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October 29, 2012 

Global Financial Markets 
 
Global markets pared the previous week’s gains amid a mixed bag of economic releases and corporate earnings data from 

the US along with lingering concerns on the Euro-zone crisis. Even an encouraging manufacturing purchasing manager’s 

index (PMI) figure from China and solid US housing data failed to boost investor sentiment as all indices ended in the red 

for the week. 

Global Equities 
 

Global equities nursed losses 

throughout the week despite better-

than-expected economic data from 

China and the US. Any encouraging 

releases were eclipsed by dismal 

readings from the Euro-zone, which 

further highlighted cooling global 

economic conditions. 

In China, HSBC’s manufacturing 

Purchasing Managers’ Index (HSBC 

PMI) rose to 49.1 in October from 

September’s final reading of 47.9. 

While the reading continued to indicate 

a contraction, it suggested that the 

slowdown in China has finally 

bottomed. Official readings have been 

below the 50 mark, which separated 

contraction from expansion, for the 12th 

straight month.  

Meanwhile, sales of newly built homes 

in the US last September rose to the 

highest level in two years. Single-family 

new home sales jumped 5.7% month-on-month, beating market estimates of a 3.2% increase, to a seasonally adjusted annual rate 

of 389,000. Year-on-year, new-home sales were up 27.1%. However, this positive reading on the housing sector was downplayed 

as the Fed reiterated concerns for the health of the domestic economy during the FOMC meeting concluded this week. Fed officials 

added that they would continue the central bank’s bond-buying programs and its plan to keep short-term interest rates near zero 

until at least mid-2015. It was noted that while the economy continued to expand “at a moderate pace” as household spending 

advanced, growth in business fixed investment had slowed. 

Over in Europe, German business confidence fell unexpectedly in October as the region’s continuing debt crisis hindered domes tic 

growth. The Ifo institute’s business climate index, which is based on a survey of 7,000 executives, fell to 100.0 from 101.4 last 

September. This figure registered a sixth straight decline and was the lowest reading in more than two and a half years. Silvio 

Peruzzo, an economist at Nomura International Plc. stated that the drop in the index as well as the manufacturing and service 

industries were significant, and that the German economy was likely heading into contraction in the fourth quarter. Services and 

manufacturing output in the Euro-zone likewise shrank more than expected for the month as the region’s economy continued to 

weaken. According to Markit Economics, a composite index based on a survey of the region’s purchasing managers fell to 45.8 

from 46.1 last September. This figure was the lowest in more than 3 years, and was lower than the 46.5 economists had forecasted.  

Week-on-week, the MSCI World index retreated 3.05% led by the European region which lost 2.4% and the Asia ex-Japan region 

which gave up 1.19%. Similarly, the Dow Jones Industrial Average index and the S&P500 index declined 3.48% and 3.33%, 

respectively. 

 

18-Oct-12 24-Oct-12 % Change

MSCI World 1,339.55 1,298.76 -3.05%

MSCI Europe 95.16 92.88 -2.40%

MSCI Asia-Pacific ex-Japan 448.27 442.92 -1.19%

Dow Jones Industrial Average 13,548.94 13,077.34 -3.48%

S&P 500 1,457.34 1,408.75 -3.33%

Global Equity Performance
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Global Bonds 

 
US Treasuries benefitted from the downbeat mood this week as investors 

adopted a risk-off stance and opted for safe-haven securities. On Tuesday, a 

US$35 billion two-year note auction was well-received with the notes selling 

at a yield of 0.295%, the highest since the June auction. The bid-to-cover 

ratio was at 4.02, compared to the average of 3.79 from the previous four 

sales. On the other hand, a five-year note auction drew little demand as the 

US$35 billion offering registered a 2.73 bid-to-cover ratio, weaker than the 

2.83 average from the previous four five-year note sales. The average yield 

was at 0.774%, the highest rate paid for five-year notes since the April 

auction. Week-on-week, the 30-year benchmark yield lost 6.95 basis points, 

followed by the 10-year benchmark yield which fell 4.55 basis points. Only the 91-day tenor yield marginally picked up, increasing 

by 1.02 basis points. 

Spanish bond prices declined for four consecutive days, the longest losing streak in three months, after the Euro-zone’s services 
and manufacturing contracted more than expected and as German business confidence fell. This was the longest losing streak 
since ECB President Mario Draghi pledged to “do whatever it takes to preserve the euro.” Spain’s 10-year bonds climbed 3 basis 
points to 5.65%, the highest since October 17.  

 
Currencies  
 
The euro lost ground for the week amid worries over the Euro-zone debt 

crisis as German business confidence, manufacturing activity and projected 

economic growth all posted declines. As a result, the safe-haven dollar 

gained against its riskier counterparts. On the other hand, the Japanese yen 

weakened past ¥80 to a US dollar as a weakening local economy heightened 

speculation that the Bank of Japan would add further stimulus. For the week, 

the Euro lost 0.44%% against the US dollar while the Japanese yen lost 

0.63% against the euro and 1.05% against the US dollar. 

