
 

October 21, 2016     
Global Financial Markets  

Global equities rebounded due to the Fed Chair Yellen’s dovish statements and encouraging earnings results. 
Consequently, the US treasuries ended lower as investors take on more risk. The US Dollar ended stronger against other 
major currencies as weaker than expected US jobless benefits numbers indicated higher likelihood of a delay in the much 
aniticipated US fed rate hike. 

 

Global Equities 
 

Global equities rebounded from 
losses suffered last week on the 
back of Fed Chair Janet Yellen’s 
dovish statements, encouraging 
earnings results, and short-lived 
surge in oil prices. 
 
Over the weekend, Yellen spoke at 
the 60th annual economic 
conference sponsored by the Federal 
Reserve Bank of Boston suggesting 
that they can tolerate an ultra-low 
interest rate environment in the near-
term. She mentioned that there are 
benefits in running a “high-pressure 
economy” which includes the 
potential of attracting more jobs and 
encouraging more business 
investments, and research and 
development spending. However, it 
didn’t take her colleague, Vice Chair 
Stanley Fischer, to backpedal as he 
also delivered a speech in during the 
week saying this time the risks of 
having low interest rates for a long 
time.  
 
Corporate earnings in the US added boost to the stock market as they came out to be quite favorable, particularly the banks. We 
also saw oil prices surging to fifteen-month high following the news that US production fell for the sixth straight months. However, 
the following day, prices went down again as investors cashed-in gains. Despite this, the equities market still managed to end on 
the positive territory.  

 
Likewise, European shares rallied as the ECB Chair Mario Draghi kept rates on hold and effectively dismissed talks about earlier-
than-expected tapering of its bond buying program. . As expected, the ECB left interest rates unchanged at 0%, said it expects to 
hold rates at current levels "for an extended period of time." and made no changes to its €80 Bn per month quantitative easing 
program.  
 
Asian equities also rose primarily due to the release of China’s strong GDP figures. Economic growth in China was maintained at 
6.7%, in-line with market expectations. This prompted several analysts to upgrade their forecasts for both the full year 2016 and 
2017. Similarly, China's consumer price index rose 1.9% from a year earlier in September while the Producer Price Index gained 
0.1% - ending China's prolonged industrial deflation and suggesting improved operating conditions for factory owners. 
 
During the week, MSCI World rose 0.85% to 1,704.04. The best performer was MSCI Europe which gained 2.62% to 116.49, 
followed by the MSCI Asia-Pacific ex-Japan 1.73% to end at 1.73%. 
 
Economic data released during the week were mixed but most were negative: 
 

 US retail sales rose by 0.6% in September, following a 0.2% contraction experienced in August. The recovery was led by 

the improved auto sales and increased gasoline prices. Nevertheless, sales ex-gas and autos still grew at its fastest pace 

in three months at 0.3%. Meanwhile, spending at restaurants and bars surged 0.8%. In contrast, sales at electronics and 

appliance stores fell by 0.9%. Core sales, the indicator used in the calculation of GDP, increased by only 0.1% MoM and 

2.5% YoY. 

 Consumer sentiment in the US declined to its lowest level in 13 months during the first few days of October. The index fell 

almost four points to 87.9 from 91.2 in September, greatly disappointing market estimates of 91.8. The index sponsor, 

13-Oct-16 20-Oct-16 % Change

MSCI World 1,689.62 1,704.04 0.85%

MSCI Europe 113.52 116.49 2.62%

MSCI Asia-Pacific ex-Japan 443.40 451.07 1.73%

Dow Jones Industrial Average 18,098.94 18,162.35 0.35%

S&P 500 2,132.55 2,141.34 0.41%
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University of Michigan, said that the uncertainty brought by the looming presidential elections may have contributed to the 

decline. 

 For the month of September, US consumer prices rose 0.3% MoM (Mkt. est.: +0.3%), its largest increase in five months. 

However, core CPI slowed to 0.1% MoM (Mkt. est.: +0.2%) after reporting a 0.3% increase in August. This was primarily 

dampened by the fifth straight month of decline in food costs. Meanwhile, the major contributor of growth was gasoline as 

oil prices spiked during the month. 

 The housing market index, as estimated by the National Association of Home Builders/Wells Fago, fell to 63 in October 

from 65 in September. The reading was in line with consensus estimates and was one of the highest for the year.  

