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October 10, 2011 

  Global Financial Markets 
 
Global financial markets as a whole traded sideways last week. Global bourses gained back its losses at the start of the 
week on optimism that European policy makers would support major financial institutions in the area in case of a Greek 
default. US Treasuries pared their earlier decline in yields for the same reason. The currencies showed the same behavior 
as the euro gained back its losses during the same period. 
 

Global Equities 
 

       Global equities ended sideways week-on-week 
but showed volatility in between trading sessions. 
The week started out with gains due to 
encouraging economic releases but eventually 
pared for the next two days as sentiment towards 
global growth weakened. To cap the trading week, 
investors were once again hopeful that there is 
progress in finding a solution for the debt crisis, 
successfully reversing the mid-week plunge. The 
MSCI World, MSCI Europe and MSCI Asia-Pacific 
ex-Japan moved -0.52%, 0.67% and -3.06%, 
respectively. As for the US, the Dow Jones 
Industrial Average saw a decline of 0.27% while 
the Standard & Poor’s 500 Index increased by 
0.39%. 
 

       The US Labor Department announced that the 
applications for jobless benefits declined by 
37,000 to 391,000 in the week ending September 
24, the least since April. Analysts surveyed by 
Bloomberg expected the figure to register 420,000 
claims. 
 

       Consumer spending in the US slowed in August as incomes decreased for the first time in almost two years, showing that 
scarce jobs are preventing the US economy from advancing. The increase of personal spending in the US slowed down to 0.2% 
from 0.7% the previous month while personal income decreased by 0.1%. 
       

      The Thomson Reuters/University of Michigan final index of consumer sentiment climbed to 59.4 this month which is higher than 
the forecast of 57.8 
 

      Manufacturing in the US unexpectedly increased which was caused by gains in exports and production. The Institute for Supply 
Management’s factory index climbed to 51.6 from 50.6 compared to the market estimate of a decrease to 50.5. 
 

      The Institute for Supply Management’s non-manufacturing index fell to 53 in September from 53.3 the previous month. Though 
September’s expansion slowed down month-on-month, the figure is higher than the market estimate of 52.8. Readings above 50 
signifies an expansion. 
 

       Bank of America experienced a decline of 9.6% overnight once this week as financial shares are under pressure by the 
possibility that US lenders might be hurt by the sovereign debt crisis. 
 

      After his much publicized battle with cancer, Steve Jobs, who resigned as Apple Inc.’s chief executive officer last Aug. 24, 2011, 
passed away today. Steve Jobs, who built the most valuable technology company by creating devices that changed how people 
use electronics and revolutionized the computer, music and mobile-phone industries, died at 56. 
       

      Germany’s lower house of parliament supported German Chancellor Angela Merkel’s bid to increase the size of the European 
Financial Stability Facility, clearing the way for the next steps to solve the region’s debt crisis. Five hundred twenty three voted in 
favor of the plan and only 85 were against it. 
 

        In another sovereign credit downgrade, Italy’s rating was cut by Moody’s Investor Service for the first time in almost two 
decades on concern that Prime Minister Silvio Berlusconi’s government will struggle to reduce the region’s second largest debt 
because of weak growth. 
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Global Bonds 
 

       Earlier in the week, US Treasury yields were on a decline in preparation for Operation Twist as well as the growing concern for 
the European debt crisis. However, this was pared by the positive sentiment for the global markets in the latter part of the week 
where selling ensued. The 10-year benchmark yield sled by less than 1 basis point to 1.987% while the 30-year bond yield 
dropped by 10.41 basis points to 2.950%. On the other hand, the 2-year note yield inched up by 0.53 basis points. 
 

 
 
Currencies 
 

       Week-on-week, the currency market was mainly positive for the euro 
as market sentiment towards the region’s debt crisis turned around in 
the latter half of the week. The euro appreciated against both the US 
dollar and the Swiss franc to 1.3435 per dollar and 1.23687 per franc, 
respectively. 

 
 
 
 
 
 
The week ahead (October 10 – October 14) 

 

      The week witnessed sideways trading for global markets as investors were shown a mixed bag of news. The overarching theme 
however, is that there exists an upside as investors are hopeful for a solution to the current crisis. Similar to last week, if this 
speculation turns out to be disappointing, another drop might occur.  
 

