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November 12, 2012 

Global Financial Markets 
 
Global markets started the week slow as investors remained on the sidelines ahead of three key events, namely; the US 
presidential election, the Greek parliamentary vote on austerity measures, and China’s 18

th
 Party Congress where roughly 

two-thirds of the important posts in the government, military, and Communist Party will be filled. Investor sentiment 
dropped at the end of the week following President Obama’s re-election, as all eyes returned to the impending fiscal cliff 
of the world’s largest economy.  
 

 
Global Equities 
 

At the beginning of the week, 

investors adopted a wait-and-see 

stance as they awaited the results 

of some key global events. Global 

equities moved sideways with an 

upward bias on Monday and 

Tuesday amid a few positive data 

releases, only to drop sharply 

thereafter as concerns on global 

economic health reemerged.  

In the US, growth in the jobs 

market hastened even as the 

unemployment rate inched higher. 

Nonfarm payrolls climbed a 

seasonally adjusted 171,000 jobs, 

beating market estimates of an 

additional 125,000. The month’s 

gains can be attributed to private 

companies, which added 184,000 

jobs against market estimates of 

123,000. On the other hand, a 

survey of US households revealed 

that the unemployment rate had 

gone up by 0.1% to 7.9%. 

However, this was due to a sharp 

increase in the workforce population. Overall borrowing by US consumers also expanded in September, with the total outstanding 

amount of credit card, auto and other loans climbing by US$11.36 billion month-on-month, beating market estimates of a 

US$10.175 billion month-on-month increase. Tuesday night saw the re-election of President Obama, which momentarily boosted 

investor morale, though the upbeat mood was quickly extinguished by worries over the fiscal cliff come 2013. Fitch Rating has 

stated that the newly re-elected president must act swiftly to mitigate the impending fiscal cliff looming over the country’s economic 

recovery as well as its prized AAA rating. The ratings agency added that should efforts be inadequate to address the problem, the 

US may be facing a credit rating downgrade in the coming year. According to Fitch, “The challenge facing President Obama and 

Congress is to address head-on the hard choices on tax and spending.” 

The Euro-zone’s economy continued to show more signs of stress as German factory orders fell last September, the most in a year 

as the region’s fiscal crisis and cooling economic growth kept companies from making any big investments. The Economy Ministry 

in Berlin reported that factory orders dropped by 3.3%─much lower than market estimates of -0.4%─ from August, wherein they 

dropped by 0.8%. This is the second consecutive and biggest drop since September 2011. Moreover, business activity in the 

European region contracted at its steepest rate in more than three years. Markit’s Purchasing Managers’ Index (PMI) for the 

manufacturing and services sectors declined to 45.7, lower than market estimates of 45.8. In particular, the decline registered by 

Germany was the sharpest in two months with a reading of 47.7. Such a figure from Europe’s largest economy was particularly 

disappointing, given the role that it could have played in stimulating growth in the currency zone, Markit senior economist Rob 

Dobson said. Over in Greece, the parliamentary vote ended with an approval of the proposed austerity package, in exchange for 
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financial aid. The austerity package involves 13.5 billion euros in cuts, eliminating 15,000 public employee jobs and slashing 

minimum wage and pensions.  

Asian equities markets remained quiet for the week, with investors trading cautiously ahead of the US presidential election results. 

The region’s indices posted modest gains following the re-election of President Obama as it was believed that the incumbent’s 

victory somewhat eased uncertainty over the country’s fiscal problems slated to kick-in by the end of the year. 

Week-on-week, the MSCI World index gave up 2.78% to close at 1,276.72 led by the European region which lost 1.12%. The Asia-

Pacific ex-Japan region slightly gained, picking up 0.26% to close at 443.92. The US equities market ended in the red, with the Dow 

Jones Industrial Average index dropping 3.18% to 12,811.32 and the S&P500 index losing 3.51% to 1,377.51. 