 
 
The week ahead (Oct 29 – Nov 02) 
 
For the week ahead, we expect markets to continue on a downward trend as the Euro-zone’s blight of unenthusiastic data 

continues to overshadow any optimism on the US job market figures to be released. Market-watchers will remain on the look-out for 

news of Spain’s bail-out request, though, as witnessed in the previous weeks, the region is in no hurry to do so. Any positive data 

releases from the US will be readily welcomed by global markets, but it is likely that any significant gains would be tempered as 

investors focus on Europe’s fiscal woes. 

  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

US Treasury Yield Curve

Tenor 18-Oct 24-Oct  +/- bps

3m 0.096 0.107 1.02

6m 0.147 0.147 0.00

2y 0.298 0.289 -0.91

5y 0.786 0.758 -2.87

10y 1.834 1.789 -4.55

30y 3.019 2.949 -6.95

Currencies 

18-Oct 25-Oct % Change

USD/PHP 41.320 41.210 0.27%

EUR/USD 1.3067 1.3010 -0.44%

GBP/USD 1.6044 1.6135 0.57%

USD/JPY 79.28 80.12 -1.05%

AUD/USD 1.0366 1.0387 0.20%

USD/CHF 0.9248 0.9300 -0.56%

EUR/CHF 1.20828 1.20986 -0.13%

EUR/JPY 103.57 104.23 -0.63%
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Philippine Financial Markets 

 
Local equities market slowed during the week amid weak corporate earnings in the US and as worries over the Euro-
zone resurfaced. The local bonds market rallied due to expectations of a policy rate cut by the BSP. Meanwhile, the local 
currency advanced following speculation of more stimulus measures in Japan and with the US Federal Reserve 
maintaining pro-growth policies to support its economy. 
 

 
Local Equities  
 

In the absence of market moving news in the domestic front, local markets 
took its cue from developments abroad.  Overall, weak corporate earnings in 
the US, renewed worries over the Eurozone, and falling commodity prices 
weighed down on investor sentiment. Most sectoral indices ended in 
negative territory with holding firms faring the worst (slipping 1.2% from last 
Friday’s levels) as AGI (-6.21%), MPI (-2.42%), and DMC (-2.21%) were 
sold down.  Property on the other hand fared the best, managing to eke out 
a gain of 0.11% as anticipation of a possible BSP policy rate cut helped buoy 
stocks such as BEL (+4.46%) and ALI(+1.29%). The PSEi ended the week 
just above the 5,400 mark at 5,405.16, 27.20 points or 0.50% lower than last 
Friday’s level. 
 

Conglomerates 

 
 SM Investments Corp. (SMIC) has raised Php6.37 billion following the completion of the placement of 9.1 million 

primary common shares to institutional investors via top-up placement at a price of Php700 per share. SMIC said in a 

recent disclosure that the Php700 selling price was discounted by 6.04% based on the closing price of Php745 per 

share on Aug.23 as approved by the board of directors. The total proceeds of the placement will be used primarily to 

settle the company’s existing loans. 

 Ayala Corp. and European automobile giant Volkswagen recently formed an agreement to distribute the latter’s 

vehicles in the Philippines. The distributorship agreement is in line with Volkswagen’s effort to mitigate the declining 

demand in Europe. Fernando Zobel de Ayala, president and chief executive of Ayala Corp said the partnership would 

allow the Ayala conglomerate to offer a much wider range of passenger vehicles in the local market. This will further 

reinforce its strong presence in the local automotive industry. 

 George Ty-led GT Capital Holdings (GTCAP) entered into a memorandum of understanding with subsidiary 

Metropolitan Bank & Trust Co. to acquire an additional 30% stake in Toyota Motor Philippines. This brought GT 

Capital’s total shareholdings with Toyota to 51%. The acquisition of additional shares is said to be aligned with GT 

Capital’s long-term program of increasing its holdings in its core businesses. Likewise, this will further strengthen 

Metrobank’s balance sheet and capital position as they prepare for the implementation of Basel 3. 

Financial 
 

 Gotianun-led East West Bank expects its 2012 net profit to reach Php1.8 billion on the back of a double-digit growth in 

loans and an above industry loan margin. In a recent disclosure to the Philippine Stock Exchange, the bank sees 

loans expanding by 35% to 40% this year, in contrast with its statement in April when targeted loan growth for the year 

would only be around 20% to 25%. Furthermore, the bank’s net interest margins are also expected to settle at 5%. 

 Rizal Commercial Banking Corp. (RCBC) is targeting to have 10 million clients as it continues to enhance its 

information technology system. According to RCBC executive vice president and head of strategic initiatives John G. 

