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October 31, 2011 

Global Financial Markets 
 
Global equity prices moved up as the plans from European leaders seemed to be well received by investors. Similarly, both 
fixed income and currency markets experienced increased risk appetite from investors as they remain hopeful for the 
possible solution to the euro-zone debt crisis. 

 
Global Equities 

 

 During the past week, the main theme for global equity 
markets was the European Union Summit. Continuing 
on, major equity indices were positive because 
investors seemed to be satisfied with the plan that 
European leaders came up with. Though there was a 
dip in the middle of the week due to the delay in the 
summit, it quickly recovered as the EU released its 3-
pronged plan. The MSCI World, MSCI Europe and 
MSCI Asia-Pacific (excluding Japan) moved up by 
7.19%, 6.94% and 8.62%, respectively. Trailing 
behind, the Dow Jones Industrial Average went up by 
5.78%, while the Standard & Poor’s 500 Index jumped 
by 5.69%.  

 

 Manufacturing in the Philadelphia area unexpectedly 
expanded in October, showing that factories are 
helping support the US economy. The Federal 
Reserve Bank of Philadelphia’s general economic 
index increased to 8.7 from -17.5 last month. 

 The number of Americans filing applications for 
unemployment benefits declined at a slower pace than 
expected. Jobless claims dropped to 403,000 from 
409,000 the previous week. 

 Sales of existing homes fell in September showing the industry is still weighed down by pessimism and unemployment. Sales 
dropped to an annual rate of 4.91 million in September from 5.06 million the previous month. 

 The index of US leading economic indicators increased at a slower rate in September. The index grew by 0.2% compared to 
the previous month’s growth of 0.3%. 

 In the US, unemployment rates fell in half of the states last month, a sign that September's pickup in hiring was felt around the 
country. The Labor Department said unemployment rates dropped in 25 states, rose in 14 and stayed the same in 11. The 
latest figures show an improvement from August, when unemployment rose in 26 states. 

 The mood among US consumers turned decidedly darker this month as confidence sank to recessionary levels. The 
Conference Board revealed that its index of consumer confidence plunged to 39.8 in October, much lower than expectations of 
46.0, from a revised 46.4 in September. October witnessed the worst reading of the index in almost three years. 

 Mortgage applications in the US rose last week. The Mortgage Bankers Association’s index grew 4.9% in the period ended 
October 21, 2011 from the prior week’s contraction of 14.9%. 

 Orders for US durable goods except transportation gear rose in September by the most in six months, signifying that 
manufacturing will play a role in sustaining an economy with employment problems. The demand for goods that is meant to last 
at least three years, not including airplanes and automobiles, climbed 1.7%, compared to a market estimate of 0.4%, from a 
contraction of 0.1% the previous month. 

 Purchases of new homes in the US rose more than forecasted in September because discounted prices encouraged demand. 
Sales improved 5.7% to 313,000 from 296,000 the previous month. There is a significant gap from the market estimate of only 
300,000. 

 A series of merger and acquisition activities were reported including Oracle Corporation’s acquisition of RightNow 
Technologies, a provider of Web-based customer service solutions, Cigna Corp’s purchase of HealthSpring, a Medicare health 
provider, and Mattel’s purchase of HIT Entertainment, owner of popular preschool toy brands. 

 Over at Europe, the European leaders have agreed on a plan which consists of three actions. The first one is to voluntarily 
accept a 50% haircut on Greek Government bonds to ease the debt obligations of Greece. The second one is to increase the 
main rescue fund. 
 

20-Oct-11 27-Oct-11 % Change

MSCI World 1,166.92 1,250.82 7.19%

MSCI Europe 80.88 86.49 6.94%

MSCI Asia-Pacific ex-Japan 393.54 427.46 8.62%

Dow Jones Industrial Average 11,541.78 12,208.55 5.78%

S&P 500 1,215.39 1,284.59 5.69%

Global Equity Performance
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Global Bonds 

 

 US bond market yields mostly went up for the week as a result of 
weaker demand for the relative safety of government debt. Positive 
developments in Europe have prompted investors to take on higher 
yielding assets, making US Treasury prices go down. The 10-year 
benchmark yield went up by 20.76 basis points, while the 2-year note 
yield increased by 4.66 basis points. Over at the farther end, the 30-
year bond yield had the largest movement with a gain of 24.01 basis 
points. 

 Though falling for the week, US Treasury prices maintained gains in 
the middle of the week after the US government sold a batch of two-
year notes in a strongly bid auction. 

 
Currencies 

  

 Week-on-week, demand for the US dollar fell as plans for the 
European sovereign crisis seem to be on its way. As an answer for 
last week’s anticipation, the summit resulted to a plan in dealing with 
the current crisis prompting investors towards taking in more risk. 
The euro, Japanese yen and the Swiss franc gained against the US 
dollar to 1.4185, 75.85, and 86.24 centimes, respectively. 
 

