
 

October 27, 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 roared higher this 
week, gaining back most of the 
prior week’s losses, as a number 
of robust corporate earnings 
results from the US and hopes of 
continued stimulus from the 
European Central Bank helped 
keep sentiment afloat. 
Meanwhile, falling oil prices and a 
confirmed Ebola case in New 
York towards the end of the 
week, capped the gains.  

US share prices were mostly 
supported by a batch of good 
earnings results from companies 
such as Coca Cola and Boeing 
Co., as well as strong housing 
and consumer confidence data. 
Gains, however, were capped by 
an Ebola scare after a patient in 
New York was officially 
diagnosed with the virus late 
Thursday.  

Over in Europe, stocks rallied as 
sources revealed that the 
European Central Bank is 
considering the purchase of 
corporate bonds to help boost the 
region’s economy. Stronger-than-
expected manufacturing PMI data 
from the region likewise served to 
boost sentiment.  

 Asian shares, meanwhile, were buoyed by hopes that China was not in for as hard a landing as expected, especially following GDP 
and PMI data which both exceeded expectations. Bargain-hunting was also observed following the prior week’s losses.  

Week-on-week, the MSCI World index rallied 4.23%, led by the European region, which surged 5.81%. The Asia-Pacific ex-Japan 
region gained 2.14%. The Dow Jones Industrial Average index and the S&P500 index rose by 2.13% and 3.45%, respectively, as 
well.  

Economic data releases for the week were mostly positive, which served to lift investor sentiment.  

 US housing starts gained 6.3% on a monthly basis, beating the market estimate of a 5.4% gain, to a seasonally 
adjusted annual rate of 1.017 million units. Building permits, which likewise indicate future construction, rose 1.5% to a 
1.018 million rate. Newly started single-family units, meanwhile, edged up by just 1.1%. 

 The preliminary Thomson-Reuters/University of Michigan consumer sentiment index unexpectedly registered at 86.4, 
higher than the market estimate of 84.0, from September’s final reading of 84.6. The preliminary current conditions 
index was unchanged from 98.9, while the expectations index rose to 78.4 from 75.4. 

 According to Thomson Reuters, of the 87 companies in the S&P500 index that had reported quarterly earnings, 63.2% 
beat analyst expectations. This was mostly in line with the 63% average since 1994, though lower than the 67% rate 
over the past four quarters.  Earnings for the 3rd quarter are projected to grow 6.7% year-on-year on revenue growth 
of 3.6%. 

 According to the National Association of Realtors (NAR), sales of previously owned homes in the US rose 2.4% 
month-on-month, beating the market estimate of a 1.0% gain, to a seasonally adjusted annual rate of 5.17 million. 

16-Oct-14 23-Oct-14 % Change

MSCI World 1,592.60 1,659.97 4.23%

MSCI Europe 105.92 112.07 5.81%

MSCI Asia-Pacific ex-Japan 462.96 472.87 2.14%

Dow Jones Industrial Average 16,117.24 16,461.32 2.13%

S&P 500 1,862.76 1,927.11 3.45%

Global Equity Performance
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This marked the fifth increase in six months, though year-on-year sales dropped by 1.7%. The NAR’s chief economist 
Lawrence Yun stated that short-term, the market’s outlook remains nuclear, though medium-term, the outlook is 
bright.  

 Consumer prices in the US rose slightly in September, creeping higher 0.1% month-on-month as an increase in food 
and shelter costs countered a significant decline in energy. On an annual basis, the headline CPI figure was steady at 
1.7%, slightly higher than the market estimate of 1.6%. Underlying inflationary pressures were kept at bay despite 
increases in shelter and medical care costs. The core CPI, which does not include volatile food and energy prices, 
inched up 0.1%, meeting the market estimate, from 0% last August.  

 The number of Americans applying for jobless benefits rose last week by 17,000 to a seasonally adjusted 283,000, 
slightly higher than the market estimate of 281,000. Nevertheless, the count held near 14-year lows. The less-volatile 
four-week moving average slipped by 3,000 to 281,000, the lowest since May 2000. Meanwhile, the number of people 
filing for continuing claims dropped 38,000 to 2,351,000 for the week ended October 11. 

