
 

October 7, 2016     
Global Financial Markets  

The global equities traded sideways this week, getting over the Deutsche Bank issue but remaining overly cautious on the 
slew of Fed-hike friendly economic releases out of the US. The Asian market continued to post moderate gain on the back 
of OPEC’s decision to cut production. US Treasuries saw divergence between the short-end and the long-end of the curve, 
with disappointments from certain US economic data offset by the rally in oil prices given the oil production cut from the 
OPEC meeting in Algeria. The US Dollar ended stronger against other major currencies given a string of positive 
economic data (e.g. consumer confidence, factory activity, and services) leading to higher expectations of a US Fed rate 
hike and as a result, a stronger US Dollar.    

 
Global Equities 
 

Late last week, U.S. stocks rebounded as 
Fed Chair Janet Yellen said, “There could 
be benefits to the central bank’s ability to 
buy either equities or corporate bonds” last 
Thursday. Wall Street traded sideways with 
a slight downward bias across the weekend 
owing to mixed automotive and 
manufacturing data, as well as weaker 
construction spending data. Due to the 
increased market odds of a 2016 Fed rate 
hike amounting to more than 60%, U.S. 
stocks further nursed losses amid selling of  
government bond markets in the Atlantic, 
sparked by the concerns over easing in 
monetary stimulus from the European 
Central Bank and IMF’s lowered growth 
forecast and also due to the sinking of gold 
prices to their lowest level since the Brexit 
vote. Wall Street ended higher mid-week, 
tracking the rally in crude oil prices which 
held above USD 50 per barrel for a third 
trading day. Also, the US posted service 
sector expansion in September with the ISM 
non-manufacturing activity index leaping to 
57.1, versus consensus of 53.0 and August 
multi-year low of 51.9. Wall Street recovered 
later this week on expectations of a more upbeat September non-farm payroll report, given the recent slew of positive US economic 
data. 
 
European stocks corrected after previous sessions of being oversold in the wake of the Deutsche Bank issue to close higher. Also, 
higher Eurozone export activity boosted confidence. Further support came for Euro bourses as the final reading of September 
Eurozone manufacturing activity met expectations with growth orders, output, and employment showing signs of improvement. 
European stocks up again for the sixth consecutive day, mid-week, as concerns about Deutsche Bank continue to decline and 
positive  sentiment on U.K. stocks materializes on the back of a falling pound improve investors' appetite for risk. Deutsche Bank 
gained 1.5% after HSBC declares that fears over Duetsche Bank's insolvency were overdone. European stocks were down later in 
the week as investor sentiment turned negative over news that the European Central Bank (ECB) may slow down the rate of bond 
purchases before the program ends in March 2017. European stocks continued their sell-off as investor sentiment remained firmly 
negative over the news that the European Central Bank (ECB) may slow down the rate of bond purchases despite the denial of the 
ECB over such discussions taking place. On the other hand, positive news for Deutsche Bank continues to arrive as the IMF says 
that it doesn't currently foresee Deutsche Bank needing a bailout. 
 
Markets in Hong Kong and Japan fell early this week on low expectations over last week's OPEC-Russia meeting and over news 
that seemed to suggest Deutsche Bank was experiencing a bank run. In China, meanwhile, mainland bourses outperformed owing 
to the reported industrial expansion evident in the Caixin PMI gauge of nationwide factory activity, which expanded. Asian markets 
closed higher across the board, tracking similar gains in the U.S. as a settlement between the Justice Department and Deutsche 
Bank becomes more likely. Asian markets continued to edge higher with Japanese equities leading the region as solid U.S. 
manufacturing data weakened the yen against the dollar, driving positive sentiment towards Japanese export-oriented companies.  
Asian markets were broadly higher by the weekend as the combination of solid U.S. economic data and a weaker Japanese yet 
lifted investor sentiment. The September survey reading of the U.S. Institute for Supply Management jumped to an 11-month high 
and beat investor expectations. Furthermore, a boost in oil prices helped support the equities rally. Japan, Korea, Hong Kong, 

