000 for the week ended September 21. This was higher than the market estimate of 

2,805,000. 

 Last September, the Institute for Supply Management’s non-manufacturing purchasing managers’ index (PMI) 

slumped to 54.4, lower than the market estimate of 57.0 and the August figure of 58.6. According to the report, though 

majority of respondents continued to be positive, there had been an increase in the degree of uncertainty regarding 

the future business climate and the direction of the economy. In other news, the US factory orders data for September 

was not released due to the partial government shutdown. 

 Inflation in the Euro-zone fell to a three-and-a-half year low last month, with consumer prices rising by only 1.1% on an 

annual basis, following the 1.3% rise posted August. The slowdown was mainly due to the largest drop in energy 

prices since November 2009. Milder price increases for food, alcohol and tobacco contributed to the slowdown as 

well. 

 Data processing firm Markit stated that its composite purchasing managers’ index (PMI) for the Euro-zone rose to 52.2 

in September from 51.5 last August. This was the fast pace in over two years. Taken together with figure from the 

previous two months, the data indicates that the third quarter was the strongest for business activity in over two years. 

Leading the growth was Germany, though expansion slowed slightly on a monthly basis. Likewise, Italy’s index grew 

at the fastest pace in over two years. In other news, the currency bloc’s retail sales climbed 0.7% on a monthly basis 

last August, posting a second straight month of gain. This was higher than the estimate of a 0.2% increase, and July’s 

upwardly revised 0.5%. 
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Global Bonds 

 

US Treasury prices were mostly higher as a number of downbeat economic 

data results boosted appetite for safe-haven government securities. 

However, prices fell on the shorter tenors amid investors’ fears that they 

would not get paid, should the government default on its debt. Aside from the 

current budget standoff, another pressing issue is the looming debt ceiling 

deadline on October 17, which could lead to an unprecedented default by the 

US. However, House Speaker John Boehner has firmly stated to colleagues 

that he is determined to prevent a federal default. 

 

Week-on-week, the 2- and 10-year benchmark yield lost 3.11 and 4.52 basis points to 0.309% and 2.605%, respectively. 

 

 

Currencies  
 

The US dollar weakened against most of its major currency counterparts, 

plunging as the lack of progress in resolving the persisting budget standoff 

ignited fears that this would coincide with the impending, and ultimately 

more crucial, discussions later this month to raise the country’s debt 

ceiling. Meanwhile, the euro continued to strengthen following the release 

of upbeat regional economic data, which added to hopes that economic 

recovery could be sustained. Week-on-week, the US dollar weakened 

0.60% against the euro and 0.54% against the Japanese yen. 

 

 

The week ahead (Oct 07 – Oct 11) 

 

Movements in global markets this week were largely due to adverse reactions to the US government’s partial shutdown as a result 

of the budget impasse. These concerns could continue on to next week, especially as the debt ceiling deadline on October 17 

draws ever closer. Analysts are speculating that it is increasingly possible that the standoff could persist until then, with the market’s 

reactions further intensifying going into the dreaded date. For the coming week, equities markets are expected to trade with a 

downward bias as market players remain cautious, awaiting more developments from the world’s largest economy. Short-term US 

Treasury yields might move higher on fears of a potential federal default, and the US dollar could weaken further as the budget 

standoff is prolonged. US Non-farm payrolls data will not be released on Friday due to the government shutdown. 

 

 

 

 

 

 

 

 

 

 

US Treasury Yield Curve

Tenor 26-Sep 3-Oct  +/- bps

3m 0.000 0.020 2.03

6m 0.025 0.046 2.02

2y 0.340 0.309 -3.11

5y 1.435 1.356 -7.95

10y 2.650 2.605 -4.52

30y 3.695 3.707 1.23

Currencies 

27-Sep 4-Oct % Change

USD/PHP 43.340 43.050 0.67%

EUR/USD 1.3522 1.3603 0.60%

GBP/USD 1.6139 1.6083 -0.35%

USD/JPY 98.24 97.14 1.13%

AUD/USD 0.9317 0.9437 1.29%

USD/CHF 0.9059 0.9015 0.49%

EUR/CHF 1.22390 1.22622 -0.19%

EUR/JPY 132.87 132.15 0.54%
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Philippine Financial Markets 

Local financial markets ended the week higher amid optimism following Moody’s credit rating upgrade and an upwardly 
revised economic growth outlook from the ADB. Gains were only tempered by continued concerns regarding the ongoing 
fiscal issues in the US. 
 