Global Bonds 

 
US Treasury yields fell as investors adopted a risk-off sentiment in light of 

weak Euro-zone data released during the week. In general, the 30-year 

bench mark lost 15.03 basis points to 2.751%, while the 10-year benchmark 

gave up 10.94 basis points to 1.615%. Similarly, the two-year and five-year 

benchmarks fell 2.35 and 10.06 basis points respectively to 0.258% and 

0.637%.  

This week, the US Treasury Department held three bond auctions. On 

Tuesday, a US$32 billion three-year bond auction was poorly received due to 

uncertainty over the US presidential election. Wednesday saw an auction of US$24 billion 10-year treasury notes. The debt was 

sold at a yield of 1.765%, with a bid to cover ratio of 2.59:1, weaker than the average of 3.06 for the past 10 auctions of similarly 

dated securities. Thursday’s auction of US$16 billion 30-year bonds drew strong demand, booking a 2.77 bid-to-cover ratio. 

Additionally, the 2.82% yield that the bonds were sold at was lower than the going market rate at the time of the sale.   

 
Currencies  
 

The riskier euro retreated this week as business activity in the euro-zone 
fell below expectations and as concerns over a Greek exit prevailed. The 
dollar benefited from a risk-averse sentiment, climbing 0.72% against the 
euro to close at US$1.2835. Likewise, the safe-haven Japanese yen 
strengthened, picking up 2.07% versus the euro to close at 101.15 yen. 
 
 
 
 
 
 
 
The week ahead (Nov 12 – Nov 16) 
 
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. 
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Philippine Financial Markets 

 
The local equities market posted modest gains during the week as healthy 3

rd
 quarter corporate earnings and better-

than-expected inflation data were countered by concerns on heavy-weights following release of the SEC draft on foreign 
ownership limits. On the local bond market, yields declined as investors cheered on the surprisingly benign inflation 
figure for the month of October. Meanwhile, the peso sustained its upward trend as the country’s assets continue to be 
attractive to foreign investors given the strong macroeconomic fundamentals. 
 

 
Local Equities  
 

Local equities posted two consecutive record highs during the week on the 
back of robust 3Q earnings and better-than-anticipated inflation figures. BPI 
(+5.56%) and MBT (+1.63%) share prices picked up after reporting strong net 
income growth in 9M2012 of 37% and 12%, respectively. Optimism on the 
financial sector was further buoyed by the benign inflation print for the month 
of October. However, the main-share index erased gains mid-week following 
the release of draft of the Securities and Exchange Commission (SEC) on 
foreign ownership limits. This event depressed stocks of heavy-weights, 
including TEL (-0.75%) and ALI (-2.76%). Bargain-hunting also contributed to 
the decline. Week-on-week, the PSEi climbed 44.28 points, or +0.82% to close 
at 5,468.79 Friday. 
 

Conglomerates 
 

 Aboitiz Equity Ventures, Inc. (AEV) reported that its consolidated net income in the third quarter rose by 7% to Php6.2 

billion from Php5.8 billion in the same period last year. The increase was mainly attributed to the strong performance 

of its power and banking units which posted profits of Php14.1 billion and Php3.1 billion, respectively.  Aboitiz Power’s 

performance was mainly driven by higher average selling prices, increased demand and reduced systems loss while 

the banking unit’s earnings was boosted by higher net interest income and hefty trading gains. 

 SM Investments Corp. (SMIC) posted a 14% increase in its net income during the first nine months of the year to 

Php16.1 billion from Php14.2 billion registered in the same period last year. This was brought about by the strong 

performance of the banking segment, which accounted for 36.1% of the conglomerate’s total net income. Malls 

accounted for 23.3% while its retail operations accounted for 25.8%. SM President Harley Sy stated that the 

company’s financial performance is also in part a reflection of the strong Philippine economy as well as its continued 

efforts in delivering value across its core businesses. 