       As the volatility of both the currency and the fixed income markets heavily depend on the risk appetite of the investors, the 
movement next week will still depend on the whether or not the hopeful speculation for the market continues. If investors are 
satisfied with the progress of how officials are going to handle the debt crisis, the demand for safe havens could continue to 
decrease.   

 
 
Philippine Financial Markets 
 
The local bourse posted a weekly gain for the first time in five weeks as appetite for risk assets regained at the latter part of 
the week. Local government securities were mostly down, but the average rate across the curve increased after the 6-
month and 1-year papers rose by 51 and 98 basis points, respectively.  Meanwhile, the Philippine peso appreciated by 
0.41% against the US dollar as traders bought up the peso after the currency pair breached the 44.000 psychological level 
for the first time in more than eight months.  
 
 Local Equities 

 

 The local bourse proved its resilience in last week’s trading, rising by 0.24% 
week-on-week to end Friday at 4,009.26. Philippine stocks were battered in 
the first three days of the week from a combination of weaker-than-expected 
economic data in the US and lingering sovereign debt concerns in Europe. 
Fortunes reversed on Thursday and Friday on optimism that European 
authorities will push for a coordinated capital injection plan for the region’s 
banks to shield them from the fallout of a possible Greek debt default. 
Upbeat sentiment continued after the US reported a less-than-forecasted 
initial jobless claims reading on Thursday. As of publication of this report, the 
Philippine Stock Exchange Index (PSEi) is just down 4.57% on a year-to-
date basis, faring much better when compared to larger Asian bourses such as Hong Kong (-23.13% ytd), Thailand (-11.46% 
ytd), Malaysia (-7.83% ytd) and Indonesia (-7.50% ytd) 
 

 Socioeconomic Planning Secretary and National Economic Development Authority (NEDA) Director-General Cayetano 
Paderanga said that the interagency Development Budget Coordination Committee (DBCC) may cut its 2011 Philippine GDP 
growth forecast to 5-6% from 7-8% initially due to the devastation caused by typhoons Pedring and Quiel and the weak output 
in the first semester. Meanwhile, Budget Secretary Florencio Abad mentioned that the economy may still reach 5% growth as 

30-Sep 7-Oct % Change

PSEi 3,999.65 4,009.26 0.24%

Philippine  Stock Exchange  Index
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the government goes full blast with its spending plan. The budget assumption pegs the country’s GDP growth rate to be 
anywhere between 5-6% this year.    
 

 Transportation Secretary Mar Roxas said that a Php380 billion infrastructure program will be implemented by the current 
administration, including the North Rail high speed train from Manila to Clark, the 11.7 LRT1 extension from Baclaran to Cavite, 
the LRT2 Santolan to Masinag and the upgrade of the NAIA terminals. On September 30, the Transportation Department 
announced that it would be doing a reconfiguration of the financing of the government’s centerpiece public-private partnership 
(PPP) projects. This means that the government would now undertake the construction and implementation of these big-ticket 
projects as it has access to cheap money in the form of multilateral funding or official development assistance, leaving the 
operations and maintenance aspects of the projects to the private sector.  
 

 In a statement last Wednesday, listed Nickel Asia Corp. (NIKL) said that its unit Taganito Mining Corp. (TMC) has resumed 
mining operations in the Surigao del Norte project after some 300 armed men occupied the mining site and burned down heavy 
equipment earlier in the week. The company further added that it does not expect a significant reduction in shipment tonnage 
from the project for the year and that TMC has more than sufficient funds to cover the damages.  
 

 Philex Mining Corp. (PX), the country’s largest mining company, reported that metal output for 9M2011 rose 37% year-on-year 
to Php12.19 billion due to higher volume and world metal prices. Metal output in terms of volume climbed by 2.5% to 7.04 
million dry metric tons (DMT) as of end-September. However, September output was lethargic across gold, silver and copper 
as volumes fell and market prices declined. Meanwhile, PX is looking to tap creditors to fund 60-70% of the $1 billion it needs 
to develop its Silangan mine in Surigao del Norte in the second half of 2012. PX is targeting to produce 1 million ounces of gold 
annually by 2015. According to its consultant, the Silangan project has 5 billion pounds of copper and 9 million ounces of gold.  
 

