
 

November 25, 2016     
Global Financial Markets  

Global equities continued to rally post-US election, with the Trump reflation-boosted sentiment in the US augmented by 
oil-driven rally generally among EM equities. The US Treasuries were down again as US President-elect Trump’s 
“reflation”, along with continued influx of hawkish Fed commentaries boosted expectations of an increase in rates. 
Meanwhile, the US dollar continued to strengthen against major currencies as the reflation expectations continued, further 
pushed by the hawkish Fed commentary during the week. 

 
Global Equities 
 
Global equities continued to rally post-
US election, with the Trump reflation-
boosted sentiment in the US 
augmented by oil-driven rally generally 
among EM equities. The release of 
FOMC minutes which indicated that the 
members expect the next rate hike to 
occur relatively soon instilled more 
confidence in the strength of the US 
economy, which will be further driven 
by Trump’s pro-US growth policies. The 
rally was slowed by the lack of trading 
on Thursday night (US time) due to the 
Thanksgiving Day holiday. US shares 
initially corrected as investors took 
advantage of weak earnings reports 
from some retail and consumer names 
to lock in gains. As oil prices rallied 
4.35% day-on-day the next trading day 
given an expectation of an oil output 
cut from the OPEC next week, US 
equities found another leg to support 
their rally. Good housing data and 
positive earnings releases in select 
consumer names continued to prop up 
bullish sentiment for US equities mid-week. Investors also focused on good durables data and positive consumer sentiment, looking 
past some weakness in labor market data, to continue supporting the rally in US equities.  
 
In Europe, equities mirrored the correction experienced by their US counterparts due to short-term exhaustion. Market expectation 
of an oil output during the OPEC meeting on November 30 bolstered prices of commodities, with Brent crude prices rallying 5% 
WoW. Given these developments, related equities and other cyclical stocks also rallied.  However, disappointments in economic 
data, such as the slowdown in Germany’s 3Q16 GDP, dragged performance of stocks in Europe relative to their US and Asian 
peers.  
 
Asian equities also benefitted during the week as speculation of a reduction in oil supply during the OPEC meeting next week 
propelled positive sentiment on commodities and by extension, to EM equities, especially for exporters.  
 
During the week, MSCI World gained 6.29 points, or 0.37%, closing at 1,706.98. The Dow Jones (+0.95%) rallied the most while 
MSCI Europe saw the smallest gains during the week (+0.41%).  
 
Global Bonds 
 

The US Treasuries were down again as US President-elect Trump’s 

“reflation”, along with continued influx of hawkish Fed commentaries boosted 

expectations of an increase in rates. With Trump’s plans centering on 

boosting fiscal spending, markets aggressively priced in stronger US growth 

and higher inflation. Moreover, statements from key Fed members further 

cemented the likelihood of a December rate hike this year, with market-

implied probability of a 25-bps hike during the December FOMC meeting 

rising to 100%. For instance, Dallas Federal Reserve Bank President Robert 

Kaplan, St. Louis Federal Reserve Bank President James Bullard, and 

Kansas City Federal Reserve Bank President Esther George think that the next rate hike will come in the near term, with Bullard 

17-Nov-16 24-Nov-16 % Change

MSCI World 1,706.98 1,713.27 0.37%

MSCI Europe 115.27 115.74 0.41%

MSCI Asia-Pacific ex-Japan 425.42 428.61 0.75%

Dow Jones Industrial Average 18,903.82 19,083.18 0.95%

S&P 500 2,187.12 2,204.72 0.80%
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Tenor 17-Nov 24-Nov  +/- bps

3m 0.426 0.492 6.60

6m 0.610 0.620 1.02

2y 1.046 1.123 7.67

5y 1.736 1.832 9.59

10y 2.303 2.350 4.72

30y 3.012 3.021 0.90



 

adding that the debate is now on the 2017 rate path, and with George preferring a gradual pace in rate hike. This comes after  Fed 

Chair Yellen’s congressional speech last week, where she said that the case for a rate hike remains strong. Treasury bonds saw 

some relief early in the week from market correction, but the rout continued as relatively good economic data releases continued. 

Week-on-week, US Treasury yields rose 5.08 bps. The belly of the curve to the long-end drove the increase with the 5-year and 10-

year yields rising to 1.832% from 2.30% last week. The 2-yr yield rose 7.67 bps to 1.123%.  

 

Currencies  

 
The US dollar continued to strengthen against major currencies as the 

reflation expectations continued, further pushed by the hawkish Fed 

commentary during the week. As of writing, the market is pricing in 100% 

chance of a rate hike in December through the futures market, implying that 

investors believe in the US growth story from Trump’s election victory. The 

slowdown in the economic performance of Germany during the third quarter 

of 2016, and the recent drop in retailer prices in Japan despite the Bank of 

Japan’s ongoing war on deflation, further strengthened the USD relative to 

the EUR and the JPY, respectively. As yields of US Treasuries continued to 

rise rapidly during the week, and in light of even more upward pressure to 

interest rates, investors flocked to the dollar. The EUR/USD pair lost 1.51%, 

ending at 1.0730 while the EUR rose 2.15% relative to the JPY.  