 For the month of October, Markit’s flash purchasing managers’ index dropped to 56.2, lower than the market estimate 
of 57.0, from September’s final reading of 57.5. According to the firm, though the figure was still comfortably above the 
neutral 50.0 value, the index was the lowest since July and much weaker than the average seen during the third 
quarter. The drop was mainly due to softer new business growth, as the latest rise in new orders weakened from 
September, which had already been the slowest in nine months. 
 
 

Global Bonds  
 

US Treasury prices gave back the previous week’s gains as investors 
adopted a risk-on sentiment amid optimism on stronger US economic data. 
Fears on China’s hard landing were likewise soothed following the release 
of better-than-expected industrial production and growth data. 
  
Week-on-week, the 2-  and 10-year benchmark yields rose 4.30 and 11.53 
basis points to 0.386% and 2.271%, respectively. 
 

 

 

Currencies  

The US Dollar appreciated 3 out of 5 days this week relative to the US 
Dollar as data-driven sentiment favored the greenback on account of 
sustained improvements in the American labor market and low inflation for 
September in stark contrast to the disappointing retail sales and producer 
prices release last week. In the Eurozone, meanwhile, PMI in the EU and 
Germany fell, but not to the degree market expected at 50.7 instead of 49.9. 
Initial pessimism that mounting concerns of a global economic slowdown 
would affect the American recovery fell flat in face of US initial and 
continuing jobless claims clocking in at a 14-year low this week. More 
details about the ECB's plan to combat deflation starting with the purchase 
of covered corporate bonds likewise kept EUR/USD pair trading range-
bound, as did expectations that the Fed may delay the initial rate hikes past 
1H'15E on flat September inflation and a rapidly strengthening US Dollar. 

 

 

The week ahead (October 27 – October 31) 

 

Markets movements for the week were driven by corporate earnings results, strong economic data and news of further stimulus 

measures from the European Central Bank. For the coming week, we expect global equities to trade sideways with a slight 

downward bias as investors await the crucial Federal Open Market Committee Meeting on Wednesday. For this meeting, we are 

expecting the Federal Reserve to put an end to its monthly bond purchases. US Treasury prices are likewise expected to trade 

sideways as investors keep an eye out for the FOMC meeting, and more economic data releases. Next week, we are looking at US 

durable goods orders, consumer confidence, and GDP data for the third quarter. 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.  

  

US Treasury Yield Curve

Tenor 16-Oct 23-Oct  +/- bps

3m 0.025 0.005 -2.02

6m 0.041 0.046 0.50

2y 0.343 0.386 4.30

5y 1.380 1.493 11.29

10y 2.156 2.271 11.53

30y 2.935 3.043 10.78

Currencies 

17-Oct 24-Oct % Change

USD/PHP 44.910 44.805 0.23%

EUR/USD 1.2761 1.2657 -0.81%

GBP/USD 1.6093 1.6036 -0.35%

USD/JPY 106.88 107.97 -1.01%

AUD/USD 0.8744 0.8731 -0.15%

USD/CHF 0.9463 0.9532 -0.72%

EUR/CHF 1.20767 1.20644 0.10%

EUR/JPY 136.38 136.65 -0.20%
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Philippine Financial Markets 

The local equities market rebounded on easing risk-off sentiment after US corporate earnings results surprised to the 
upside. 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. The local fixed income market, meanwhile, traded sideways 
this week despite the Bureau of Treasury’s successful auction of 3-year FXTNs and the BSP measures affecting the local 
financial and property sectors. 
 
Local Equities  
    

The local equities market rebounded, climbing back up to the 7,100-level as 
investors hunted for bargains, and the risk-off sentiment in the market slowly 
eased. Optimism in the market improved following news on strong third 
quarter US corporate results, more stimulus measures by the European 
Central Bank and speculation on lower-for-longer rates in the US. On the 
local front, several BSP regulations caused volatility in the market, particularly 
to the banks and property names. The PSEi gained 100.33 points, or 1.43% 
to close Friday at 7,103.55. For the week, foreign investors were net sellers at 
Php393.25 million. 

 
Holdings 

 Ayala Corp. (PSE ticker: AC) has finalized the dividend rate for its Php15-billion preferred share offering at 5.575% per 
annum. The preferred shares are structured as perpetual with cumulative dividend payments, non-convertible, and no 
voting and pre-emptive rights. The proceeds from the offering will be used to settle the Php12.95 billion outstanding debt 
of the Company ahead of original maturity, and to fund its general working capital requirements. The joint lead 
underwriters are BPI Capital Corp., BDO Capital and Investments Corp. and First Metro Investment Corp. 

