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October 8, 2012 

Global Financial Markets 
 
Global markets moved sideways this week given the lack of any fresh market leads. Some surprisingly optimistic 
economic data releases from the US did serve to boost investor sentiment, however, lingering concerns on the Euro-zone 
and Asia’s slowing growth, as well as Spain’s continued delay for a bail-out request tempered any significant rallies for 
the week. 

 
Global Equities 
 
Global equities ended the week barely 

changed as investors remained mostly 

on the sidelines in the absence of 

market-moving news. US and Asian 

markets posted some gains as a result of 

some positive data releases from 

America, though increases were 

countered by Europe’s continued dismal 

economic performance. European stocks 

pared the previous week’s gains after 

Spanish Prime Minister Mariano Rajoy 

extinguished early enthusiasm over the 

possibility of a soon-to-come bailout 

request from the region, dashing 

investors’ hopes of an economic 

recovery for the Euro-zone any time 

soon. The ECB and the Bank of 

England’s decision of leaving benchmark 

interest rates unchanged did little to 

stimulate European markets. 

Week-on-week, the MSCI World index 

inched up 8.83 points, or +0.67%, to 

1,329.00 led by the Asia-Pacific ex-Japan region which climbed 0.92%. The US ended the week on a positive note as well, with the 

S&P500 posting a four-day winning streak to close at 1,461.40 and the Dow Jones Industrial Average index climbing 0.66% to close 

at 13,575.36. Only the European region closed in the red losing 0.21% to close at 93.50. 

Economic releases for the week hinted at steady recovery by the world’s largest economy, though other parts of the globe 

especially the Euro-zone continued to show signs of cooling economic growth. 

 Manufacturing in the US unexpectedly expanded for the first time in four months last September. According to the Institute 
for Supply Management (ISM), its purchasing managers’ index increased to 51.5, beating market estimates of 49.7, from 
49.6 in August. Furthermore, the new-orders index jumped to 52.3 from 47.1, while the exports index went up to 48.5 from 
47.0. The employment index also rallied from 51.6 to 54.7. Brad Holcomb, head of the ISM’s manufacturing survey, stated 
that this growth appeared to be driven by demand for cars and a slight turnaround in the housing industry. However, he 
added that further significant expansion in factory activity was not likely in the coming months given the uncertain global 
economic conditions. 

 Consumer confidence in the US gained for a sixth straight week, the longest rally since early 2006. This increase indicated 
that Americans were slowly growing more secure with regards to their financial situation. The Bloomberg Consumer 
Comfort index for the week ending September 30 went up to a three-month high of -36.9, from -39.6 in the previous period. 
Surveys also showed that at least 50% of households were less pessimistic about the buying climate and the economy, 
and had “positive” views for their finances. 

 US private businesses added more jobs than expected last month. Data released by payroll processor Automatic Data 
Processing Inc. and the consultancy Macroeconomic Advisers reported that 162,000 jobs were created for the month of 
September, much higher than market estimates of 140,000. According to the report, service-sector jobs went up 144,000 
while factory jobs went up by only 4,000. Macroeconomic Advisers chairman Joel Prakken stated that the figure was 
“hardly a strong number” and that the added jobs were barely above the pace that would push national unemployment 
down. 

27-Sep-12 04-Oct-12 % Change

MSCI World 1,320.17 1,329.00 0.67%

MSCI Europe 93.70 93.50 -0.21%

MSCI Asia-Pacific ex-Japan 438.48 442.51 0.92%

Dow Jones Industrial Average 13,485.97 13,575.36 0.66%

S&P 500 1,447.15 1,461.40 0.98%

Global Equity Performance
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 HSBC Plc. and Markit Economics’ purchasing manager’s index for China showed that manufacturing activity in the nation 
shrank for an 11th month in September. The index registered at 47.9, slightly higher than the 47.8 market estimate. In a 
separate report, Fitch Ratings lowered its 2012 GDP growth forecast for China to 7.8% from an 8.0% estimate last June. 
The credit rating agency cited the worsening global growth outlook and the absence of additional stimulus on the side of 
the central bank for the downgrade. 