 

 

 

 

The week ahead (November 28 – December 2) 

 

With important data releases coming in next week such as Caixin China PMI Mfg (mkt est: 50.8) and November non-farm payrolls 

(mkt est: 180k vs. prior: 161k), we expect global equity investors to be defensive and stay mostly on the sidelines. However, further 

clarity from US President-elect Donald Trump regarding his policies may support the rally in equities. We expect US Treasuries to 

trade within range as investors await important economic data releases. With uncertainty remaining high, and with the USD as a 

safe-haven asset, we expect the US dollar to continue surging.  

  

Currencies 

17-Nov 24-Nov % Change

USD/PHP 49.560 49.980 0.85%

EUR/USD 1.0730 1.0568 -1.51%

GBP/USD 1.2470 1.2471 0.01%

USD/JPY 109.00 113.04 3.71%

AUD/USD 0.7471 0.7399 -0.96%

USD/CHF 0.9999 1.0159 1.60%

EUR/CHF 1.07295 1.07370 0.07%

EUR/JPY 116.96 119.47 2.15%



 

Philippine Financial Markets 

 
The PSEi slumped following last week’s rally as market players priced in a strong dollar and a rebound in commodity 
prices.  Excluding the sharp drop in the 6-month tenor, yields rose driven by the 4-year bond auction on Tuesday. The 
peso continued to correct, touching the 50 level as the dollar continued to strengthen on prospects of higher yields in the 
United States. 
 

Local Equities  

Philippine equities were under pressure as the U.S. dollar exhibited strength vis-
à-vis other currencies, including the Philippine peso, as market players digested 
the ramifications of Yellen’s testimony, the release of the last FOMC meeting 
minutes—which market players believed pointed to a December rate hike, and as 
investors awaited further clarity on President Duterte’s policy reforms. Markets 
started strong as market players digested the positive 3Q GDP print. However, 
the rally did not last long, as the 3Q earnings season came to a close, with nearly 
25% of the Index missing earnings estimates. Moreover, support fell apart as oil 
prices recovered amid speculation that the OPEC may cut production in its 
meeting next week. The PSEi ended at 6,889.78, down 2.52% week-on-week 
from last week’s index level of 7,067.73. For the week, foreigners were net sellers at USD 76.12 million. Year-to-date, net foreign 
inflows reached USD 307.11 million.  
  

Philippine Bond Market  

Excluding the sharp drop in the 6-month tenor, yields rose driven by the 4-

year bond auction on Tuesday. The week started with the local fixed income 

securities falling on thin liquidity with turnover coming in at just Php3.1 billion 

given heightened expectations of a December rate hike in the US. On the day 

of the auction, the local fixed income securities were basically flat day-on-day. 

The 4-year bond auction resulted in average yield of 3.977% on a coupon of 

3.375%. The government received a total of Php26.13 billion pesos ($524.61 

million) in bids and accepted Php25.00 billion for the bonds which will be 

issued on November 24. Mid-week, local fixed income securities marginally 

moved day-on-day, as markets remained cautious ahead of economic data 

releases globally. Prices of local fixed income securities then fell, tracking 

movements in the global bond space. The FOMC meeting affirmed market’s 

view of a December rate hike. Yields fell 3.5 bps on average, excluding the 

sharp decline of the 6-month yield from lack of trades, yields rose by an 

average of 7.6 bps. The short-end fell 35.66 bps while both the belly and the 

long-end rose, by 8.15 and 15.63 bps, respectively. 

Philippine Peso  
 
The peso continued to correct, touching the 50 level as the dollar continued to strengthen on prospects of higher yields in the US. 
The week started with the pero falling further against the dollar on hawkish statements from the Fed and the surprise depreciation in 
the Chinese yuan. The market then assumed a defensive stance in light of the OPEC meeting, lending further strength to the dollar. 
Volatility in the global investing environment persistently presents a downside risk to emerging market currencies as investors prefer 
safe haven assets.  
 

 

The week ahead (November 28 - December 2) 

 

For next week, we expect the PSEi to track international markets again as global investors position ahead of the OPEC meeting on 

the 30
th
 and the December FOMC meeting. For next week, expect the PSEi to trade between 6,700-7,100. We continue to expect 

low liquidity in the peso fixed income space, with the yields mirroring global movements. The peso would most likely continue 

correcting against the dollar as the anticipated next rate hike draws near. 

 

 

 

18-Nov 25-Nov % Change

PSEi 7,067.73 6,889.78 -2.52%

Philippine  Stock Exchange  Index

T enor 18-Nov 25-Nov  Change

1m 1.77 1.66 -11

3m 1.82 1.69 -13

6m 3.08 1.82 -126

1y 3.64 3.72 8

2y 3.46 3.67 21

3y 3.57 3.92 35

4y 4.06 4.20 14

5y 4.70 4.99 30

7y 4.83 4.37 -46

10y 4.54 4.86 32

20y 5.45 5.60 15

25y 5.25 5.25 0

Average -3.5

Peso Yie ld Curve                                        

(PDST-R2 Reference Rates)


