
 

December 12, 2016     
Global Financial Markets  

Global equities rallied strongly during the week as the European Central Bank (ECB) decided to extend its quantitative 
easing program. Likewise, US treasuries rose as the soft wage growth led to tempered inflation expectations. The US 
dollar weakened against the major currencies (including the Japanese Yen, the Euro, and the British Pound) as part of 
profit-taking leading up to the Fed meeting scheduled next week. 

 

Global Equities 
 
Global equities rose sharply due to 
the prospects of continued 
quantitative easing from the ECB. 
Heading into the ECB meeting, the 
markets have already been pricing in 
more monetary stimulus from the 
central bank, leading to a whopping 
298-point rally in the Dow Jones 
Industrial Average Index in just one 
session. The ECB President Mario 
Draghi further stated that they are 
willing to sustain their bond buying 
program going forward to help support 
the economy and lift inflation. 
 
The much awaited nonfarm payrolls 
data released last Friday proved to be 
inconclusive. Although an interest rate 
hike next week is practically a 
certainty, the worse-than-expected 
payrolls number and wage growth 
reduced the expectations of 
aggressive rate hikes going forward, 
aiding support to the stock market. 
Moreover, the conclusion of the Italian 
referendum resulted to a relief rally. 
 
Economic data released during the week were mixed but were generally underwhelming. For instance, the nonfarm payrolls 
increased by 178,000 for the month of November, missing market estimate of 180,000. This was led by the professional and 
business services payrolls which added 63,000 and healthcare and social assistance sector which increased by 34,700. 
Unemployment rate fell to 4.6%, lower than market estimate of 4.9%. This was partly due to the decline in labor force, with 
participation rate settling at 62.7%, 0.1% less than the prior month. Meanwhile, wage growth plunged to only 2.5% from October’s 
2.8%. 
 
European stocks were the best performers this week as they will benefit the most from the ECB’s extended stimulus package. Asian 
equities, likewise, rose as more stimulus would mean more liquidity that could go to local markets. Moreover, China’s November 
CPI inflation clocked in at 2.3%, better than the 2.1% reported in the previous month and 2.2% market estimate. 
 
During the week, MSCI World gained 2.59%, MSCI Europe rose 3.32%, and MSCI Asia-Pacific ex-Japan increased by 1.32%. 
 
Global Bonds 
 
The US Treasuries gained ground as inflation expectations were 
tempered following the slower wage growth in November. As mentioned 
above, wages rose by only 2.5%, a 30-basis point deceleration from 
October’s 2.5%. Other drivers were the slump in oil prices and ECB’s 
monetary policy actions. During the week, oil production data from the 
OPEC and Russia came out, showing record level output. Meanwhile, 
the UK and German industrial output data released during the week fell 
below expectations. This led to heightened expectations of more ECB 
quantitative easing measures which was finally confirmed by the 
meeting last night wherein the central bank extended their program up 
to the end of 2017. 
 

01-Dec-16 08-Dec-16 % Change

MSCI World 1,708.64 1,752.94 2.59%

MSCI Europe 115.48 119.31 3.32%

MSCI Asia-Pacific ex-Japan 433.93 439.65 1.32%

Dow Jones Industrial Average 19,191.93 19,614.81 2.20%

S&P 500 2,191.08 2,246.19 2.52%

Global Equity Performance
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US Treasury Yield Curve

Tenor 1-Dec 8-Dec  +/- bps

3m 0.492 0.467 -2.54

6m 0.600 0.615 1.53

2y 1.147 1.110 -3.68

5y 1.898 1.837 -6.08

10y 2.448 2.407 -4.10

30y 3.109 3.105 -0.32



 

Currencies  

 
The US dollar weakened against the major currencies (including the 

Japanese Yen, the Euro, and the British Pound) as part of profit-taking 

leading up to the Fed meeting scheduled nextg week. The weakness 

may be an indicator of a slowdown in the “Trump Trade”. While the 

trade is for a more pro-business US economy, interest rates may have 

gone up too high too fast without an economic catalyst. Furthermore, 

the weakening comes despite ECB’s extension of its asset-purchase 

program through 2017 (although pace of purchases set to slow starting 

April). Draghi reiterates that the key message is to show that there is 

no tapering in sight, to show that the ECB is going to stay in the 

market, to show that the ECB will continue to exert pressure on market 

prices. The EUR/USD pair gained 1.68%, ending at 1.0615 while the US Dollar fell 0.81% relative to the JPY.  

 

 

The week ahead (December 12 – December 16) 

 

We expect investors to closely keep an eye on the Federal Reserve meeting next week. Although a rate hike seem to be fully priced 

in, we still see an immediate reaction from the markets. US equities will continue to be directed by pronouncements from Trump 

while the European and Asian markets will likely move in response to new economic data available. Meanwhile, the US treasuries 

are likely to be sold-off next week as the Fed finally hikes rates. With uncertainty remaining high, and with the USD as a safe-haven 

asset, we expect the US dollar to remain strong. 