29-Sep-16 06-Oct-16 % Change

MSCI World 1,719.77 1,718.40 -0.08%

MSCI Europe 115.75 115.88 0.11%

MSCI Asia-Pacific ex-Japan 455.83 456.66 0.18%

Dow Jones Industrial Average 18,143.45 18,268.50 0.69%

S&P 500 2,151.13 2,160.77 0.45%
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Australia, and Malaysia markets were up while Indonesia and Philippine markets were down. The China market remained closed 
due to National Holiday. 
 
 

 The Atlanta Federal Reserve's GDP Now forecast model indicated that the U.S. economy was projected to grow at a 2.4% 

annualized rate in Q3. They said their forecast of real consumer spending growth fell 30 bps to 2.7% post August data. 

 US economic reporting entities posted conflicting reports with respect to industrial production in September. ISM 

manufacturing Purchasing Managers Index (PMI) reportedly rose to 51.5 (vs. 49.4 in August) in September, beating 

expectations of 50.4, while Markit reported manufacturing PMI of 51.5, lower than 52.0 (August), but still beating 

expectations of 51.4. US construction spending suffered a back-to-back monthly decline in August, falling 0.70% (vs. 

consensus of +0.30%), year-on-year, owing to lower spending for highways and schools as well as private construction. 

 Richmond Federal Reserve President Jeffrey Lacker stated that economic history, such as the strategy of the 1994 

increase of the interest rates before inflation spikes, suggests that the fed funds rate should be about 1.5 percentage 

points higher than its current level given the current rate of joblessness and inflation because it would play a vital role in 

stabilizing inflation. It can also avoid hard-to-predict emergence of a situation that requires more drastic action after the 

fact. 

 In addition to the robust US service sector expansion recorded in September (ISM non-manuf index 57.1), US private 

payrolls continued to climb, logging 154,000 jobs in September according to ADP and Moody's Analytics. Also, factory 

orders surprised to the upside for August, growing 0.20% instead of declining -0.20%, as was expected, owing to core 

capital goods and inventory growth of 0.9% and 0.2%, respectively. The July factory orders were downgraded to 1.4% (vs. 

1.9%). 

 The number of Americans applying for first-time unemployment benefits declined as initial jobless claims dropped 5,000 

last week, which was the lowest since mid-April. While two weeks ago, continuing employment claims fell 6,000 to 

2,058,000, which was the lowest level since July 2000. 

 

 

Global Bonds 
 
US Treasuries lost ground steadily throughout the week as weekly jobless 

claims fell to their lowest level since mid-April, among other Fed hike-friendly 

news. The two-year note yield is higher by 1.8bps to 0.85% and the 10-year 

bond yield rose 3.7bps to 1.739%. US Treasury prices continued to slide with 

the two-year note yield trading at its highest level since June post the robust 

ISM service sector expansion report. The report served to bolster the view 

that the Federal Reserve will finally raise the fed funds rate before 2016 is 

out, as had been anticipated throughout the year. The 2-year note yield 

gained 1.6bps to 0.838% while The 10-year yield rose 2.4bps to 1.711%. 

Treasuries swooned because of worried investors spooked by new corporate 

debt supply, the health of Deutsche Bank, and the less-accommodative 

liquidity provisions from major central banks but mainly due to the increased 

likelihood of the 2016 Fed rate hike. According to the European Central Bank report, they will begin to slow the pace of bond buys 

ahead of its planned conclusion next March. The two-year note yield rose 3bps to 0.822%. The 10-year bond yield is leaping 6.3bps 

to 1.686%. US Treasury prices fell and the two-year UST yield touched its highest level in over a week given the apparent 

expansion in U.S. manufacturing sector reinforced market sentiment that Federal Reserve under-take another hike before year-end. 