Deveras, the bank targets 10 million clients or cash card holders by 2014. The bank currently has 3.6 million cash 

card holders. The bank has also announced recently that it has migrated to Finacle, a core banking solution that runs 

on the IBM System z server which will provide the foundation that RCBC needs to create value-added services. RCBC 

further explained that this will increase customer adoption for its MyWallet electronic cash card 

 
 
 

19-Oct 25-Oct % Change

PSEi 5,432.36 5,405.16 -0.50%

Philippine Stock Exchange Index
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Utilities 
 

 Philippine Long Distance Telephone Co. (PLDT) and Century Properties Group Inc. have recently sealed a strategic 
partnership involving the former providing advanced digital connectivity and telecommunications services to the latter. 
PLDT executive vice president and head of Enterprise and International and Carrier Business Eric R. Alberto further 
explained they will provide ultra connectivity to the premium developments of Century Properties through services 
provided by PLDT Home and PLDT ALPHA Enterprise, mobile phone subsidiaries Smart Communications and Sun 
Cellular, and affiliate direct-to-home Digital TV provider Cignal. He added that this partnership will be a first in high-rise 
property developments in the Philippines. 

 
 
Philippine Bond Markets  

 
Local government securities prices rallied during the week as investors 
anticipated the central bank to ease monetary policy during their 
monetary board meeting. True enough, the BSP cut policy rates by 25 
basis points to bolster growth and temper the peso appreciation. Week-
on-week, yields declined by an average of 5 basis points led by the short 
and belly ends of the curve which both dropped 5 basis points while the 
long end of the curve fell by 2 basis points. 
 
The Bangko Sentral ng Pilipinas cut policy rates today, for the fourth time 
this year, to temper the currency’s appreciation and shield growth from 
global economic headwinds. The overnight borrowing and lending rates 
have been reduced by 25 basis points to record lows of 3.5% and 5.5%, 
respectively. With the unexpected decline in exports, a faltering global 
economy led by the Euro-zone debt crisis and a strengthening of the 
peso, the central bank was driven to pull the trigger in cutting rates. The 
country’s inflation also factored in as it remained well within target giving 
room for the BSP to cut rates. 
 
 
Philippine Peso 
 

The Philippine peso started the week strong amid speculation of further stimulus measures in Japan. Lingering concerns on Spain’s 
worsening recession countered the local unit’s gains towards the middle of the week. But reports from the US towards the end of 
the week, in which the Federal Reserve stated that they are leaning towards maintaining pro-growth policies to support recovery, 
strengthened the local currency. Week-on-week, the local currency gained 18 centavos to close at 41.210. 
 
According to the Department of Finance, the government incurred a deficit of Php34.854 billion in September after reporting a 
Php2.523 billion surplus in August. This brought the total January-to-September deficit to Php106.062 billion, which was 42% or 
Php77.281 billion below the government’s nine-month cap of Php183.343 billion and more than one-third of the Php279.1 billion full-
year cap. The deficit was mainly attributed to accelerated spending which amounted to Php140.163 billion in September and 
brought the nine-month total spending figure to Php1.225 trillion or 14% higher than Php1.07 trillion reported in the same period last 
year. 

The country’s Balance of Payments (BoP) surplus in September went up by 4.45% to US$751 million from US$719 million 
registered in the same period last year. The January-September BoP surplus has now reached US$5.831 billion, well above the 
US$2.6 billion projection for the year. BSP Governor Amando Tetangco, Jr. said that the Philippines remains a recipient of inflows 
with the resolution of the euro zone crisis remaining uncertain. 

According to data from the Bangko Sentral ng Pilipinas (BSP), the financial resources from the local banking system in August 
slightly went down to Php9.721 trillion from the Php9.762 trillion recorded in the first seven months of the year. The monthly drop 
could be mainly attributed to the losses on the part of universal, commercial and thrift banks. However, BSP Deputy Governor Diwa 
Guiniguindo stressed that the banking system remains healthy and stable which points that the country is in an investment sweet 
spot. 

 

 

 
 

 

Tenor 19-Oct 25-Oct  Change

1m 1.23 1.20 -2

3m 0.89 0.84 -5

6m 1.18 1.15 -4

1y 1.52 1.43 -10

2y 3.05 2.97 -9

3y 4.05 3.97 -7

4y 4.57 4.54 -3

5y 4.73 4.74 1

7y 4.86 4.76 -10

10y 5.17 5.15 -2

20y 5.85 5.88 3

25y 6.12 6.04 -8

Average -5

Peso Yield Curve                                       

(PDST-F Reference Rates)
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The week ahead (Oct 29 – Oct 31)  

Philippine stocks are expected to consolidate in a narrow range next week. With a shortened trading period, Philippine volumes are 
expected to be light as well (estimated at US$100mn per day) ahead of an extended weekend. The trading range we are looking at 
is 5,380 to 5,450.  

More local companies are taking advantage of the bullish sentiment as they prepare to tap the market for their capital requirements 
activities. STI Education Systems and Philippine Business Bank are the next to offer shares to the public to finance their respective 
expansion programs. Coal Asia, which listed in the PSE last week, made an auspicious debut after gaining as much as 68% in 
value from its offer price of Php1.00.  

Local companies are scheduled to come out with their third quarter earnings beginning next week, thereby giving investors some 
incentive to position for any potential surprises. 

Meanwhile, lackluster trading in the local fixed income and currency market may be observed due to a shortened week brought 
about by public holidays. However, market watchers would still continue to monitor the developments on the global economic front 
lead by US and China’s continued growth slowdown and the debt-ridden Euro-zone. 

 

 

 


