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Global Financial Markets 
 
Global equities started the week on a positive note only to be dragged down by a fresh round of oil price declines and a 
slew of lackluster economic data from Europe and China. Meanwhile, US treasury yields continued to go lower as market 
players adopted a flight-to-safety stance in light of the disappointing data releases. The US dollar succumbed to profit-
taking, taking a breather from its strong year-to-date performance. 
  
Global Equities 
 

Global equities took a beating this week as a string of 
disappointing economic data from Europe and Asia as 
well as continued decline of oil prices weighed down 
markets. Early into the week, investors welcomed a 
better-than-expected US Nonfarm payrolls data which 
showed that 321 thousand jobs were added for the 
month of December, higher than the previous month’s 
243 thousand. This however was quickly 
overshadowed by concerns of growth slowdown in 
China and the Euro-zone. S&P downgraded Italy’s 
sovereign rating to BBB-, the lowest investment grade 
rating citing weak economic growth and poor 
competitiveness amid threats to the country’s capability 
to service its public debt. Greek stocks also tumbled 
due to a surprise announcement that the parliamentary 
vote for president will be held earlier than scheduled to 
December 17. Furthermore, the Organization of 
Petroleum Exporting Countries (OPEC) pushed oil 
prices lower by cutting its 2015 oil demand forecast to 
its lowest level in more than a decade and far below its 
current output. In a monthly report, OPEC forecasted 
that demand for the group’s oil will drop to 28.92 
barrels per day (bpd) in 2015, down 280,000 bpd from 
its previous expectation and 1 million bpd less than 
what it is currently producing. The group decided to 
reduce its demand forecast due to a hefty supply 
surplus cause by the US shale oil boom. As a result of the announcement, oil extended losses below US$60 a barrel.   

 

Over in US, focus has shifted to the Fed’s monetary policy direction, ahead of the Federal Open Market Committee (FOMC) 
meeting concluding on the 17

th
. Market players are paying special attention to this month’s meeting as a report suggested that the 

Fed may remove the “considerable time” phrase from its policy statement, which may imply that rate hikes are coming sooner than 
previously expected.  

 

Meanwhile, Asian shares likewise tumbled after the People’s Bank of China banned the use of low-grade corporate debt as 
collateral for short-term borrowings. Moreover, investors’ spirits were further dampened by the strengthening of the Japanese Yen’s 
over the US Dollar.  

 

Week-on-week, the MSCI World index plunged 2.16% led by the Asia Pacific region, which plunged 2.79%, and the European 
region, which lost 1.65%. The Dow Jones Industrial Average index and S&P500 index posted large declines, posting a change of -
2.05% and -2.21%, respectively.  

Data releases from the US were mostly positive during the week, while economies in the Asia Pacific region showed signs of a 

slowdown.   

 The US labor sector pointed towards a strong recovery, with the November print widely exceeding estimates and 

delivering its 10th consecutive month of more than 200,000 increase in payrolls. Nonfarm payrolls added a seasonally 

adjusted 321,000 (Mkt est: 225k), the best single month since January 2012. Adding to the buoyant data was news 

that payroll gains in October and September were revised higher by a combined total of 44k jobs. The economy has 

now added 2.65 million jobs in the first eleven months of the year, more than every full year since 1999.  
 

04-Dec-14 11-Dec-14 % Change

MSCI World 1,736.63 1,699.05 -2.16%

MSCI Europe 117.57 115.63 -1.65%

MSCI Asia-Pacific ex-Japan 474.60 461.36 -2.79%

Dow Jones Industrial Average 17,900.10 17,533.15 -2.05%

S&P 500 2,071.92 2,026.14 -2.21%

Global Equity Performance
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 The U.S. trade deficit narrowed in October as falling crude oil prices failed to compensate for the increase in imports. 
The trade gap dropped 0.4% to US$43.4 billion. When adjusted for inflation, the deficit was little changed at US$50.84 
billion suggesting trade would be a drag on fourth quarter GDP. Imports rose 0.9% to a record high of US$241 billion. 
Petroleum imports were the lowest since November of 2009. Exports jumped 1.2% to US$197.5 billion. 

 US wholesale inventories rose at a faster pace month-on-month for October. The figure came in at a seasonally 
adjusted 0.4% month-on-month from an upwardly revised 0.4% in September. Stocks at wholesalers were boosted by 
increases in inventories of electrical goods, machinery, apparel, metals and other products. Auto inventories slid 1.4%, 
the largest decline of 2014. Sales at wholesalers edged up 0.2%. At that sales pace it would take 1.19 months to clear 
shelves, unchanged from September. 
 

 The US reported that their budget deficit narrowed for the month of November versus the same period last year. 
Outlays exceeded receipts by US$56.8 billion last month against a US$135.2 billion shortfall year-on-year. The main 
driver that helped shrink the deficit was accelerating employment growth. According to the Treasury, the deficit for the 
last twelve months ending October was at US$483 billion, or 2.8% of GDP. The Congressional Budget Office said that 
it expects the deficit to shrink further to 2.6% of GDP this fiscal year. 
 

 US retail sales for the month of November rose 0.7%, the most in eight months as falling fuel prices and rising 
employment encourage consumers to ramp up their spending. Retail sales for November was the largest since March 
2014 and followed by a 0.5% increase in October. Demand improved in 11 out of the 13 major store categories. 
 