The 2Y UST yield jumped 2.8 basis points to 0.79% while the 10-year USD yield added 2.4 basis points to 1.619%. US Treasuries 

recoiled as the Deutsche Bank-led correction in financials dampened the allure of safe-haven US government debt. End-of-month 

rebalancing also intensified the selling pressure. The 2-year UST note yield climbed 2.7bps to 0.762% while the 10-year bond rose 

3.4bps to 1.594%.   

 

Currencies  
 

The US Dollar ended stronger against other major currencies given a string 

of positive economic data (e.g. consumer confidence, factory activity, and 

services) leading to higher expectations of a US Fed rate hike and as a 

result, a stronger US Dollar.  U.S. Factory activity as measured by the 

Institute for supply management's manufacturing PMI rose to 51.5, beating 

consensus expectations of 50.4, from 49.4 in August. The Institute for 

Currencies 

29-Sep 6-Oct % Change

USD/PHP 48.330 48.285 -0.09%

EUR/USD 1.1222 1.1151 -0.63%

GBP/USD 1.2968 1.2616 -2.71%

USD/JPY 101.03 103.95 2.89%

AUD/USD 0.7636 0.7585 -0.67%

USD/CHF 0.9662 0.9808 1.51%

EUR/CHF 1.08416 1.09378 0.89%

EUR/JPY 113.37 115.91 2.24%
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Supply Management’s non-manufacturing index jumped to 57.1, the highest since October 2015 and exceeding all forecasts in a 

Bloomberg survey.  Furthermore, US consumer confidence rose in September. While US consumption spending stalled for the first 

time in seven months during August, investors focused on the more positive economic news during the week, maintaining the 

resilience of the US Dollar. Week-on-week, the EUR/USD dipped 0.63% to 1.1151, while the JPY slipped vis-à-vis the USD, losing 

2.89% to 103.95. 

 

The week ahead (October 10 – October 14) 

 

Global share prices are more likely to trade in a range ahead of the US labor market data. Downside risks, however, remain as 

investors remained cautious ahead of the US election and further deterioration of the sentiment towards the banking sector. 

Meanwhile, for US Treasuries and the dollar, the market will continue to monitor economic and political developments in the US. 

Key data to watch out for is the September non-farm payroll data, estimated to reach 175k (vs. prior figure of 151k), which will affect 

expectations for the December rate hike. If non-farm payroll data exceeds expectations significantly, then the US dollar may 

strengthen as the case for a December rate hike increases. 

  



 

 

Philippine Financial Markets 

 
The PSEi closed the month on a lower level both week-on-week and month-on-month as gains in the last three days 
proved insufficient to compensate for losses as investors sold-off to lock-in profits and in light of non-economic risks. 
Yields of local government securities traded flat with a slight upward bias as investors shifted duration downwards in 
anticipation of more volatility, particularly towards the US fed rate hike. The peso continued to weaken against the dollar 
as investors favored the greenback in light of a series of strong US economic data.   

Local Equities  

The PSEi traded sideways with a slight downward bias this week after initially 
outperforming for the first few days. The local equities market traded flat with a 
slight upward bias on Monday due to mixed investor sentiment. The local 
equities market traded flat with a slight upward bias due to improving sentiment 
from foreign buyers the next day. The local equities market fell as foreign 
investors sold off the market and uncertainty regarding U.S. economic data 
capped risk-taking, mid-week. The local equities market declined, resisting a 
regional upswing driven by positive U.S economic data. The PSEi strung 
together a third session of losses with local shares tracking the regional sell-off 
ahead of the U.S. jobs report on Friday. All sectors edged lower with heavy 
losses seen in the services and property sectors, down by 1.51% and 0.89%, respectively. Total traded volume slipped to 1.11Bn, 
worth roughly Php8.02Bn. Declining shares bested winners with 103 stocks down versus the 92 that ended Friday's session up. 
Meanwhile 57 shares closed unchanged from the previous session. 
 
