
 

October 20, 2014 
Global Financial Markets 
 
Global equities markets extended losses as projections of slowing global economic growth persistently caused investors 
to adopt a risk-off stance. US Treasury prices, meanwhile, gained ground from this over-all risk-off sentiment. The US 
Dollar gained relative to the Euro most days of this past week, but the EUR/USD pair still ultimately rose 1.32% to 1.2795 
on disappointing retail sales in the US. 
  
Global Equities 
 
Global equities continued to decline 
on the lack of positive developments 
on the global economy. The 
concerns faced in the prior weeks 
such as the Ebola scare and 
confusion as to the Fed's next policy 
actions, also affected investors' 
sentiment.  

 

It was a roller coaster ride for US 
stocks as a mix of bargain-hunters 
and risk averse investors brought 
the US bourse to its lowest on 
intraday sessions, but still managed 
to trim loses before closing. Fears of 
a slowing global economy 
resurfaced as disappointing 
economic data from the US and the 
Euro-zone came out. Moreover, 
airline companies suffered losses 
following reports that plane 
passengers in Boston were 
hospitalized with flu-like symptoms. 
A rebound was observed on 
Thursday after a Federal Reserve 
official said that the central bank 
should consider delaying the end of 
the quantitative easing program to 
avoid the decline in inflation 
expectations.  

  

Over in Europe, share prices were still down, falling to a 10-month low, on the lack of positive developments in the economy of 
countries in the Euro-zone, as well as peripheral nations , raising concerns of a possible recession. 

  

Asian shares mostly mirrored the losses in the US and Euro-zone as concerns on global growth affected investor sentiment 
worldwide. The cancelation of mediation talks between protestors and authorities in HK and falling oil prices gave an additio nal 
reason to move away from the equity market. 

  

Week-on-week, the MSCI World index declined by 3.65%, led by the European region, which dropped 5.14%. The Asia -Pacific ex-
Japan region lost 2.40%. The Dow Jones Industrial Average index and the S&P500 index fell by 3.11% and 3.41%, respectively, a s 
well.  

Economic data releases for the week were mixed, which mostly dragged on investor sentiment.  

 Prices for US import goods fell 0.50% month-on-month in September, the third straight month of decline, led by 
petroleum prices, which dropped 2%. The market, however, was expecting worse at -0.70%. Year-on-year, import 
prices were down 0.90%, the largest annual drop since February. 

 According to the data from the National Federation of Independent Business (NFIB), the optimism index in the US fell 
to 95.3 from 96.1 in August, lower than market estimate of 95.8. The positive earnings trend also declined by 2 points 
to -19%, whereas the sales expectation sub-index fell by 1 point to 5%. The labor market, however, was showing 

09-Oct-14 16-Oct-14 % Change

MSCI World 1,652.93 1,592.60 -3.65%

MSCI Europe 111.66 105.92 -5.14%

MSCI Asia-Pacific ex-Japan 474.34 462.96 -2.40%

Dow Jones Industrial Average 16,659.25 16,141.74 -3.11%

S&P 500 1,928.21 1,862.49 -3.41%
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October 20, 2014 
some positive signs as small firms hired more people in the third quarter of this year. The members of NFIB, on the 
average, increased employment by 0.24 workers per firm, the largest increase in 2014. 

 For the month of September, US retail sales dropped with retail and food sales declining by 0.4% month-on-month to 
US$442.7 billion, worse than market expectations of a 0.1% decline. Sales in most categories fell including gasoline 
stations, auto dealerships, clothing stores, home-improvement suppliers and non-store retailers. However, there were 
also areas that registered gains such as electronics and appliance stores. The retail sales, adjusted to exclude food, 
auto dealers, building materials and gas, the component used in calculating GDP, declined 0.2%, well below market 
estimate of a 0.4% expansion.  

 US inflation as measured by the producer-price index for final demand dropped by 0.1% month-on-month, lower than 
the market estimate of +0.1%. The core index, excluding the more volatile food and energy categories, was 
unchanged. On a year-on-year basis, producer prices rose at a lower-than-expected pace of 1.6%. Energy and 
gasoline prices fell by 0.7% and 2.6%, respectively. Food prices dropped 0.7%, the largest decline in a year. The 
prices of meat also experienced its largest monthly drop in more than five years of 4.5%. 