 
Local Equities 
 

The local equities market rallied this week on the back of positive 

macroeconomic developments, with investors shrugging concerns on the US 

budget woes and debt ceiling issue.  The rally was triggered by Asian 

Development Bank’s (ADB) revision of its economic growth forecast for the 

country from 6% to 7% for 2013.  This run-up continued on Thursday after 

Moody’s upgraded Philippines’ credit rating from Ba1 to Baa3.  Meanwhile, JG 

Summit (JGS) raised Php12 billion through a sale of a 4.7% stake in Universal 

Robina Corporation (URC) via overnight private placement.  This would help in 

financing JGS’ investment in Manila Electric Co. (MER) worth Php72 billion. 

Week-over-week, the index gained 10.67 points, or +0.17%, to close at 6,390.48. For the week, foreigners were net sellers at 

Php28.02 billion. 

Industrial 

 D&L Industries is on track to grow its recurring net income by around 30 to 34% this year, according to a company 
official. The uptick will be coming from the company’s continued focus on higher-margin customized and specialty 
products, including specialty fats and oil as well as plastic and aerosol products, and reducing the share of low-margin 
refined vegetable oil to total business. Moreover, D&L Chief Financial Officer Alvin Lao stated that the firm was rowing 
very fast and has already built three new plants to increase capacity 
 
 

Conglomerates 

 Ayala Corp. (AC) and Aboitiz Equity Ventures Inc. (AEV) have joined forces for fund raising programs. According to 
the registration statement filed with the Securities and Exchange Commission, AC said it will re-issue 20 million 
Preferred Class B shares at Php500 per, with the proceeds to be used to partially refinance certain peso denominated 
debt obligations due in the last quarter of 2013 worth Php10.25 billion. Meanwhile, AEV applied for the registration of 
its Php10 billion retail bonds with tenors of 7 and 10 years. The proceeds of the offer, according to AEV, will be used 
by the company to replenish working capital, pay the company’s short term obligations and for planned investments 
and other general corporate requirements. 
 

 
Properties 

 Ayala Land Inc. has just today launched a Php6 billion bond offering, the final tranche of its Php21 billion fundraising 
program. According to a company disclosure made to the Philippine stock exchange, Php4 billion worth of bonds will 
be due 2020 while the remaining Php2 billion will be due 2033. The bonds will carry coupon rates of 4.625% (maturing 
2020) and 6.0% (maturing 2033). Moreover, the 20-year bonds maturing in 2033 is the longest tenor for a domestic 
corporate bond to date. Joint lead underwriters and book runners for the transaction will be BPI Capital Corp., BDO 
Capital & Investment Corp., and First Metro Investment Corp. 

 
 
 

Food and Beverage 

 Gokongwei-led Universal Robina Corp. (URC) has allotted US$150 million worth of capital expenditure (CAPEX) for 
the fiscal year 2014 to fund the firm’s domestic and regional expansions. The CAPEX will be funded by the company’s 
net cash, which amounts to US$200 million. The retail firm’s priority is to strengthen its position in the Association of 
Southeast Asian Nations (ASEAN) and maintain its leading position in the Philippines. Moreover, URC will introduce 
its products in Myanmar in the next six months and aims to acquire several entities outside the country. 

27-Sep 4-Oct % Change

PSEi 6,379.81 6,390.48 0.17%

Philippine  Stock Exchange  Index
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Philippine Bond Market  
 
Trading in the local fixed income market was lackluster at the start of the week 
as investors remained on the sidelines amid the ongoing debate on the budget 
spending in the US and continued fears of a US technical default. Towards the 
end of the week, government securities received a late boost as Moody’s 
upgraded the country’s credit rating to investment grade. The firm was the last 
of the three major credit rating agencies to do so. Week-on-week, yields 
declined by an average of 3 basis points with the belly and short-end of the 
curve dropping by 10.23 and 2.71 basis points, respectively. Meanwhile, the 
long-end of the curve increased by 11.93 basis points. 
 