Week-on-week, the PSEi lost 51.44 points, or -0.67%, to close at 7,578.29. For the week, foreigners were net sellers at Php 656 
million or USD 13.57 million. Year-to-date, net foreign inflows reached Php 34.49 billion or USD 738 million.  
 
Holding Firms: 

 

 Alliance Global Group, Inc. (PSE Ticker: AGI) seeks to complete the plan of their second integrated casino-resort by June 

2017. AGI President and Chief Operating Officer Kingson U. Sian stated that the layout would be completed within the first 

half of next year. In collaboration with Malaysia’s Genting Group, AGI is making 31 hectares of the state-owned 

Entertainment City located in Parañaque into a leisure and entertainment township, to be named as Westside City. 

 GT Capital Holdings, Inc. (PSE Ticker: GTCAP) will provide capital for both its financial services and infrastructure sectors 

from strategic acquisitions as the company seeks to provide the funds needed though a Php12 billion offering. Chief 

Financial Officer Francisco H. Suarez provided that billionaire George S.K. Ty is still in discussions with regards to the 

acquisitions in the financial services and infrastructure sectors.  GTCAP aims to issue  8 million perpetual preferred shares in 

a primary offering at a price of Php1000 each while the other 4 million shares would be for  an oversubscription option. 

 Metro Pacific Investments Corporation (PSE Ticker: MPI) is part of the small list of candidates in utilizing the Indonesian 

tollway, in a statement made by Chairman Manuel V. Pangilinan. This is with regards to the focus of the company in 

developing its regional presence. Mr. Pangilinan also provided that the project would exceed at around 100 kilometers. 

 

Industrial: 

 Aboitiz Power Corporation (PSE Ticker: AP) stated that its subsidiary, Therma Power, Inc., has secured an agreement in the 

percentage of ownership retained by investment funds from Blackstone Group L.P with regards to the two coal-fired power 

plants  located in Bataan for $1.2 billion. Also, Therma Power is taking hold of 100% partnership interests from World Power 

Holdings, L.P., World Power Holdings GP, Ltd., Sithe Global Power, L.P. and Sithe Global Power GP, Ltd. The company 

provided that the agreement will be funded through loan and internally generated cash. 

 The Manila Electric Company (PSE Ticker: MER) stated that the overall rate for the month of October would fall by 12.16 

centavos to Php8.34 per kWh. The firm also mentioned that the cutback was as a result of declining trends for generation 

and transmission charges. The overall rate this month decreased by 8 centavos per kilowatt-hour unlike Php8.42 per kWh for 

October 2015. 

 Aboitiz Power Corporation (PSE Ticker: AP) provided that their unit, Therma Power, Inc., is the preferred bidder for the 

auction process shouldered by specific investment funds associated with Blackstone Group L.P. The firm also mentioned 

that the parties are in discussions with the final terms and conditions of the transaction documents. This also pertains to 

certain preconditions to closing, with the addition of approvals coming from the Philippine Competition Commission (PCC) 

and the Board of Investments (BOI). 

30-Sep 7-Oct % Change

7,629.73 7,578.29 -0.67%

Philippine  Stock Exchange  Index



 

 Manila Electric Company (PSE Ticker: MER) is seeking additional agreements with renewable energy companies following a 

proposal from two solar farm developers in relation to the electricity supply at a price of Php5.39 per kilowatt-hour, lower than 

the latest subsidized rate for solar energy. According to Lawrence S. Fernandez, the Head of Meralco’s Utility Economics, he 

said that they are habitually evaluating their portfolio. He also mentioned that they are also awaiting other proponents to 

check if they can exceed the price that was provided from the two solar developers. 