 Initial claims for unemployment benefits dropped to a 14-year low for the week ended October 11. It fell 23,000 to a 
seasonally adjusted 264,000, lower than market expectations' 290,000. This was the fifth consecutive week that the 
initial claims have been below 300,000, the longest streak since 2006. Meanwhile, the number of people filing for 
continuing claims for unemployment benefits climbed by 7,000 to 2.389 million, higher than market estimate of 2.38 
million. 

 Industrial production grew strongly in September, climbing by 1% month-on-month, because of the warmer weather. 
The growth exceeded the market estimate of 0.4% and was the largest monthly increase since May 2010. Almost all 
components rose with capacity utilization increasing to 79.3%, utilities up by 3.9%, mining up by 1.8%, manufacturing 
output higher by 0.5%, and auto sector by 0.6%. Overall industrial output expanded by 4.3% year -on-year. 
 

Global Bonds  
 

US Treasury prices rallied during the week as investors sought safe -
havens amid serious concerns on the growth outlook across the globe. 
The US 10-year benchmark yield even fell to as low as 1.862% intraday 
last Thursday. 
  
Week-on-week, the 2-  and 10-year benchmark yields fell 9.70 and 15.74 
basis points to 0.343% and 2.156%, respectively. 
 

 

 

Currencies  

The US Dollar and Euro took turns appreciating and depreciating against 
each other all week as mixed economic indicators released in the US and 
Europe led investor preferences to see-saw between the two currencies. On 
the whole, however, the greenback weakened by 1.32%, week-on-week, to 
close Thursday's trading at 1.2795 from 1.2628 last Friday. Although the US 
Dollar gained on the Euro 3 out of 5 trading days this week on poor outlook 
for the Eurozone and improved labor data on the American economy, 
Wednesday's disappointing US retail sales prompted investors to take profit 
on the greenback, sending the EUR/USD pair up 1.06% overnight to 1.2791. 
Catalaysts for this week's range-bound trading were disappointing German 
Economic Reading (ZEW) of -3.6 (vs. consensus 1.0), Eurozone industrial 
production of -1.8 for August (vs. consensus -1.6%) and lower initial jobless 
claims in the US this week, falling -23,000 (vs. consensus +3,000).  

 

 

The week ahead (October 20 – October 24) 

 

Market movements this week were still largely driven by the expectations on global growth, as well as prior weeks’ worries such as 

the Ebola scare and disappointing economic data. For the coming week, we expect global equities to trade with a downward bias as 

the weakening global economic growth and low inflation data in the US continue to drag investor sentiment . Share prices may, 

however, be supported by positive data releases  and the Fed’s bias towards raising rates at a later date . Meanwhile, US Treasury 

prices are expected to continue to experience gains due to the over-all risk-off sentiment, but we may see some consolidation as 

yields have already dropped to their lowest levels. Economic data releases to watch out for this week include existing home sales, 

US Treasury Yield Curve

Tenor 9-Oct 16-Oct  +/- bps

3m 0.005 0.025 2.02

6m 0.036 0.041 0.51

2y 0.440 0.343 -9.70

5y 1.560 1.380 -17.99

10y 2.313 2.156 -15.74

30y 3.050 2.935 -11.43

Currencies 

10-Oct 17-Oct % Change

USD/PHP 44.770 44.910 -0.31%

EUR/USD 1.2628 1.2795 1.32%

GBP/USD 1.6076 1.6073 -0.02%

USD/JPY 107.66 106.45 1.14%

AUD/USD 0.8686 0.8773 1.00%

USD/CHF 0.9571 0.9438 1.41%

EUR/CHF 1.20867 1.20757 0.09%

EUR/JPY 135.96 136.2 -0.18%
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jobless claims and CPI. The euro is likely to stay under pressure, given the relentless stream of lackluster economic data churned 

out by the EU’s largest economies. In contrast, mixed signals from the US continue to slowly shift investor sentiment to the side of 

optimism.  
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Philippine Financial Markets 

The local equities market continued to post declines amid persistent foreign selling and as investors continued to book 
profits from one of the region’s best performers on a year-to-date basis. The local fixed income market, meanwhile, rallied 
this week amid heavy foreign profit-taking on the PSEi, as investors bought into the belly and long-ends of the curve. 
 