 Philippine Long Distance Telephone Co.’s (TEL) recent move to buy back blocks of preferred shares by January next year is 
proof that the company is amassing control needed to approve the creation of new voting shares. TEL will also push through 
with issuing up to 150 million preferred shares with voting rights to Filipino investors to solve its foreign ownership issues.  
 

 Manila Electric Co. (MER), the country’s largest electric distribution utility expects to match its 2010 power sales by year’s end 
despite flat volume levels in the first semester. President and CEO Manuel V. Pangilinan said that MER’s power sales in the 
third quarter are better year-on-year.  
 

 Aboitiz Power Corp. (AP) has signed a long-term supply agreement with Camarines Norte Electric Cooperative Inc. (Canoreco) 
through its renewable energy development unit AP Renewables Inc. (APRI). Through the deal, Canoreco can now meet its 
customers’ needs by providing an average of 18-20 MW of clean energy. AP’s move is in line with its new directive to decrease 
exposure to the spot market where prices are erratic.  
 

 San Miguel Corp. (SMC), currently the country’s largest power producer will be selling its 620 MW Limay diesel power plant to 
an unidentified group of investors. President Ramon Ang said that it would be more “viable” to sell the asset to fund the 
construction of a greenfield gas-run power plant. Earlier this year, SMC said that it may spend around $1 billion for the 
conversion and expansion of the Limay plant into a liquefied natural gas facility. SMC bought the power plant in 2009 from the 
government. Meanwhile, the food-to-power giant disclosed that it is currently in discussions to sell part of its stake in Bank of 
Commerce to CIMB Group Holdings, Inc. a conglomerate domiciled in Malaysia.  
 

 International Container Terminal Services, Inc. (ICT), the county’s largest port operator disclosed to the local exchange that it 
has not received a formal reply from the Philippine Ports Authority (PPA) on its application for a staggered tariff increase. News 
came out today that the PPA granted a 17% increase in fees that ICT can charge at the Manila port.  
 

 Asian Terminals Inc. (ATI), the country’s second-largest port operator has started expanding the capacity of its flagship port at 
the Manila South Harbor and expects to complete construction by 2012. The company has allotted US$25 million or about 
Php1.1 billion for the civil works. South Harbor’s annual capacity will be increased to 1 million twenty-foot equivalent units 
(TEU) from the current capacity of 950,000.  
 

 Sy-led Belle Corp.’s stock rights offering was oversubscribed by 13.4% over the real estate developer and gaming company’s 
planned 1.508 billion offer. Shares were issued at Php3 each for every 6 shares currently held. The proceeds will be used to 
fund the company’s Belle Grand Manila Bay project, which is expected to open in the first quarter of 2013.  
 

 
 
 
 



 

 This material, which is strictly for information purposes only, is for your sole use, does not constitute a recommendation or an offer to sell or a solicitation to buy any financial product. Any information is subject to change 
without notice and BPI is not under any obligation to update or keep current the information contained herein. You are advised to make your own independent judgment with respect to the matter contained in this 
document. No liability whatsoever is accepted for any loss that may arise (whether direct or consequential) from any use of the information contained herein. 
All funds managed by BPI Asset Management and affiliates are Trust and/or Investment Management Funds, which do not carry any guarantee of income or principal, and are NOT covered by the Philippine Deposit 
Insurance Corporation.  Past performance is not a guarantee of future results. BPI Investment Funds are valued daily using the marked-to-market method. 

October 10, 2011 

Philippine Bond Markets 
  

       PDST-F reference rates were mostly down across the curve, but huge 
movements in the 6-month and 1-year benchmark yields pushed the 
average peso interest rate higher by 9 basis points week-on-week. The 
drop in most tenors was brought by a lower-than-estimated headline 
inflation reading last month, but traders pushed rates higher in the 6-month 
and 1-year papers given that the 1-month yield is now at 3.97%. 
Meanwhile, ROP bond yields generally rose week-on-week as market 
players took profits from two straight weeks of price gains.  
 

       The Bureau of the Treasury (BTr) will hold an auction to price its upcoming 
10- and 15-year Retail Treasury Bonds (RTB) worth around Php50-60 
billion on Monday, October 10. This would be the government’s second 
RTB sale for 2011. To give way to the RTBs, the BTr has cancelled the 
scheduled 10-year T-bond auction that was originally schedule for October 
11.  
 