 
Philippine Peso 
 
The Philippine peso surged against the greenback, recouping the previous 
week’s losses after Moody’s Investor Service (Moody’s) finally awarded the 
country the much sought-after investment grade status, coupled with a positive 
outlook. The strength of the peso occurred despite the volatility emanating from 
the world’s largest economy. The local currency gained 29 centavos to close at 
43.050. 
 
The country’s annual inflation for September stood at 2.7%, picking up from a four-year low hit in August of 2.1%. The uptick was 
mainly driven by a higher annual increase in the prices of food particularly on the prices of rice, corn, vegetables and fruits, and 
non-alcoholic beverages. The figure brings average inflation for the first nine months of 2013 to 2.8% year-on-year, still below the 
government's targeted range of 3-5% for the year. Likewise, core annual inflation which excludes the prices of selected food and 
energy, also went up to 2.3% in September from 1.9% in August. 
 
 
According to the Bangko Sentral ng Pilipinas (BSP), the capital adequacy ratio (CAR) of universal and commercial banks came in at 

17.75% in the first quarter, an improvement from 17.28% registered in the fourth quarter of 2012. On a consolidated basis, banks’ 

CAR averaged 18.89% which is also higher than the 18.35% registered as of end-December. Meanwhile the CAR of subsidiary 

thrift banks and quasi-banks stood at 17.61% for the first quarter, up from 17.29% as of end-2012. The central bank stated that the 

rise of the CAR was due to a higher increase in universal and commercial banks’ qualifying capital versus their risk-weighted 

assets. The first quarter levels also remained higher than the 10% minimum requirement of the BSP. 

 

 

According to the National Statistics Office (NSO), domestic trade climbed by 4.5% in terms of value in the second quarter from a 

year ago. The total value of domestic trade rose to Php146.24 billion in the April to June period from Php139.91 billion registered in 

the same period last year. The NSO added that trade transactions through water transport accounted for 99.3% and 99.7% during 

the second quarter of 2012 and 2013, respectively. 

 

 

According to the Bangko Sentral ng Pilipinas (BSP), bank lending grew at a faster pace, rising by 14.2% to Php3.405 trillion in 

August from Php2.982 trillion posted in the same period last year. This was also higher than the 12.3% seen in July this year. 

Furthermore, the central bank stated that loans extended for production activities, accounting for four-fifths of the total credit 

portfolio, climbed by 13.1% to Php3.074 trillion in August from Php2.718 trillion a year ago. 

 

 

The Asian Development Bank (ADB) upwardly revised its growth forecast for the Philippines this year to 7% from the 6% outlook set 

back in April. ADB upgraded its outlook on the back of the country’s strong domestic demand and investment, benign inflation and 

low interest rates, optimistic business sentiment and manageable remittance inflows.  ADB added that the construction sector and 

development in the service sectors are the key drivers for the 7% growth this year. The bank also sees the growth in the Phil ippines 

to reach 6.1% for 2014 from the previous forecast of 5.9%. 

 

 

 

 

T enor 27-Sep 4-Oct  Change

1m 0.70 0.63 -6

3m 0.72 0.65 -7

6m 1.05 1.04 -1

1y 1.55 1.29 -26

2y 2.82 2.81 -1

3y 3.07 2.86 -21

4y 3.44 3.44 0

5y 3.38 3.45 7

7y 3.83 3.71 -12

10y 3.78 3.88 11

20y 4.30 4.54 24

25y 5.53 5.54 1

Average -3

Peso Yie ld Curve                                        

(PDST-F Reference Rates)
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The week ahead (Oct 07- Oct 11) 

 
We expect the local equities market to trade lower this week on the back of continued concerns in the US.  Uncertainties in the 
global markets will continue to weigh down on emerging markets like the Philippines.  The recent rally may also trigger profit-taking 
once the index reaches 6,500, a strong resistance after the index failed to breach it for the last 2 weeks.  Volatility will persist until 
October 17, the deadline for the US debt ceiling.  Trading range is between 6,100 to 6,500.   
 
Prices of local government securities may experience selling pressure in the coming week as investors fear that the higher-than-
expected inflation print in October may continue through 2014, suggesting that the low-interest rate regime may be over. Likewise, 
the implementation of the single pricing initiative and the valuation adjustment in bond prices may adversely affect trading in the 
local bond market. Meanwhile, movements in the currencies market would be hinged on the developments in Washington.      
 