 US housing starts sank to an 18-month low during the month of September, showing a decline of 9% to an annual rate of 

1.047 million. The multi-family category drove the drop, recording a 38% decrease. In contrast, single-family starts rose 

8.1%, the highest level since February. Building permits jumped 6.3% MoM, signaling recovery going forward. 

 US business inventories increased by 0.2% for the month of August. This was after the flat growth seen the prior month. 

Retail inventories rose 0.6% after falling by 0.2% in July. Retail inventories excluding autos, the measure used in the 

calculation of GDP, likewise rose by 0.3%. Meanwhile, sales inched up 0.2%, indicating 1.39 months of inventory. 

 US home re-sales increased 3.2% to a seasonally adjusted annual rate of 5.47 million in September. At this pace of sales, 

it is estimated that supply of previously owned homes will be cleared from the market in 4.5 months, better than the 4.8 

months’ worth of inventory the previous month. The median price of an existing home rose 5.6% to US$234,200. 

 Initial jobless claims in the US rose 13,000 to a seasonally adjusted 260,000 in the week ended October 15. This is worse 

than market estimates of 250,000. This brings the four-week moving average to rise by 2,250 to 251,750. Meanwhile, 

continuing unemployment claims increased 7,000 to 2,057,000 in the week ended October 8. 

 The Empire State Manufacturing index contracted for the third straight month in October. The current reading shows a 

6.8% decline, the lowest since May. Most of its components are also in the negative territory with new orders at -5.6%, 

shipments at -0.6% and employment at -4.7%. Analysts cited the strong US dollar as the main culprit behind the weak 

manufacturing numbers.  

 US industrial production was flat for the month of September, inching only 0.1% compared to the August print of -0.5%. 

Manufacturing production rose 0.2% but business equipment fell by 0.2%. On a year-on-year basis, industrial production 

declined by 1%. This was attributed to the collapse in oil prices which started in 2014. 

Global Bonds 
 

US Treasuries declined this week, moving in the complete opposite 

direction of the equities, as investors opted to take on more risks. The 

sell-off started at the early part of the week due to the expectations of 

rising inflation from both the US and China. However, with the release of 

the actual inflation data, which came out to be in-line with expectations at 

+0.3% MoM, they seemed to be quite disappointed. This was because 

core inflation slowed down to +0.1% MoM from the previous month’s 

reading of +0.2%. The huge bond offering from Saudi Arabia, its first and 

largest in the global markets, added selling pressure as dealers used US 

treasuries to hedge against the securities they underwrote. 

 

Week-on-week, US Treasury yields rose by an average of 1.52 bps, led by the three-month and 30-year benchmark yield, which 

increased 4.57 bps and 2.71 bps, respectively. Meanwhile, the two-year benchmark yield fell 1.55 bps during the week.   

 

Currencies  
 

The US Dollar ended stronger against other major currencies as weaker than 

expected US jobless benefits numbers indicated higher likelihood of a delay in the 

much aniticipated US fed rate hike. The number of Americans seeking first-time 

jobless benefits crept higher last week. Initial jobless claims rose 13,000 to a 

seasonally adjusted 260,000, beating market expectations of around 250,000, in the 

week ended Oct. 15. The four-week moving average tickled up 2,250 to 251,750. 

Continuing unemployment claims, drawn by workers for more than a week, rose 

7,000 to 2,057,000 (Mkt est: 2.053mln) in the week ended Oct. 8. Furthermore, 

statements from the ECB supporting the current accommodative monetary stance provided cover for a stronger US Dollar. ECB’s 

Draghi confirmed that the Governing Council had not discussed a tapering of the bond purchases and that when the ECB does 

decide to wrap up its program, it won’t come to a “sudden stop.” The next ECB monetary policy dec ision is scheduled for Dec. 8. 

Week-on-week, the EUR/USD dipped 0.50% to 1.0975. 