       Philippine inflation rose 4.8% year-on-year last month, slightly higher than 
August’s reading of 4.7%, but fell below the consensus forecast of 4.9%. 
Higher consumer prices resulted to a rise in transport and utility costs. The 
increase in food prices was muted at 5.0% from 5.1% in August, but the threat of damaged rice harvest brought by the recent 
typhoons may put upward pressure on consumer prices.  
 

       The Bureau of Customs (BoC) failed to reach its Php30.165 collection goal last month, collecting just Php20.2 billion or 23% 
lower than the target. On a year-on-year basis however, September’s collection was higher by Php4 billion compared to the 
Php16 billion collected in the same month last year.  
 

       The Bangko Sentral ng Pilipinas (BSP) reported that capital raising activities of corporate issuers through the Philippine Stock 
Exchange (PSE) and the domestic bond market rose 31.2% in 7M2011 to Php210 billion as the private sector continued to raise 
funds to finance capital expenditures. Capital raising in the PSE increased by 54.5% in the period to Php68 billion, while 
corporate bond issuances jumped 22.4% to Php142 billion.  

 
 

Philippine Peso 
 

       The local currency appreciated by 0.41% week-on-week against the US 
dollar to finish at Php43.540 as traders took advantage of the peso’s drop 
last Tuesday when it closed at 44.080 , the local currency’s weakest level 
against the greenback in more than eight months. Demand for emerging 
market currencies, including the peso was revived on optimism that euro-
area officials will contain the region’s debt crisis from swelling and from 
adversely affecting major financial institutions.  
 

       The BSP has announced that it will be enforcing stricter guidelines on the 
use of non-deliverable forwards (NDFs) within the month to control the local 
currency’s stability amid strong inflow of foreign capital. The central bank is 
set on coming out with a final version of a circular governing the rules on 
NDFs after competing its consultation with major players in the banking 
industry. Once traditionally used as a hedging instrument, the central bank 
suspects that NDFs have been used for speculation which could exacerbate 
the peso’s volatility.       
 

 Despite the USD/PHP currency pair breaching the 44.000 psychological 
resistance level recently, President Aquino reiterated that there is nothing to worry about (referring to the further weakening of 
the peso) given the country’s stable fiscal condition. However, he noted that the country is not in a “vacuum” and that the 
Philippines is also affected by headwinds from major global financial markets. 

 
 
 
 
 

T enor 30-Sep 7-Oct % Change

1m 4.01 3.97 -3

3m 2.96 2.92 -5

6m 2.22 2.73 51

1y 1.73 2.71 98

2y 3.03 2.98 -5

3y 3.89 4.02 13

4y 5.12 5.05 -7

5y 5.53 5.46 -7

7y 5.45 5.33 -12

10y 6.23 6.12 -11

20y 7.48 7.47 -1

25y 7.67 7.64 -3

Average 9

Peso Yie ld Curve                                          

(PDST -F Re fe rence  Ra tes)

Tenor 30-Sep 7-Oct bps change

ROP13 2.1570    2.5900    -43

ROP16N 2.9830    3.0740    -9

ROP19N 4.1620    4.1210    4

ROP20 4.1290    4.0910    4

ROP21 4.0970    3.9340    16

ROP24N 5.1280    5.0260    10

ROP26 4.9870    4.7760    21

ROP30 5.4210    5.3940    3

ROP32 5.2540    5.2070    5

ROP34 5.2460    5.1940    5

Average 2

ROP Yield Curve
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The week ahead (October 10 – October 14) 
 

 With no major economic release set for this week, domestic financial markets should take cue from developments overseas, 
particularly in peripheral Europe. As such, we see the main-index trading range bound, settling anywhere between 3,900 – 
4,100 for the week. Meanwhile, even with the risk of foreign funds shifting out of the Philippine bond market, we see strong 
support for bond prices due to Php59.36 billion worth of government security maturities over the next three weeks. This 
massive liquidity that will plow back into the system would push down rates as investors try to buy back into government bonds. 
Barring external headwinds, support for the peso is expected over the coming weeks as remittances from overseas Filipino 
workers start flocking in for the holiday season.   