 The number of jobless people in the Euro-zone climbed further last August. According to data released by Eurostat, the 
Euro-zone’s official statistics agency, 18.196 million people were without jobs. This figure showed an increase of 34,000 
month-on-month, and is the highest in total since records for countries that now use the euro were initially compiled in 
January 1995. The increase left unemployment rate at 11.4% of the workforce, matching the previous month’s percentage 
and meeting expectations. 

 
Global Bonds 

 
US Treasury prices declined amid better-than-expected manufacturing, 

employment and consumer confidence data released during the week. Week-

on-week, the 30-year benchmark climbed 5.09 basis points to 2.890%, 

followed by the 10-year benchmark which picked up 1.90 basis points to 

1.673%. The 3- and 6-month benchmarks also increased 1.52 and 1.02 basis 

points, respectively. 

Spanish government bond prices dropped this week as the nation continued to 

delay its request for financial aid. According the ECB President Mario Draghi, 

the ECB is ready to undertake bond purchases, but only “once all the 

prerequisites are in place”. Security prices fell after the region sold 3.99 billion 

euros of two-, three- and five-year notes, while refusing to seek a bail-out that would prompt the ECB to begin purchasing its debt. 

This week, Spain sold 2015 notes at an average yield of 3.956%, higher than the 3.845% yield at a previous sale last September 

20. 

Currencies 
 
Safe-haven currencies weakened as investors opted to purchase emerging 
market assets following positive economic releases from the US. The 
Japanese yen, in particular, slid against most of its major counter parts amid 
speculation that the Bank of Japan’s meeting this week would result in 
monetary policy changes to boost the country’s economic growth. Meanwhile, 
the euro rallied after ECB president Mario Draghi announced that they were 
ready to begin purchasing bonds from countries such as Spain, on the premise 
that necessary conditions would be met. 
 
The euro rose 1.77% against the Japanese yen to close at ¥102.02 and gained 
1.14% against the US dollar to end the week at US$1.3007. 

 
 
 
The week ahead (Oct 08 – Oct 12) 
 
We expect global markets to continue trading sideways next week as there will again be few significant data releases. However, 
market-watchers will be on the look-out for further developments with regard to Spain’s bail-out request from the ECB, as well as 
more economic releases from the world’s largest economy. Should speculations on improved US payrolls data prove to be true, we 
expect markets to move higher though investor optimism would still be moderated by ever-present concerns for the Euro-zone.

US Treasury Yield Curve

Tenor 27-Sep 4-Oct  +/- bps

3m 0.086 0.101 1.52

6m 0.127 0.137 1.02

2y 0.250 0.242 -0.79

5y 0.644 0.631 -1.27

10y 1.654 1.673 1.90

30y 2.839 2.890 5.09

Currencies 

28-Sep 5-Oct % Change

USD/PHP 41.700 41.430 0.65%

EUR/USD 1.2860 1.3007 1.14%

GBP/USD 1.6167 1.6179 0.07%

USD/JPY 77.96 78.43 -0.60%

AUD/USD 1.0378 1.0244 -1.29%

USD/CHF 0.9398 0.9316 0.88%

EUR/CHF 1.20849 1.21159 -0.26%

EUR/JPY 100.21 102.02 -1.77%
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Philippine Financial Markets 
 

Local equities rallied to record highs this week on expectations of historically strong fourth quarter and positioning by 
local investors prior to election season. The local bond market declined on renewed concerns for the Euro-zone. 
Meanwhile, the local currency booked solid gains following optimism on the local economic front and improving US 
labor market. 
 

 
Local Equities  
 

Local markets surprised in the upside this week as the PSEi broke several 
historical highs on Wednesday, Thursday, and again on Friday. The steep rise 
may have been spurred by positive expectations of a historically strong fourth 
quarter and a move by investors to position themselves prior to the 2013 
election season. Week-on-week, the PSEi gained 93.74 points or +1.75% to 
close at 5,439.84. SM (+10.27%) was the top contributor comprising over 55% 
of the PSEi’s gain.  Other outperformers include JGS (+6.31%), MER 
(+8.63%), AC (+4.41%) and MWC (+6.67%).   
 