  

Currencies 

1-Dec 8-Dec % Change

USD/PHP 49.760 49.695 -0.13%

EUR/USD 1.0615 1.0793 1.68%

GBP/USD 1.2594 1.2698 0.83%

USD/JPY 114.30 113.37 -0.81%

AUD/USD 0.7399 0.7389 -0.14%

USD/CHF 1.0159 1.0143 -0.16%

EUR/CHF 1.07675 1.08398 0.67%

EUR/JPY 121.34 122.36 0.84%



 

Philippine Financial Markets 

 
The local equities market mirrored the gains from international markets as the ECB extended its quantitative easing 
program. On average, prices of local fixed income marginally rose due to some bargain-hunting amidst some negative 
economic news coming from the Philippines. The peso strengthened again this week, moving away from the 50-peso level 
despite mixed economic data supporting the strong macro-fundamental story. 
 
Local Equities  

It was a rough start for the local equities market as investors were faced with 
heightened political uncertainty both locally and abroad. Over the weekend, 
news came out about the resignation of Vice President Leni Robredo from her 
Cabinet position. Likewise, the Italian referendum was just concluded last 
Sunday wherein the proposed constitutional reform was not agreed on. 
Consequently, Prime Minister Renzi stepped down as he was the one pushing 
for such reforms. Despite these political noise, the stock market had a solid 
recovery on expectations of more liquidity coming from longer implementation 
period of the stimulus measures from the ECB. In addition, the Philippine 
inflation number for November was released showing a 0.2-percentage point 
acceleration. This resulted to a rally in the financials sector on expectations of rising interest rates. 
 
The PSEi rose back up to 7,000-level, at 2.27%, ending at 7,043.16. Foreigners were net sellers at Php707.64 million or USD14.25 
million, bringing the year-to-date inflows to only Php12.85 billion, or USD258.21 million.  
 
Philippine Bond Market  

On average, prices of local fixed income marginally rose due to some bargain-
hunting amidst some negative economic news coming from the Philippines.  
Higher political risk across the world (e.g. Italian referendum and VP Leni 
resignation) and inflation upside may have negatively influenced potential fixed 
income returns (recall consumer prices rose 2.5% YoY driven by food, alcoholic 
beverages, and utilities). Furthermore, statements from Treasurer Roberto Tan 
about an unsettled market due to the anticipated Fed rate hike may have fueled 
the volatility. Weak export print and GIR print further offset some of the gains on 
bargain-hunting. Yields fell 5.3 bps on average, with the short-, belly, and long-
end of the curve falling by 6.52, 15.14, and 9.75 bps, respectively. 
 
Philippine Peso  
 
The peso strengthened again this week, moving away from the 50-peso level 
despite mixed economic data supporting the strong macro-fundamental story. 
For example November YTD car sales are up 24% YoY (according to CAMPI). 
On the other hand, the strengthening comes despite Philippine export miss in 
October (up 3.9% YoY versus 7.9% YoY for consensus). Furthermore, the 
country’s gross international reserves declined US$2.4bn MoM to US$82.7bn, 
the lowest figure since February. BSP attributed the decline to the FX 
operations of the central bank, revaluation adjustments on BSP’s gold holdings, and payments for maturing obligations. The end-
November level is sufficient to cover 9.6 months’ worth of imports and is equivalent to 4.2x ST debt based on residual maturi ty. 
Finally, The Philippines’ Exporters Confederation said annual export target of US$100 Bn achievable by 2020 instead of initial 
target of 2017 due to slower global demand, currency fluctuation, and negative trade performance. 
 

 

The week ahead (December 12 – December 16) 

 

 

We expect the PSEi to track the movements of international markets due to the lack of catalysts locally. Major market mover next 

week is the Fed’s meeting where we expect them to hike 25 bps. The peso and fixed income securities would most likely trade in a 

narrow band leading up to the Fed meeting next week. 

 

 

 

 

T enor 2-Dec 9-Dec  Change

1m 1.69 1.79 10

3m 1.55 1.81 26

6m 1.84 1.70 -14

1y 2.90 2.42 -48

2y 3.48 4.00 52

3y 3.78 3.57 -21

4y 4.16 4.00 -16

5y 4.88 4.83 -5

7y 5.11 4.93 -19

10y 4.53 4.59 6

20y 5.61 5.25 -36

25y 5.25 5.25 0

Average -5.3

Peso Yie ld Curve                                        

(PDST-R2 Reference Rates)

2-Dec 9-Dec % Change

PSEi 6,886.74 7,043.16 2.27%

Philippine  Stock Exchange  Index