The week ahead (November 2 – November 4) 
 

 While markets seemed to be happy with the EU’s approach to the 
region’s debt crisis, we remain cautiously optimistic on the near term 
financial performance of financial markets. There’s a potential for 
another rally given that markets have priced in a worst case scenario 
in past months. However, any new news relating to the details of the plan and the success of its implementation may once 
again cause sharp volatility. 
 

 
 
 
 
 

Currencies 

21-Oct 28-Oct % Change

USD/PHP 43.440 42.620 1.92%

EUR/USD 1.3896 1.4185 2.08%

GBP/USD 1.5953 1.6118 1.03%

USD/JPY 76.29 75.85 0.58%

AUD/USD 1.0376 1.0689 3.02%

USD/CHF 0.8825 0.8624 2.33%

EUR/CHF 1.22611 1.22324 0.23%

EUR/JPY 105.96 107.59 -1.52%
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US Treasury Yield Curve

Tenor 20-Oct 27-Oct  +/- bps

3m 0.015 0.010 -0.51

6m 0.051 0.061 1.02

2y 0.262 0.309 4.66

5y 1.062 1.202 14.00

10y 2.189 2.396 20.76

30y 3.216 3.456 24.01
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Philippine Financial Markets 
 
Developments in Europe reached Philippine financial markets, sending equities, government securities, and the local 
currency to rally.  
 
 Local Equities 
 

 The PSEi surged in the past 5 days and was once again above its 2010 
year-end level, as favorable developments in Europe returned demand 
for risky-assets. The index slowly crept up at the start of the week and 
towards the end as investors were optimistic that European Union 
leaders was making progress in trying to solve the region’s debt 
problems. The PSEi climbed 4.01% week-on-week to settle at 
4,333.72%.  
 

 A PSE official claimed that they are still looking forward to the plan to 
require listed firms to increase their public float to 12%. “We’re still 
talking with the board. Right now it’s definitely for index inclusion,” Hans 
B. Sicat, Philippine Stock Exchange president and chief executive officer said. However, the local bourse has yet to set a 
schedule for the implementation of the plan. 

 
Infrastructure Sector 

 

 Metro Pacific Investments Corporation (MPIC) president Jose M. K. Lim claimed that the Department of Transportation and 
Communications recently requested the firm to make another presentation about its US$300-million pitch to improve the MRT. 
“The proposal is now being studied and we are hopeful that it will receive a good review,” Lim said. 

 

 As part of the Php72 billion disbursements acceleration plan for 2011, Budget Secretary Florencio B. Abad claimed that the 
government will fully fund the rehabilitation of 3 light rail lines following President Aquino’s go-signal to use Php6.37 billion for 
the upgrade. The funds will be used for the “major rehabilitation” of Light Rail Transit Lines 1 and 2, estimated to cost Php1.87 
billion, and the procurement of 26 additional coaches for the Metro Rail Transit Line 3, which is valued to be worth Php4.5 
billion. 

 

 A Metro Pacific Tollways Corporation (MPTC) official claimed that it expects the government to call for counter offers, through a 
Swiss challenge, against the holding company’s proposal to build a connector road project linking the North Luzon and South 
Luzon expressways by January 2012. “Parties from the Public-Private Partnership Center, the Department of Public Works and 
Highways and our side are moving towards the Swiss challenge by January,” Ramoncito S. Fernandez, president of MPTC, 
said. 

 
Utilities Sector 

 

 SN Aboitiz Power (SNAP) Benguet, a tie-up between SN Power (a Norwegian company) and Aboitiz Power, reported that it will 
fully commission its 105-megawatt Ambuklao hydroelectric power plant after successfully rehabilitating the facility. The power 
plant has been closed for 9 years due to technical problems sustained after a major earthquake in 1990 and was sold to SNAP 
Benguet in 2008. “The inauguration of the Ambuklao plant’s new 105 MW capacity will make available clean and renewable 
energy to millions of Filipinos in the Luzon Grid,” SNAP president and CEO Emmanuel V. Rubio said. 

 
Gas and Oil 
 

 Moody’s Investors Service claimed that Asian oil and gas firms are expected to continue to increase their footprint outside their 
borders as power demand increases in the region. However, their aggressive expansion is weighed down by risks at least in 
the short to medium term. “With long-term energy security at the top of policy agendas, exploration and production companies 
from Asia have made more than 25 acquisitions since 2010, and that pace is rising,” Moody’s said in their report “Upstream 
Asset Acquisitions: Short-Term Pain, Long-Term Gain.” 