US Treasury Yield Curve

Tenor 13-Oct 20-Oct  +/- bps

3m 0.284 0.330 4.57

6m 0.437 0.462 2.55

2y 0.835 0.819 -1.55

5y 1.259 1.253 -0.61

10y 1.741 1.756 1.45

30y 2.477 2.504 2.71

Currencies 

13-Oct 20-Oct % Change

USD/PHP 48.340 48.100 -0.50%

EUR/USD 1.1029 1.0975 -0.49%

GBP/USD 1.2205 1.2261 0.46%

USD/JPY 103.82 103.70 -0.12%

AUD/USD 0.7552 0.7671 1.58%

USD/CHF 0.9889 0.9885 -0.04%

EUR/CHF 1.09062 1.08485 -0.53%

EUR/JPY 114.50 113.81 -0.60%



 

 

The week ahead (October 24 – October 28) 

 

All eyes will be on the release of the first estimate of the US third quarter GDP towards the end of the week. We expect both the US 

equities and US treasuries to trade sideways as investors remain cautious ahead of this key economic data release. For the US 

Dollar, we expect volatility to continue, albeit more subdued compared to last week, as the market continues to wait for the casting 

of votes for the US elections. Hillary Clinton’s favorability across national and state polls may help reduce uncertainty. However, the 

possibility of an all-Democrat government raises investment risks. Key data to watch out for is the US 3rd quarter GDP figure. A 

stronger GDP than expected may lead to a stronger dollar as possibility of a fed rate hike increases.  

  



 

 

Philippine Financial Markets 

 
The PSEi rallied strongly during the week due to bargain hunting and upside surprise on the OFW remittances. Prices of 
local government securities traded flat with a slight downward bias as investors shifted towards a shorter duration, 
steepening the curve, indicating a flight to safety. The peso continued to weaken against the dollar as investors were more 
cautious of an increase in the likelihood of a US fed rate hike and potential backlash from domestic political rhetoric over 
positive local economic data. 

Local Equities  

The PSEi ended this week significantly higher as investors took the opportunity 
to hunt for bargains after the sell-off last week. Several positive news also came 
out this week, which spurred optimism in the local equities market. In particular, 
the OFW remittances grew by a whopping 16.3%, bringing the year-to-date gain 
to 4.6%. Likewise, real estate prices in the country surprised to the upside, 
rising by 11.3% in the second quarter of the year. The value of properties in the 
provinces appreciated much higher at an 18.4% clip. These local news, 
together with the encouraging China data, resulted to renewed interest in 
emerging market countries, attracting foreign flows to come back in. 
 
Week-on-week, the PSEi gained 260.92 points, or +3.53%, to close at 7,650.22. For the week, foreigners were net buyers at 
Php928.97 million or USD 19.48 million. Year-to-date, net foreign inflows reached Php 34.1 billion or USD 699 million.  
 

Property: 

 Ayala Land, Inc. (PSE ticker: ALI) will issue commercial papers worth at least P5 billion next year. Ayala Land Head of Debt 

Management Ricardo Ulysses Tabije reported that the commercial papers will come from P50-billion shelf offering for retail 

and homestarter bond issuances. By year end, they will have issued fixed-rate retail and homestarter bonds cumulatively 

worth P25 billion. On another note, the shelf registration of the company will be valid until 2019. Until then, they may issue to 

exercise the P25 billion remaining of the three-year debt program. Proceeds of the offering will be used to finance capital 

expenditures. 

 Villar-led Vista Land and Lifescapes Inc. (PSE ticker: VLL) is looking for more properties in Boracay to expand its recently-

launched Costa Vista project. The company plans to acquire around 15 hectares of land to be added to the mentioned 

project which is initially projected to be a Php2.2-billion mixed-use development. The development includes six mid-rise 

residential towers, private villas, a hotel, a convention center, and a commercial center. 

 DoubleDragon Properties Corporation (PSE ticker: DD) increased twice the amount of their 2020 expansion goal from 1,000 

to 2,000 JinJiang Inn hotel rooms across the Philippines. In addition, total estimated investment value amounted to Php6.6 

billion. The increased development is in line with the anticipated rise in Chinese business activities and tourists within the 

Philippines. According to DoubleDragon Chairman Edgar “Injap” Sia II, he said that they are looking forward in the evolution 

of the brand to carry the awaited influx of Chinese guests and tourists in the country. 

Industrials: 

 Aboitiz Power Corp. (PSE ticker: AP) is evaluating its proposed Alimit hydroelectric power plant in Ifugao. They disclosed that 

it is already completing its feasibility study, considering the requirements of the Department of Environment and Natural 

Resources (DENR). The project pertains to a 120-megawatt (MW) powerplant. 

 The joint venture of Manila Electric Company (PSE ticker: MER) and Aboitiz Power (PSE ticker: AP) disclosed that it will tap 

a Korean firm for the engineering, procurement and construction (EPC) contract of its 600-megawatt Redondo Peninsula 

Energy power project. The contract would amount to US$1.2 billion to US$1.3 billion. 