Local Equities  
    
The local equities market posted another week of declines , losing 164.13 points, 
or -2.29% to close Friday at 7,003.22 amid continued foreign selling, following 
last week’s global growth outlook downgrades from both the IMF and the World 
Bank. The local bourse fell below the 6,000 level, closing as low as 6,946.06 on 
Tuesday as market players took this as a convenient excuse to book profits from 
one of the best performing markets in the region year-to-date. For the week, 
foreign investors were net sellers at Php12.90 billion. 

 
 
 

Financials 

 Aboitiz Group's banking arm, Union Bank of the Philippines (PSE ticker: UBP) will be completing this month its due 
diligence on Export & Industry Bank (EIB). It has already submitted a proposal to rehabilitate the operation of EIB, which 
was put into a receivership of the Philippine Deposit Insurance Corporation (PDIC) after a deal to sell the bank's assets 
to BDO Unibank did not push through. UBP said that the terms of the proposed purchases has not yet been finalized, 
but it will be open to partner with other parties for the rehabilitation. The Bank also affirmed its interest in acquiring th e 
United Coconut Planters Bank if it becomes available in the market.  
 

 In a disclosure to the Philippine Stock Exchange, Metrobank (PSE ticker: MBT) affirmed their intention to offer additional 
long-term negotiable certificates of deposit (LTNCDs) because of strong demand for the earlier offering. The first 
issuance was more than two times oversubscribed. MBT will offer the subsequent tranche in the coming weeks and will 
have a tenor of 7 years. The joint lead arrangers and selling agents will be the same as the first offering which are HSBC 
and ING Bank N.V. Metrobank, First Metro Investments Corp. and Multinational Investment Bancorporation will also 
serve as selling agents  

 
Utilities 

 Aboitiz Power Corp. (AP) stated that it believes the Interruptible Load Program (ILP), as well as an energy conservation 
campaign, are still the best ways to address the expected power shortage in the coming year. ILP is a program wherein 
companies run their generators in exchange for compensation, which would have the overall effect of reducing their use 
of power from the grid. Furthermore, AP does not support giving the President emergency powers to address the energy 
shortage crisis.  

 Petron Corp. (PCOR) has obtained approved from the Securities and Exchange Commission for its plan to sell as much 
as Php10 billion worth of perpetual preferred shares. According to its documents, the company will sell its preferred 
shares at Php1,000 per share. Proceeds from the s ale will be used to redeem an earlier series of preferred Petron 
shares, issued at Php100 per share. Its earlier issuance was able to raise funds to support the company’s investment 
requirements, particularly its refiner and marketing operations, as well as general corporate purposes . 

 Manila Electric Co. (Meralco) president Oscar S. Reyes said that the Company is likely to register softer electricity sales 
in the first nine months of the year due to the cool weather conditions in the first four months of th e year and to the 
effects of Typhoon Glenda. It announced an estimated 2.2-2.3% topline growth in the January to September period, 
lower than the 4.8% growth in the same period last year. Meralco's first half earnings, likewise, experienced a slower 
growth of 2.1%, whereas electricity sales increased by 2.6%. 

 
Consumer 

 Puregold Price Club, Inc. stated that its 20% sales growth target for the year could still be reached. For the first nine 
months of the year, sales growth was at 15%. This encouraging figure followed a 6.6% decline in net profit for the first 
half of the year, weighed down by the lack of one-time gains. For the same period however, net sales was still up 16.8%. 
For the year, the company has earmarked Php3 billion in capital expenditures as it opened 26 new stores, bringing up 
the total store count to 226. 
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Philippine Bond Market  
 
The local fixed income market traded sideways this week with an upward 
bias as bond prices rallied at the start and towards the end of the week. The 
week opened with heavy buying in the morning that tapered and gave way to 
profit taking as Monday closed and as foreign equity selling and fund 
outflows gathered steam. Bonds failed to recover and traded flat with a 
downward bias in the middle of the week, unaffected by healthy remittance 
inflow growth. Bargain-hunting in the belly and long-ends of the curve 
occurred Thursday, causing bonds to rally amid mixed signals from 
monetary authorities with regard to additional slack interest rate movement.  
 