 

21-Oct 28-Oct % Change

PSEi 4,166.60 4,333.72 4.01%

Philippine Stock Exchange Index
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Financial Sector 
 

 In a disclosure to the PSE, Philippine Savings Bank claimed that its Board of Directors passed a resolution approving the 
Bank’s issuance of up to Php5 billion in Unsecured Subordinated debt in one or more tranches with a term of ten years and a 
call option on the 5th year, subject to the approval of the Bangko Sentral ng Pilipinas. 
 

 Metrobank, First Metro Investment Corporation (FMIC), and Pancake House recently concluded the agreement for Pancake 
House, Inc. to issue Php800 million-worth of fixed and floating rate corporate notes. In the issue, Metrobank serves as the 
facility agent, paying agent, and initial noteholder, while FMIC is the sole arranger and also an initial noteholder. Pancake 
House will use the funds to acquire 500,000 shares of Yellow Cab Food Corporation, adding the pizza chain to the Pancake 
House Group. 
 

 Resources of the country’s banking sector posted double-digit growth of 10.7% as of end-July this year as major players 
continued to survive headwinds coming from abroad. Data released by the central bank showed that total assets of banks 
operating in the Philippines amounted to Php7.177 trillion as of end-July, Php696 billion higher than the Php6.481 trillion 
booked as of end-July last year. However, the banking industry’s total resources as of end-July was 1.9% or Php139 billion 
lower than the end-June level of Php7.316 billion. 
 

 Amid the intensified campaign of the Bangko Sentral ng Pilipinas (BSP) against problematic banks, the total number of banks 
operating around the country went down during the first half of the year. Data released by the central bank showed that the 
number of banks in the country stood at 739 as of the end of the first half of the year, 19 less than the 758 as of end-2010. The 
central bank attributed the decline in the number of banks to the exit of weak players in the banking system. The banks closed 
down by the BSP during the year were led by Aguirre-led Banco Filipino Savings and Mortgage Bank which was place under 
receivership last March. 
 

 The local unit of Canadian insurer Sun Life Financial has acquired 49% of the Yuchengco-controlled Grepalife Financial Inc. 
and assumed management control of the resulting joint-venture company. Sun Life declined, however, to reveal the acquisition 
price for the Grepalife stake, which it acquired from GPL Holdings. Grepalife, which will now assume the name Sun Life Grepa 
Financial, would continue with its exclusive bancassurance agreement with Rizal Commercial Banking Corp. 

 
Services Sector 
 

 The Department of Budget and Management revealed that more funds are flowing into state healthcare as the department has 
released Php294 million for the hiring of nurses and midwives for government health facilities. The allocation is meant to help 
“create a pool of registered health professionals with enhanced clinical and public health competencies that would ensure 
improved delivery of health care services in the country. The new fund release will enable the health department to hire an 
additional 10,000 nurses and 1,000 rural health midwives within the fourth quarter of this year. 

 
Telecommunications Sector 
 

 The Philippine Long Distance Telephone Co. (PLDT) and Digital Telecommunications Philippines, Inc. (Digitel) have formalized 
their acceptance of conditions set by the regulator in approving the telcos’ merger. NTC on Wednesday had announced its 
approval of PLDT’s proposal to buy 51.55% of Digitel, on the condition that the dominant telco divests some of its frequencies. 
The regulator also said PLDT would have to continue Digitel’s unlimited text and call services. NTC further required both telcos 
to continue providing high quality service to their respective subscribers. 

 
Media 

 

 Broadcaster GMA Network, Inc. will buy into entertainment software firm IP E-Game Ventures, Inc. for Php130 million under a 
deal that is seen to create synergies between Internet applications and television. GMA New Media, Inc. agreed to subscribe to 
the mandatory public offering of IP E-Game Ventures, which had listed by way of introduction in February 2010. The two firms 
were already partners in the joint venture X-Play Online Games, Inc., a casual games publisher. GMA New Media will be able 
to sell its stake in X-Play to IP E-Game Ventures under an option agreement executed alongside the share subscription deal. 
 

Mining Sector 
 

 Philex Mining (PX) reported that its 9M2011 core net income increased by 72% to Php3.98 billion year-on-year, while net 
income surged by 106% to Php4.35 billion from the previous year. Officials attributed the improvement in earnings to stronger 
metal prices and higher output. In the first nine months of the year, the average realized price for gold increased to US$1,500 
per ounce from US$1,130 per ounce during the same period last year. Similarly, copper prices improved to US$3.62 per pound 
from US$3.26 in the same time periods. 
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 Nickel Asia Corporation (NIKL) reported a 131% year-on-year increase in net income for the third quarter. The net income for 
the nine months ending September 30, 2011 was Php3.26 billion from Php1.41 billion the year before. The robust performance 
is attributed to higher sales of nickel ore together with higher nickel prices which boosted revenues 74% to Php10.19 billion 
from the previous year’s Php5.87 billion. “Laterite ore imports into China have been at record levels this year, owing to the 
strong position of nickel pig iron as the primary choice for nickel and iron among stainless steel producers,” said Gerard H. 
Brimo, President and CEO of NIKL. 
 