 RFM Corp. (PSE ticker: RFM) reported a 9% increase in net income during the first nine months of the year. Net income 

reached Php683 million while revenues rose 4% to Php8.73 billion. The growth was driven by its branded consumer goods 

segment which offset the weakness in the flour business. On a full year basis, the company is targeting Php1.1 billion net 

profit, 22% higher than Php905 million reported in 2015. 

Services: 

 Globe Telecom Inc. (PSE ticker: GLO) increased its capital expenditure for 2016 by US$300 million to US$750 million for its 

network expansion. Bulk of the budget will be spent for data capacity expansion for both mobile and wireline, as well as 

growing its network reach. By the end of the year, GLO intends to activate 500 cell sites with 700 Megahertz band. 

 

14-Oct 21-Oct % Change

PSEi 7,389.30 7,650.22 3.53%

Philippine  Stock Exchange  Index



 

Holding Firms: 

 According to George S.K. Ty, GT Capital Holdings, Inc. (PSE ticker: GTCAP) will issue a maximum of P12 billion offering 

which includes approximately 5% dividend rate for Series A and Series B perpetual preferred shares. The offer period is 

scheduled October 17-21 and the listing date for Oct. 27. The company intends to sell the securities for P1,000 each and net 

about P7.95 billion or P11.93 billion should they fully exercise the oversubscription option. The company plans to use the 

proceeds of the issuance for the refinancing of its acquisition of a stake in Metro Pacific Investments Corp. (PSE ticker: MPI) 

and additional investment in Property Company of Friends, Inc. 

 AC Energy Holdings, Inc, subsidiary of Ayala Corporation (PSE ticker: AC) has earmarked Php80 billion of investments in the 

power generation segment by the time it completes 2,000 megawatts by 2020. By that time, they expect AC Energy's net 

income to reach Php5 billion, contributing 10% to AC's consolidated net profits. The company also targets around 60% of the 

total capacity to come from renewable energy sources like solar and wind technologies. 

 

Philippine Bond Market  
 
Prices of local government securities traded flat with a slight downward bias as 
investors shifted towards a shorter duration, steepening the curve. The steepening 
may be attributable to negative investor sentiment, partially caused by uncertain 
domestic political rhetoric, also seen in local equity markets. The short-end of the 
curve fell by 28.33 bps while the belly and the long-end of the curve rose by 40.64 
bps and 4.57 bps, respectively. The flight to safety comes in spite of Moody’s 
upgrade of Philippine GDP forecasts and potential upside from President Duterte’s 
China State visit.  
 
Philippine Peso  
 

The peso continued to weaken against the dollar as investors were more cautious 
of an increase in the likelihood of a US fed rate hike and potential backlash from 
domestic political rhetoric over positive local economic data. On the other hand, 
potential weakness from the US dollar may come from uncertainty in the US 
elections, particularly for the house as the presidential race has been called for by 
many investors in favor of Clinton. Moody’s upgrade of the Philippine GDP forecast 
on the back of acceleration of infrastructure development and passage of 
comprehensive tax reform were mostly ignored. Similarly, a weaker than expected 
US initial jobless claims did not help the Philippine Peso. 

 
 The Bangko Sentral ng Pilipinas (BSP) has indicated that for the 3rd quarter, year-on-year inflation went up to 2%, higher 

than the previous quarter average of 1.5%. Meanwhile, average inflation from the January to September period was 

recorded at 1.6%. According to their latest BSP inflation report, the increased inflation print for the 3rd quarter was caused 

by escalated prices in specific food and non-food items. In addition, core inflation went up to 2% compared to 1.7% in the 

previous quarter. 

 The House of Representatives passed the proposed Php3.35-trillion national budget for 2017 on its third and final reading. 

It is 11.6% higher than the current year's budget of Php3.002 trillion and it represents 20.4% of the GDP. They target to 

grow tax revenues by 13.16% to Php2.313 trillion where Php1.829 trillion will be coming from the Bureau of Internal 

Revenue and the Php467.9 sourced from the Bureau of Customs. This will result to a budget deficit of Php478.1 billion or 

3% of GDP, higher than the projected Php388.9 billion (2.7% of GDP) deficit in 2016. The budget will be spent on priority 

projects which involve public infrastructure, human resource development, peace and order, and modernizing agriculture 

and transforming rural communities. 