Foods 
 

 San Miguel Pure Foods Co. Inc, a unit of listed firm San Miguel Corp, reported a 31.66% rise in its third quarter net 

income to Php1.23 billion from Php934.25 million in the same period last year. This is mainly attributed to higher sales 

volume in almost all businesses brought about by the company’s effective sales and marketing activities, new product 

introductions and improved distribution network as well as slightly improved selling prices. The company said that the 

growth in sales revenues and its initiatives to improve operational efficiencies was partly tempered the impact of 

higher raw materials. 

Financial 
 

 The Bank of the Philippine Islands (BPI) reported that its net income as of September amounted to Php13.2 billion, 

with net interest and non-interest income combined surging by 17.6%. The Unibank registered a 19.2% return-on-

equity and 2.1% return-on-assets. Note that net interest income increased by 7.8% year-on-year, despite the 

prevailing low interest rate environment. The bank attributes this to the expansion of its asset base by Php50 billion, or 

+6.4%. 

 Sy-led BDO Unibank Inc. (BDO) and Ty-led Metropolitan Bank and Trust Co. (MBT) both posted remarkable earnings 

growth for the first 9 months of the year. The increase for the two banks can be attributed to higher profits from trading 

and core lending. BDO posted a net income of Php10.5 billion, up 38% year-on-year while MBT posted a consolidated 

net income of Php10.2 billion, a 15.2% increase year-on-year. BDO stated that it took advantage of the favorable bond 

31-Oct 9-Nov % Change

PSEi 5,424.51 5,468.79 0.82%

Philippine Stock Exchange Index
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market conditions to realize trading gains from its treasury activities. On the other hand, MBT reported that a 6.7% 

growth in net interest income served to boost its operating income. 

Properties 
 

 Ayala Land Inc, (ALI) reported that its net profit for the first nine months of the year is at Php6.62 billion or a 27% 

increase year-on-year. This is brought about by the improvement in all major business segments boosted margins and 

revenues at a double-digit pace. Consolidated revenues for the first nine months of 2012 posted Php39.01 billion, or a 

20% increase from the level a year ago. Meanwhile, revenues from real estate, which account for the bulk of 

consolidated revenues, surged by 20% to Php36.89 billion 

Utilities 

 
 Listed company Globe Telecom (Globe) is looking to acquire a stake in Bayan Telecommunications (Bayantel), in a 

move to expand its position in the PLDT-dominated communications industry. Globe stated that it has already secured 
internal approval to acquire all financial obligations of Bayantel, which is still under corporate rehabilitation. The 
company said that it also reached deals with Bayantel’s shareholders, the Lopez family, on acquiring an equity stake 
in the company. 

 
 
Philippine Bond Markets  

 
Local government prices surged during the week following the release of 
better-than-expected inflation rate for October which registered at 3.1% 
year-on-year. In addition, buying interest was observed in medium and 
long tenor following the results of the US Presidential Elections. Week-
on-week, yields declined by an average of 10 basis points led by the 
belly which dropped by 15 basis points. Likewise, the short- and long-
end of the curve went down by 8 and 5 basis points, respectively. 
 
The Bureau of the Treasury sold Php9 billion worth of 5-year notes in an 
auction concluded last November 6. It fetched a coupon rate of 4.125% 
with an average yield of 4.104%, lower than the 4.466% at a previous 
auction of similarly dated notes. Demand was 5.3x the amount of debt 
offered, compared with the 3.1x recorded last July. Follow-through 
buying was seen as rates declined by an average of 4 basis points, led 
by the short end of the curve which lost 10.7 basis points. The long end 
and belly of the curve also lost 0.55 and 0.7 basis points, respectively. 
 
 
Philippine Peso 

 
The Philippine peso had a relatively strong performance for the week. This was mainly attributed to the robust macroeconomic 
performance that was further boosted by the recently released inflation and gross international reserves figures. Week-on-week, the 
local currency gained 13 centavos to close at 41.050. 