 
Yields this week fell -2.90 basis points, on average, with the short, belly and  
long-ends losing -5.31, -0.34 and -3.97 basis points, respectively.  
 
 
 
Philippine Peso 
 
 

The Peso depreciated relative to the US Dollar all -week, mainly due to profit-taking on local equities, over-bought for the longest 
time, for subsequent repatriation in safe-haven assets like US Treasuries. The resumption of overall risk-off sentiment followed 
simultaneous souring of outlook for global economic growth and more-or-less robust US economic releases that renewed optimism 
in US financial markets and the greenback. Lower initial jobless claims in the US coupled with stagnation in industrial outpu t and 
sentiment in the Eurozone caused the market to prefer riskless US assets. As market-watchers anxiously waited for the PSEi to 
correct from lofty valuations in excess for 20x FY'14E earnings, recent civil unrest in Hong Kong and the subsequent flight from EM 
Asia bourses affected our market as well. OFW Remittances growth for last month, however, came in strong at 6% (beating 
estimates of 5.9%) and helped offset some of the stress facing the Peso this week. As of today's close, the USD/PHP pair clos ed at 
44.91, down -0.31% week-on-week, from 44.77 last Friday. 
 

Overseas Filipino workers' (OFWs) cash remittances for the month of August climbed by 6% from US$1.9 billion in the 
same month last year, to US$2.1 billion this year. This brought the total OFW cash remittances to US$25.5 billion on a 

year-to-date basis, 5.4% higher than the US$14.7 billion registered in the same period last year. Considering in-kind 
transfers, remittances reached US$2.2 billion in August, slightly higher than last year's US$2.1 billion. The Philippine 
Overseas Employment Administration (POEA) attributed the healthy growth in OFW remittances to the strong demand 

for skilled labor abroad. According to the BSP, jobs orders reached 619,388 in the first eight months of 2014.  
 
The government settled 38% less debt in August this year than in the same month last year. According to the Bureau 

of the Treasury, a total of Php25.29 billion of debt was paid off this month, representing only 62% of last year's 
Php40.89 billion. This brought total debt payments for the first eight months of the year to Php303.23 billion, 29% 
lower than the Php425.09 billion paid last year. The decline was brought about by the lower amortization payments. 

Both interest payments and interest expense, however, climbed as interest rates in the domestic market rose. Interest 
payments of Php20.6 billion comprised 17.6% of the government's expenditures.  
 

For the first nine months of 2014, investment pledges approved by the Philippine Economic Zone Authority (PEZA) 

rose by 6.2% year-on-year to Php148 billion, mostly due to expansion activities of ecozone locators. According to 
PEZA director general Lilia de Lima, most of the investments are supposed to fund projects engaged in manufacturing. 
However, the approved pledges from the January-to-September period were worth only half the agency’s full-year 

target of Php299 billion. Nevertheless, it was still 8% higher than the Php276.13 billion worth of investments approved 
in the same period last year.   
 
 
 
The week ahead (October 20 – October 24)  
  
We expect the local equities market to trade within the range of 6,946 to 7,145 with an upward bias, as investors begin to bargain-
hunt following multiple weekly declines. Nevertheless, continued volatility in regional currencies may te mper any significant 
recoveries in share prices. Moreover, investors will remain watchful of US economic data (inflation, housing data, jobless claims , 
among others) that will come out for the week as these would impact the flows in the market. 

T enor 10-Oct 17-Oct  Change

1m 1.67 1.65 -2

3m 1.43 1.43 0

6m 1.82 1.69 -13

1y 1.95 1.89 -6

2y 2.85 2.84 -1

3y 3.33 3.34 0

4y 3.41 3.42 1

5y 4.22 4.20 -2

7y 4.11 4.12 0

10y 4.22 4.20 -3

20y 4.89 4.84 -4

25y 5.09 5.05 -5

Average -3

Peso Yie ld Curve                                        

(PDST-F Reference Rates)
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For the local fixed income market, we expect yields to climb toward the first half of the week as the Bureau of Treasury auctions 3 -
Year FXTN’s this coming Tuesday. Further, bond prices may rally in anticipation of Thursday’s BSP Monetary Board meeting in 
which no interest rate hike action is expected to occur. 

We expect the Peso to continue trade sideways next week in range-bound trading between 44.70 to 45 per US Dollar. 

 