Properties 

 Ayala Group's real estate arm, Ayala Land Inc. (PSE ticker: ALI), remains to be bullish on the property sector, sustaining 
its huge capital spending for 2015. As part of its efforts to expand both its investment and development portfolio, ALI 
earmarks to spend around Php70 billion, same as 2014 levels. To partially fund this capital expenditure plans, ALI 
intends to launch the second tranche of its Php15 billion debt sale in the first quarter of 2015. ALI is also open to issuing 
additional equity if there's a big project that needs to be funded. 

 Gokongwei-led Robinsons Land Corp. (RLC) has disclosed that it set aside Php15 to Php17 billion for capital spending 
in 2015, mainly to build new shopping malls and expand some of its existing hubs. According to RLC President 
Frederick Go the gross leasable area of the company would expand by 11% next year with the opening of three new 
malls—in Las Pinas, San Jose and Cebu—and the expansion of its Novaliches mall.  

Services 

 In a statement, the management of Globe Telecom Inc. (PSE ticker: GLO) said that the company expects revenue 
growth to be driven by its data business. It is confident that its strategy of being the network of choice for smartphone 
users in the country will underpin its growth as the country becomes more inclined to data-driven applications. It noted 
that its first Free Facebook offering helped boost its mobile data revenues by 11% to Php6.2 billion in the first half of 
2014 compared to the Php5.6 billion registered in the same period last year. 

 The Lucio Tan Group has offered to acquire minority shares in Philippine Airlines (PAL) at a discount. The tender offer 
was at Php1.19 a share, or a 78% discount to yesterday's closing price of Php5.31 per share. The Group is coursing the 
purchase through Buona Sorte Holdings Inc. (BSHI) and Horizon Global Investments Ltd. (HGIL) after acquiring 49% 
stake in San Miguel Equity Investment Inc.'s Trustmark Holdings just recently. The tender offer begins on October 22 
and ends on November 19. 

 Lopez-owned Energy Development Corp. (EDC) has signed a US$315 million financing agreement with a group of 
foreign and local banks, for the purpose of construction the 150-megawatt (MW) Burgos Wind Project in Ilocos Norte. 
This project will be the first to avail of the government’s Feed-in-Tariff (FIT) incentive scheme. Currently, the Department 
of Energy has approved an allocation of 200 MW for wind projects on a first-to-commission, first-served basis.  

 

17-Oct 24-Oct % Change

PSEi 7,003.22 7,103.55 1.43%

Philippine  Stock Exchange  Index
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Financials 

 Aboitiz-owned Union Bank of the Philippines (UBP) has obtained approved from the Bangko Sentral ng Pilipinas 
increase its authorized capital by three times to Php23.1 billion, as the bank aims to become one of the country’s top 3 
banks by 2020. Currently, the bank’s capital stands at Php6.7 billion. UBP is likewise currently seeking approval from the 
Securities and Exchange Commission to carry out this capital increase. The proposed Php23.1 billion authorized capital 
will be composed of 1.311 billion common shares at a par value of Php10 each, and 100 million preferred shares at a 
par value of Php100 each. 

Industrials 

 The largest retailer of luxury brands in the country, SSI Group Inc., revised the offering price for its initial public offering 
to Php7.5 per share from Php12.50 per share. The revised offering price will allow the retailer to raise Php7.45 billion 
inclusive of overallotment. The proceeds from the public offering will finance the firm’s expansion in retail industry; and 
its equity investment in FamilyMart and Wellworth Dept. Store; to repay debt and for company purposes. Upon listing in 
the Philippine Stock Exchange, SSI group Inc. will have a public float of 30%.Moreover; SSI Group Inc. will sell 695.70 
million primary offer shares, 168.52 million secondary shares, and overallotment shares worth 129.63 million. Offering 
period will start on October 27 and will end on October 31. 