 

Conglomerates 
 

 SM Prime Holdings Inc. expects a faster growth in the second half of the year. According to the company’s top 
executives, the robust economic growth, together with consumer spending and efficient operations will definitely boost 
second half results. SM Prime president Hans Sy expressed his confidence in the chances of hitting their targets and 
even said that he is now working towards going beyond their targets. He added that they are very much in control of 
how they want things to get done. SM Prime registered Php4.92 billion in net income in the first half the year, 15% 
higher compared with Php4.27 billion in the same period a year ago. 
 

 Listed Ayala Corp. (AC), which is looking into the power and infrastructure businesses, is planning to raise Php10 

billion through a public offering of fixed-rate bonds. In a disclosure to the Philippine Stock Exchange, the company 

said that it received approval from its board to offer seven-year bonds, with an option to redeem during the 4th year. 

The bonds will be issued by BPI Capital Corp, and will be subject to the registration requirements of the Securities and 

Exchange Commission. 

 
Financials 
 

 Security Bank Corp. (SECB) will pay Php1 cash dividend to its shareholders in November following its robust 

performance during the first half of the year. The Bangko Sentral ng Pilipinas has approved the regular semestral cash 

dividend of Php0.50 per share and special cash dividend of Php0.50 per share. Security Bank will pay a total of 

Php502,358,513.00 in regular and  special cash dividends to all shareholders on record as of Oct. 17 while payment 

date is set on Nov 14. The bank’s net income soared by 108% to Php5 billion in the first semester from Php2.4 billion 

in the same period a year ago. Likewise, it expects to sustain its strong performance for the rest of the year. 

Properties 

 
 The Millenium Challege Account-Philippines (MCA-P) has awarded contracts for the construction of roads and bridges 

in Samar to two joint ventures namely DM Consunji, Inc. (DMCI) and CM Panco Construction, Inc.. MCA-P managing 
director and chief executive officer has confirmed the signing of the Php802 million deal by MCA-P and the consortium 
of the two joint ventures. The two firms were able to bag the Contract Package (CP 1) of the Secondary National 
Roads Development Project (SNRDP), which mainly aims to construct and rehabilitate existing roads and bridges in 
Samar in order to reduce transportation costs and improve access to markets and social services. 
 

 AyalaLand Hotels and Resorts Corp., a wholly owned subsidiary of property developer Ayala Land, Inc., has fully 
acquired the interests held by Kingdom Hotel Investments and its affiliate in the Fairmont Hotel and Raffles Suites and 
Residences project in Makati City. The company disclosed that this acquisition is consistent with its thrust to grow its 
commercial leasing business. The company added that it paid US$24.11 million for the issued and outstanding shares 
of Kingdom Hotel Investments. Ayala Land senior vice-president Jose Emmanuel Jalandoni further expressed his 
excitement about the project as it will contribute to the development of tourism for both Makati and the Philippines. 
 

28-Sep 5-Oct % Change

PSEi 5,346.10 5,439.84 1.75%

Philippine Stock Exchange Index
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Transportation 
 

 According to a top company official, Philippine Airlines (PAL) continues to eye acquisition of a regional airline—though 
with no word yet as to what airline it is— even as it begins a massive re-fleeting program. PAL president Ramon S. 
Ang stated that investing in a foreign carrier is still a part of the company’s growth plan as it aims to reach more skies 
and reclaim the number one spot in the Philippine airline industry. The flagship carrier also plans to add more 
destinations to its existing list, including the Middle East, Europe and other parts of the United States so as to widen 
its reach and make more profit. Currently, PAL is banned from flying to the 27-member European Union on failure to 
comply with international safety standards. 

 
 

 
 
Philippine Bond Markets 

 
Local government securities prices plunged during the week as investors 
fled from emerging market assets on the back of renewed concerns over 
the slowing global economy. Furthermore, investors post higher bids on 
longer tenor bonds in anticipation of the upcoming RTB-25 auction. Week-
on-week, yields edged up by an average of 7 basis points, led the long-
end of the curve which rose by 9 basis points. The belly and short end of 
the curve both went up, climbing by 7 and 3 basis points, respectively. 
 