The country's inflation rate rose at a slower pace at 3.1% year-on-year for the month of October from 3.6% last September. On a 
monthly basis, inflation fell by 0.1%. This can be attributed to the further easing of prices in the heavily-weighted food and non-
alcoholic beverages which dropped by 0.3% month-on-month. According to the National Statistics Office, price declines were seen 
in rice, vegetables, fish, cooking oil, seasonings and condiments. Lower charges in electricity rates and the price decreases in 
gasoline and diesel in many regions also contributed to the drop. This brought the average 10M2012 inflation rate to 3.187% which 
still sits at the lower bound of the government’s 3% to 5% target range. 

According to the Bangko Sentral ng Pilipinas (BSP), the country’s gross international reserves (GIR) reached another record h igh in 
the month of October reaching at US$82.09 billion, up from US$82.03 billion registered in September. This placed the cumulative 
GIR figure to well above the BSP’s target of US$77.5 billion to US$78 billion. The GIR indicates a country’s capability to pay for 
imports and service foreign debts. The October level was enough to cover for 11.9 months’ worth of imports of goods and payments 
of services and income and it is equivalent to 11.7 times the country’s short-term external debt based on original maturity and 6.6 
times based on residual maturity. 

According to data from the Bureau of the Treasury, debt servicing in September went down by 5.11% to Php68.71 billion from 
Php72.41 billion it paid in the same period a year ago on the back of a decline in principal and interest payments. Principal 

Tenor 31-Oct 9-Nov  Change

1m 1.20 1.19 -1

3m 0.73 0.58 -15

6m 0.92 0.83 -9

1y 1.15 1.07 -7

2y 2.96 3.04 8

3y 4.02 3.95 -8

4y 4.49 4.35 -14

5y 4.73 4.18 -55

7y 4.72 4.68 -4

10y 5.11 5.08 -3

20y 5.87 5.83 -4

25y 6.07 6.00 -6

Average -10

Peso Yield Curve                                       

(PDST-F Reference Rates)
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payments in September fell by 4.29% to Php44.57 billion from which Php37.73 billion went to domestic principal payments while 
foreign principal payments totaled Php6.84 billion. Meanwhile, interest payments dropped by 6.58% to Php24.13 billion as the 
government paid Php14.62 billion in interest to domestic creditors while Php9.51 billion to foreign creditors 

According to the Bureau of Agricultural Statistics, the country’s agricultural production rose at a slower rate of 1.93% in the first nine 
months of 2012 from 4.72% a year ago. This was brought about by the continued slowdown in fish production. The fisheries 
subsector, which accounted for 19.37% of the total agricultural production, contracted by 2.57% during the first nine months of year. 
However, the gross value of fisheries production registered at Php117.4 billion or 3.10% higher than last year’s earnings. 

 

The week ahead (Nov 12 – Nov 16)  

Philippine stocks are expected to trade within a narrow range this week (5,400 to 5,485) as investors fully digest the outcome of 
Philippine corporate earnings results. All Philippine companies will have to submit results by the November 15 deadline. 
Nevertheless, most of the 9-month earnings reported so far came within our expectations (+10% Year-on-Year so far in 9M2012), 
offering little impact to share prices last week.  

Positive surprises were observed in a few companies such as ALI, BPI and BDO as all firms were able to capitalize on the low 
interest rate environment for the period. Overall we expect the full year corporate growth to hit our consensus expectations of +13% 
for 2012.  

Capping the Philippines' short term market upside will be investor concerns on the following: first, the debate on the foreign 
ownership issue (to be resolved by SEC), second, potential capital raising done by local companies (more in the pipeline) and third, 
the external volatility from the Euro-zone (lower growth by the European Commission) and the US (fiscal problem).   

Market watchers will continue to monitor the global economic situation especially the 18
th

 party congress in leadership in China and 
continued Euro-zone debt crisis. Furthermore, local investors will stay tuned on the development of the country’s macroeconomic 
situation as the exports and remittances figure is scheduled to be released next week. 

 

 

 