 Annual growth in factory output slowed down to 2.1% in August this year, according to data from the National Statistics Office 
(NSO). NSO reported that the 2.1% growth in factory production for August 2011 was slower than the 4.6% annual growth 
posted in July 2011 and much weaker than the 25.5% in August 2010. According to the NSO report, factory output this year 
has been on a generally downward path. Economists said the number for August was caused by lower market demand for 
products as well as government underspending. 

 
 
Philippine Bond Markets 

  

 Week-on-week, PDST-F reference rates declined by 13 basis points on average owing to calming developments in the euro-
zone debt saga and favorable comments from the Bangko Sentral. BSP governor Amando Tetangco commented earlier this 
week that it would keep rates supportive of growth, suggesting that it would slash interest rates should the October inflation rate 
start to ease. Movement was mostly seen at the short-end of the curve, 
which declined 27 basis points on average, and the 25-year benchmark, 
which plunged 18 basis points to 7.33%.  
 

 The Bureau of the Treasury (BTr) held a successful reissue auction of 
the 25-year FXTN 25-09, suggesting that there’s strong demand for long-
tenored securities. The auction was approximately three times 
oversubscribed. The average accepted bids was 7.13%, 38 basis points 
lower than the 7.51% average yield during the note’s initial offering last 
September 28. The BTr also accepted bids below market expectation, 
ranging from 7.0% to 7.2%. 

 

 In an interview with Bloomberg, BSP Governor Amando Tetangco 
claimed that it is keeping a plan to impose a 187.5% market risk weight 
on non-deliverable currency forwards. “It’s a macroprudential measure 
designed to address possible systemic risk,” Tetangco said. This plan 
implies that banks will have to set aside capital almost double their NDF 
exposure to lessen market risks and control liquidity. 

 

 The Bureau of Internal Revenue (BIR) seems keen on standing its ground in saying that the recently-matured PEACe (Poverty 
Eradication and Alleviation Certificates) Bonds are subject to 20% withholding tax amounting to nearly Php5 billion. The 
Supreme Court had issued a temporary restraining order (TRO) barring the Bureau of the Treasury (BTr) from withholding from 
banks the 20% final tax. BIR Commissioner Kim Henares said that the agency is preparing its reply to the High Court’s 
decision. The BIR ruled that the PEACe Bonds are not exempt from withholding taxes, contrary to a ruling issued in 2001 when 
the government issued the 10-year zero coupon bonds. 
 
 

 

Peso Yield Curve                                          
(PDST-F Reference Rates) 
Tenor 21-Oct 28-Oct Change in BPS 

1m 2.67 2.38 -30 
3m 1.73 1.41 -32 
6m 1.88 1.62 -26 
1y 1.94 1.74 -20 
2y 2.82 2.80 -2 
3y 3.93 3.87 -6 
4y 4.90 4.90 0 
5y 5.22 5.17 -5 
7y 5.29 5.20 -9 

10y 5.98 5.92 -6 
20y 7.31 7.33 2 
25y 7.51 7.33 -18 

    Average -13 
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Philippine Peso 
 

 This week, the Philippine peso gathered strength against the greenback amid developments in Western continents spreading 
the risk-on mentality to other asset classes including emerging market currencies. The peso appreciated by 0.82 centavos, or 
1.92%, against the greenback to settle at 42.620 Friday. 
 

 The National Government’s budget deficit registered at Php18.5 billion in September, significantly less than the Department of 
Finance (DoF)’s programmed shortfall of Php42.41 billion. During this month, the government generated Php104.3 billion in 
revenues and used Php122.8 billion for expenditures. Government officials expect the budget deficit to clock-in at not less than 
2.6% of GDP by end-year, below their target of 3%, despite plans to beef up spending in the remaining months of the year. 
 

 Trade Undersecretary Adrian Cristobal Jr. claimed that a number of local exporters will continue to enjoy duty-free access to 
the US after President Obama approved the renewal of the Generalized System of Preference (GSP). “Our exporters will be 
refunded for the difference in tariffs paid after the GSP expired last December 2010. US Customs is now preparing guidelines 
for the refund process,” Cristobal said. 

 
 

The week ahead (November 2 – November 4) 
 

 Favorable developments in Europe and upbeat readings in the US returned appetite for riskier assets. For equities, we’ve seen 
US$42 million-worth of foreign funds flow in this week, the third consecutive week of net foreign inflow. However as foreign 
players push up prices, local investors, who have supported prices when foreigners were selling, will cash-in gains. As such, 
we expect the local equity market to trade sideways this coming week unless another set of headlines, local or foreign, surprise 
markets during the long weekend. It’s the same story for the local bond and currency markets. We believe these markets would 
correct this coming week as investors start to book profits from their recent rally. 