 
The Bureau of the Treasury sold Php7.5 billion worth of Treasury bills in 
an auction held last October 1, 2012. The total amount awarded was 
composed of Php1 billion worth of 91-day bills at an average yield of 
0.712%, Php2.50 billion worth of 182-day bills at an average yield of 
1.050%, and Php4 billion worth of 364-day bills at an average yield of 
1.350%. The government received tenders totaling Php24.6 billion. 
 
 
 
Philippine Peso 
 

The Philippine peso had a relatively strong performance for the week, bringing registering its biggest weekly gain in a month, 
following the upward revision of the country’s GDP growth outlook by the Asian Development Bank (ADB),  and amid improving US 
labor markets. Week-on-week the local currency gained 23 centavos to close at Php41.430. 
 
Consumer-price gains registered at 3.6% year-on-year for the month of September, lower than market-estimates of 3.8%, as fuel 
prices eased. Fuel, electricity and water prices increased at a slower pace of 4.5% last month, compared to the 5.6% pace increase 
recorded in August. Month-on-month, consumer prices fell 0.1% in September from the +0.8% posted in August. The figure still falls 
within the 3% to 5% threshold set by the Bangko Sentral ng Pilipinas. 

According to the Bangko Sentral ng Pilipinas (BSP), dollar inflows to the country will continue to be strong over the medium term 
even if remittance growth slows. BSP Deputy Governor Diwa Guinigundo affirmed that there were two emerging sectors which 
would allow the country to continue enjoying substantial foreign exchange inflows over the next few years: BPO and tourism. He 
added that increased efforts to promote the county’s tourist destinations should bring in more foreign exchange receipts, and that 
BPOs would continue to see a 15% annual growth in the next few years. Last year, remittances amounted to US$20 billion, up by 
7% from the previous year. This year, remittances are seen to grow by only 5%. 

Data released by the Bureau of the Treasury showed that the government paid Php66.294 billion to service its debts in August, 
down 9.42% from the Php73.186 billion registered in the same period last year. The drop was due to a decline in principal 
payments, which dipped 11.1% from last year‘s Php52.28 billion to Php46.478 billion. For the first 8 months of the year, total 
principal payments dropped by 11.73% to Php289.967 billion from Php328.497 billion during the same period in 2011. Meanwhile, 
total interest payments for the January-to-August period contributed Php221.115 billion, up 12.47% from the Php196.607 billion last 
year. For 2012, the government expects to pay Php383.169 billion in total for principal payments and Php317.653 billion in total for 
interest payments. 

 

 

 

Tenor 28-Sep 5-Oct  Change

1m 1.19 1.21 2

3m 0.80 1.02 21

6m 1.20 1.21 1

1y 1.69 1.58 -11

2y 2.73 2.91 19

3y 3.91 3.88 -3

4y 4.47 4.58 11

5y 4.71 4.81 10

7y 4.85 4.85 1

10y 4.90 4.93 3

20y 5.85 5.91 6

25y 6.05 6.24 20

Average 7

Peso Yield Curve                                       

(PDST-F Reference Rates)
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The week ahead (Oct 08 – Oct 12)  

Philippine stocks will be ripe for a correction after a blistering performance in the first week of October. The previous resistance 
level of 5,400 now becomes the new index support. The PSEi reached a record intraday high of 5,484 -- barely 16 points away from 
our year-end target of 5,500. The record-setting performance was backed up by heavy value turnout worth US$211 million, way 
above the YTD average daily value turnout of US$150 million.    

While a short term consolidation period is imminent, we will likely be revising our 2012 target on more positive developments 
expected for the rest of the year. These include the likelihood of an upgrade before year-end (IMF, Fitch, and S&P's last rating  
between May-July), announcement of a potential easing in the next BSP policy meeting, and stable 3rd quarter earnings 
expectations by end of the month. With blue chip issues topping out in the short term, we expect rotational buying to shift towards 
smaller cap issues.     

Meanwhile, trading in the local fixed income and currency market will continue to be influenced by the developments of the global 
economic front (Euro-zone and US & China slowdown). Likewise, August export and money supply figures shall be released within 
the week, which play important roles for the Bangko Sentral ng Pilipinas in gauging the need for more stimulus measures as they 
hold their next monetary board meeting later this month. 

 

 