 Manila Water Philippines Ventures Inc. (MWPV), a subsidiary of Manila Water Company (PSE Ticker: MWC) was able to 

secure a Php4-billion fixed rate term loan facility with the banks consisting of Security Bank Corporation and Metropolitan 

Bank & Trust Company. The East Zone concessionaire stated that they may be given another choice to expand the loan 

facility up to Php7 billion. They provided that the loan would in part, fund the firm’s capital expenditures in connection to its 

estate water business, future acquisitions and other corporate requirements needed. 

 Xurpas (PSE ticker: X) signed a share purchase agreement to acquire a Singapore-based mobile advertising network named 

Art of Click Pte. Ltd. (AOC) for $45 million from Wavemaker Labs Pte. Ltd. The acquisition would help increase revenues and 

profits including the acceleration of development of its mobile consumer business. Since the payment would mostly involve 

Xurpas shares, they also signed a subscription agreement for issuance of shares to AOC Chief Executive Officer Emmanuel 

Michel Jean Alix and Wavemaker. 

 

Philippine Bond Market  
 
Yields of local government securities traded flat with a slight upward bias as 
investors shifted duration downwards in anticipation of more volatility, 
particularly towards the US fed rate hike. The flight to safety manifested in the 
steepening of the curve as the short-end fell by 18.32 bps while the belly and 
long-end rose by 17.75 bps and 0.57 bps, respectively. A lack of significant 
local catalysts led to the dominance of the US economic news over the local 
bond market. 
 
Philippine Peso  
 

The peso continued to weaken against the dollar as investors favored the 
greenback in light of a series of strong US economic data.  US Factory activity 
as measured by manufacturing PMI, Services as measured by the Institute for 
Supply Management’s non-manufacturing index, and US consumer confidence 
all beat investor expectations. The US economic news beat paves the way for 
a potential increase in economic growth and the likelihood of a US fed rate 
hike. Despite some significant local activity, the US economic news dominated 
the trading in the Philippine Peso, rsulting in the weaker exchange rate. 

 
 Government economic managers said the current financial market selloff won’t affect the Duterte administration’s 

economic program. Finance Undersecretary Beltran said that the government should continue with its plan to boost 

spending and widen the budget deficit. The PSEi closed at -2.02% since the Duterte administration took over on June 30 

while the peso lost 3.06% of its value since Duterte became president. 

 The Department of Environment and Natural Resources (DENR) stated that they desire for mining operators to not be 

affected by the latest audit in order to show their reliability in enhancing socioeconomic activity within their host 

communities, prior to new projects being permitted. Environment Secretary Regina Paz L. Lopez provided that they want 

to prove first that they are capable in doing it well as miners are currently are not performing their job as they should. Ms. 

Lopez also added that the agency would seek advice from the stakeholders in bestowing the supposed total economic 

valuation framework which will show the economic viability with regards to the mining projects. 

 Department of Trade and Industry (DTI) Secretary Ramon M. Lopez said in his speech during the EU-Philippines Business 

Summit that they will prioritize the agricultural sector in its negotiations for a free trade agreement (FTA) with the European 

Union (EU). He noted that the agriculture sector could benefit from an FTA since it could “have significant impact reducing 

poverty and achieving sustainable growth.” Similarly, EU delegation Franz Jessen expressed the Union’s optimism over 

negotiations because the 14% two-way trade with the Philippines would increase because of the FTA.  

 The World Bank sees the Philippines as part of the fastest growing in East Asia and the Pacific within the short-term 

despite the fact that they warned about being dependent on China’s slowing economy. Their estimate for the Philippine 

economy is an increase of 6.4% for 2016, prior to reaching 6.2% in 2017.  They also provided that the country would still  

take advantage of strong private investment as a result of purchases on durable equipment, due to its improvement since 

the 4th quarter in the previous year. 