 
Philippine Bond Market  
 
Local Fixed Income security prices fell at the start of the week, but rebounded 
Tuesday and stayed flat for the rest of the week. On Monday, bond prices fell 
slightly as investors took profit after two-weeks of gains and as most of the 
market sat on the fence pending the Burea of the Treasury's 3-Year FXTN 
auction the next day. The local fixed income market rebounded Tuesday with 
the successful auction of the Bureau of the Treasury's entire PHP25 Bn. 
tender, which was oversubscribed by twice the offered amount. Trading was 
flat for the rest of the week as market waited for the outcome of BSP's 
Monetary Board meeting Thursday afternoon, which resulted in no interest rate 
hike action, as expected by most of the market owing to the benign inflation 
print of 4.4% for the month of September. Friday's trading was likewise range-
bound amid slight profit-taking offsetting price support on scarcity on the long-
ends and as market now turned its attention to October's inflation release due  
out next month. 
 
 
Yields this week fell -2.73 basis points, on average, with the short, belly and  
long-ends losing -1.20, -4.28 and -2.19 basis points, respectively.  
 
 
 
Philippine Peso 

 
 

The Peso appreciated 3 out of 5 days this week on consecutive actions by the BSP to nip a potential real estate bubble in the bud 
and sustained optimism on our country's current account surplus. The BSP unveiled measures to curb an overheating property 
market and excessive exposure of our financial sector to our real estate sector. The BSP has required banks to limit real estate 
lending value to 60% of that of the purchased property or else provision for the excess on existing loans made when the loan-to-
value (LTV) cap was still 80-90%. Also, the BSP signaled its intention to raise the capital adequacy ratio by anywhere between 
1.5% to 3.5% on top of the current 10% to account for Systemically Important Financial Institutions (SIFI). Peso gains made in the 
beginning of the week tempered mid-week pending the outcome of the Thursday monetary board meeting of the BSP and Fed and 
as the market waited for more clarity with regard to the timing of broadly expected Fed interest rate hikes next year. 
 

The country’s total imports in August reached US$5.491 billion, lower than by 1.3% from August 2013’s total import 
receipts of US$5.554 billion. The decline was primarily caused by negative performances of electronic products and 
oil. On a year-to-date basis, the aggregate external trade in goods grew by 4.0% to US$42.446 billion. The August 
import bill made the country’s balance of trade in goods (BOT-G) incur US$17 million worth of deficit, an improvement 
from last year’s trade deficit of US$608 million. 
 

T enor 17-Oct 24-Oct  Change

1m 1.65 1.65 0

3m 1.43 1.40 -3

6m 1.69 1.69 -1

1y 1.89 1.89 -1

2y 2.84 2.82 -1

3y 3.34 3.20 -13

4y 3.42 3.39 -4

5y 4.20 4.20 0

7y 4.12 4.09 -3

10y 4.20 4.18 -2

20y 4.84 4.80 -4

25y 5.05 5.04 -1

Average -2.7

Peso Yie ld Curve                                        

(PDST-F Reference Rates)
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The so-called ‘sin’ taxes collected from alcohol and cigarette products overshot the Bureau of Internal Revenues 
September target of 45.5%. According to Revenue Commissioner Kim S. Jacinto Henares, given that the sales volume 
of ‘sin’ products were still steady despite higher taxes imposed, ‘sin’ tax rates could be further hiked without 
dampening consumption. For the period of January to September, actual additional revenues derived from ‘sin’ tax 
collection totaled Php37.24 billion, more than the Php25.6 billion target set by the agency. 
 

According to the Department of Energy (DoE), the government would rely primarily on the Interruptible Load Program 
(ILP) in order to supply the power gap from March to June. This was a stand supported by many business groups. 
However, as of now, the concern on the ILP is that it’s still limited in scoped, with only 47-70% of committed ILP 
capacities dependable. However, as of yesterday, 155 megawatts from 25 companies had been signed up with the ILP 
of Manila Electric Co., which continues to negotiate for capacity commitments. 
 
The week ahead (October 27 – October 31)  
  
We expect the local equities market to trade sideways and within the range of 6,986 to 7,150 as consolidation is expect to continue. 
Events overseas may continue to drive the direction of the local market due to the lack of domestic catalysts next week. However, 
further regulatory measures such as those released this week may lead to further volatility. 
 

For the local fixed income market, we expect yields to trade sideways with a slight downward bias should the Fed issue a dovish or 
neutral statement after the FOMC meeting next week, implying lower interest rates for longer. 

We likewise expect the Peso to continue trade sideways next week on the lack of market moving news. 

 