 The National Economic and Development Authority (NEDA) is eyeing more infrastructure investments in the Northeastern 

Luzon to improve agricultural trade. New roads and railways would ease the transportation of goods, hence, this could 

reduce price pressures in Metro Manila as well. Other priority projects include Nationwide Fish Ports Project and Ilocos 

Norte Irrigation Project Stage 2, which are both undergoing feasibility studies. 

 The government is contemplating on raising the excise tax on automobiles to increase revenues and to help ease traffic. It 

estimates that around Php40-50 billion additional revenue will be generated from the said proposal. They are evaluating a 

tiered tax system wherein the more expensive cars will be taxed at a higher rate of up to 60%. Meanwhile, busses, trucks, 

cargo vans, jeepneys, jeepney substitutes, single cab chassis, and special purpose vehicles would be exempted. 

 Department of Trade and Industry (DTI) Secretary Ramon M. Lopez said that they are considering allowing contractual 

workers to join unions to make contractualization work arrangements more pro-labor. Under his proposal, service providers 

can now act as the workers’ employers must provide full benefits such as leave credits, 13th month pay, retirement, social 

security and health insurance plans, among others. However, labor groups have yet to come to a consensus on the merits 

T enor 14-Oct 21-Oct  Change

1m 2.07 1.59 -48

3m 1.52 1.63 12

6m 2.05 1.42 -63

1y 1.78 1.64 -14

2y 2.55 2.46 -10

3y 2.75 3.71 96

4y 3.11 3.12 2

5y 3.79 3.94 15

7y 3.65 4.16 50

10y 3.86 3.89 4

20y 4.69 4.80 10

25y 5.25 5.25 0

Average 4.4

Peso Yie ld Curve                                        

(PDST-R2 Reference Rates)



 

of the union proposal according to the spokesperson of the Associated Labor Unions (ALU) – Trade Union Congress of the 

Philippines (TUCP) Alan A. Tanjusay. 

 The fiscal balance showed significant movement in August, resulting to the first surplus in five months according to the 

Treasury bureau. The Treasury bureau also showed revenue growth double that of public spending. August saw a P32.6 

billion surplus which was double compared to what was recorded during August 2015; revenue grew by 19% to P209.6 

billion. September took the year-to-date fiscal balance to a P138.4-billion deficit which was narrower than January to July’s 

P171 billion. Year-to-date revenues are up 3% at P1.481 trillion, while expenditures are up 12% at P1.619 trillion. 

 BSP Deputy Governor Diwa Guinigundo said that the balance of payments (BOP) position of the country still settled at a 

surplus but it narrowed to US$117 million in September. This was a huge drop from the US$682 recorded in August, and is 

likewise lower than the US$219 million registered in the same month last year. The BSP attributed the decline to the 

heightened uncertainty in the financial markets due to the expectations of a Fed rate hike. In aggregate for the first nine 

months of the year, BOP surplus has reached US$1.65 billion, 8.8% lower than the US$1.81 billion reported in the same 

period last year. As a result, the BSP lowered its projection for the BOP to US$2 billion from the initial target of US$2.2 

billion. 

 The House ways and means committee may come out this week with its revisions to the first tax reform package submitted 

by the Department of Finance to Congress last month. The committee proposed to the Finance department the possibility 

of working on legislation that could set tighter standards for senior citizens and PWDs to qualify for tax exemptions. The 

committee asked the DoF to submit the details of its study on the proposed additional excise tax on oil and petroleum 

products, focusing on the competitiveness of the Philippines in attracting foreign investors. 

 BIR prefers compromise and mediation as opposed to litigation because the latter would take a long time and would not 

help the taxpayer or the government in raising revenues.  BIR Commissioner Caesar R. Dulay added that taxpayers may 

avail of the compromise settlement program—which is subjected to the approval of the BIR—in instances such as disputed 

tax assessments and financial incapacity to fully pay the assessed tax. However, he emphasized that a settlement would 

not fully dissolve the liability of the taxpayer and would still be required to pay a portion of what they owe. 

The week ahead (October 24 – October 28) 

 

For next week, we expect the PSEi to move together with the international markets due to the lack of significant local catalysts. For 

next week, expect the PSEi to trade between 7,570 to 7,720. For the local fixed income space, we expect yields to trade sideways 

with significant volatility depending on the results of the US 3rd quarter GDP results. Similarly, the Peso would likely remain volatile 

in anticipation of said US 3rd quarter GDP results and its effect on the likelihood of the US fed rate hike. 

 

 