T enor 30-Sep 7-Oct  Change

1m 1.42 1.40 -2

3m 1.59 1.14 -45

6m 1.29 1.44 14

1y 2.01 1.60 -41

2y 2.29 2.34 6

3y 3.29 3.30 1

4y 2.88 3.38 50

5y 3.63 3.79 16

7y 3.45 3.49 4

10y 3.65 3.66 2

20y 4.65 4.65 0

25y 5.25 5.25 0

Average 0.4

Peso Yie ld Curve                                        

(PDST-R2 Reference Rates)



 

 Hong Kong and Shanghai Banking Corporation. (HSBC) has stated that they increased their growth forecast for the 

Philippines, as better government spending would support development in the 2nd half of 2016. This would 

counterbalance the declining effect of election spending and decelerating growth in fund inflows. The bank also provided 

that the gross domestic product (GDP) is expected to rise by 6.5% for this year, higher than the 6.3% July estimate after a 

“strong outturn” as reflected in the 1st half of 2016. HSBC Economist Joseph F. Incalcaterra said that they are positive that 

growth in the Philippines would outperform the growth in the region in the next few years. 

 The Philippine Economic Zone Authority (PEZA) is looking towards an exception to the organized two-year moratorium on 

land conversion. This indicates the importance in focusing on the developing economic zones to sustain movement in the 

investments. PEZA Officer-in-Charge Justo Porfirio LI. Yusingco mentioned that they are looking to solve the issue with the 

Department of Agrarian Reform (DAR) with regards to the two-year moratorium on land conversion. 

 According to the Employers Confederation of the Philippines (ECoP), contractualization could not be removed for the 

purpose of restraining the occurrence of the end of contract (endo). ECoP President  Donald G. Dee said that they have 

made it clear with President Duterte that contractuals cannot disappear instantly, as they are significant to the construction 

industry. He also provided that the current focus is finding a substitute to “endo”. 

 According to the Philippine Statistics Authority, inflation went up to 2.3% for the month of September, the largest 

percentage since June’s 1.9%. The data released was greater than the year 2015, in which it was 0.4% , meeting the BSP 

range of 2-4% for 2016. Core inflation also increased to 2.3% compared to last month’s 2.0% and the previous year’s 

1.4%. 

 According to President and Chief Executive Officer Hans B. Sicat, the merge of equities and fixed-income exchanges 

might take a longer time as the Philippine Stock Exchange, Inc. (PSE) has yet to finalize the plans to acquire control of 

Philippine Dealing System Holdings Corp. (PDS) and the renegotiation of share purchase agreements. SEC Chairperson 

Teresita J. Herbosa reported that the PSE has yet to give a new application after being rejected in March due to failure of 

consummating the share purchase agreements. She also stated that PSE has to secure the go-ahead from the Philippine 

Competition Commission (PCC) to proceed with the merger. 

 The Department of Agriculture (DA) stated that it is mandatory under the law to restrict in changing the agricultural land for 

residential and commercial use, which could lead to a decrease in farm output. Agriculture Secretary Emmanuel F. Piñol 

has indicated that prime agricultural land is not supposed to be transformed for any use, with the exception of agricultural 

purposes. 

 Budget releases slowed for the fifth straight month in September but the Department of Budget and Management (DBM) 

said it was not due to the transition in government. A total of P2.75 trillion was released for the first nine months then 

marked a slowdown from 93.4% in the same period last year followed by a slowing trend that started during the election 

month of May. Budget Undersecretary Laura Pascua sticks to their first answer -- that the issue is not due to the transition. 

She said that releases were quite substantial last year thus the base effect may still be felt until the end of 2016. 

The week ahead (October 10 – October 14) 

 

For next week, we expect the PSEi to move sideways with a downward bias, should the US non-farm payrolls for September prove 

to be very robust. For next week, expect the PSEi to trade between 7,490 to 7,718. For the local fixed income space, we expect 

yields to trade sideways with an upward bias as supply of medium term bonds increase next week. The peso would likely remain 

volatile in anticipation of US non-farm payroll data and the likelihood of the US fed rate hike. 

 