 US Labor Department announced that the number of applicants for unemployment insurance fell by 3,000 in the week 
ended December 6 to 294,000. Claims have been below 300,000 for 12 out of the past 13 weeks. Companies are 
hiring at the strongest pace since 1999 as they try to adjust to meet stronger demand for their goods and services. 

 Germany’s industrial output rose at a slower pace in October, or 0.2% month-on-month, lower than market estimates 
of 0.3% and September downwardly revised growth of 1.1%. Manufacturing output and construction output grew by 
0.2% and 1.4%, respectively. 
 

 Germany’s industrial output rose at a slower pace in October, or 0.2% month-on-month, lower than market estimates 
of 0.3% and September downwardly revised growth of 1.1%. Manufacturing output and construction output grew by 
0.2% and 1.4%, respectively. 
 
  

Global Bonds  
 

Long-tenored US treasury prices fell during the week on mounting concerns 

that long-term inflation expectations are lower due to lower prices of crude 

oil in the medium-term. On the other hand, yields of short-term and medium-

term securities increased as better-than-expected economic data coming 

from the US point to higher inflation in the short-term. Week-on-week, the 

10-year US benchmark yield dipped by 7.21 basis points to close at 2.162%, 

while the 5-year benchmark tenor crawled up by 2.33 basis points to finish 

at 1.572%.   

 

 

The US Treasury held auctions for its 10-year (US$21 billion) and 30-year (US$13 billion) notes this week. Both auctions were met 

with strong demand from market players. The ten-year note fetched a yield of 2.214% while the thirty-year notes were sold at a yield 

of 2.848%. 

 

 

 

Currencies  

Week-on-week, the US dollar took a respite following consecutive weeks of 
solid gains despite strong US data releases and signs of slowdown 
elsewhere. The yen and the euro recovered against the US dollar this week 
by 1.12% and 2.38% respectively.  

 
 
 
 
 

US Treasury Yield Curve

Tenor 4-Dec 11-Dec  +/- bps

3m 0.015 0.020 0.51

6m 0.071 0.091 2.03

2y 0.540 0.600 6.04

5y 1.572 1.595 2.33

10y 2.234 2.162 -7.21

30y 2.936 2.807 -12.92

Currencies 

5-Dec 12-Dec % Change

USD/PHP 44.540 44.580 -0.09%

EUR/USD 1.2283 1.2421 1.12%

GBP/USD 1.5580 1.5714 0.86%

USD/JPY 121.46 118.64 2.38%

AUD/USD 0.8316 0.8282 -0.41%

USD/CHF 0.9788 0.9669 1.23%

EUR/CHF 1.20234 1.20102 0.11%

EUR/JPY 149.23 147.36 1.27%
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The week ahead (December 15 – December 19) 

 

Expectations of an earlier, albeit gradual, normalization of interest rates will be heightened as the December FOMC meeting draws 

near. The minutes of the last policy meeting in October reflected a wide-ranging debate over whether to retain the committee’s 

pledge to keep interest near zero “for a considerable time” after they ended their bond-buying program with the timing heavily reliant 

on progress towards the Fed’s twin goals of maximum employment and 2% inflation target. In this upcoming meeting, investors are 

keen to find out if the Fed’s “considerable time” phrase will still be in its December policy statement or not. Having the phrase may 

imply that the Fed is still in its wait-and-see stance while its absence may be interpreted that rate hike are coming sooner than 

previously expected.  

 

With just one full week left before the Christmas holidays, expect thin volumes in trading as market players adopt a defensive 

stance as they position for 2015. We expect European equities to continue to be dragged down by the fiscal problems and fragile 

growth outlook from the Eurozone. US shares on the other hand are seen to outperform peers as they find support from the 

monetary easing in other major economies. 
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Philippine Financial Markets 

The local equities market ended flat for the week as the sharp rebound on Friday after Moody’s credit rating upgrade 
largely offset losses incurred for the remainder of the week. Local fixed income security prices fell as profit-takers took 
advantage of the short-lived rally ensuing from Moody’s upgrade and investors close out positions ahead of the holiday 
season.  The Philippine peso marginally weakened against the US dollar on the back of upbeat US economic data releases 
and weaker-than-expected Philippine exports figures. 
 
Local Equities  
 
The local equities market declined for most of the week, only to rebound sharply 
on Friday (+2.15% day-on-day) on the back of Moody’s sovereign credit rating 
upgrade for the Philippines to Baa2, or two notches higher than speculative 
grade. Prior to Friday’s rally, gaming-related woes fuelled selling pressure which 
pushed the index to a low of 7,072.10 on Thursday. Week-on-week, the PSEi 
ended largely flat at 7,224.21, or -0.09%. In terms of foreign flows, foreigners 
were net sellers at Php2.98 billion for the week.  
 

 
Industrial 

 In a disclosure to the stock exchange, Energy Development Corp. (EDC) reassured the market that the company did not 
suffer severe damages from the super typhoon Ruby. Both the 130-megawatt (MW) Bacon-Manito plants in Albay and 
Sorsogon as well as the 650-MW Unified Leyte complex in Leyte, including its generating facilities' steam fields, 
remained intact after the typhoon. As a precautionary measure, however, the company has undertaken pre-operations 
checks for debris and others before fully operating the power plants. 

 Petron Corp. (PCOR) has assured the market that it can keep fuel prices and supply stable even with the looming 
shutdown of its operations at Manila’s Pandacan district as ordered by the Supreme Court (SC). Prior to the ruling, the 
Company has already affirmed that it is committed to cease operation in Pandacan by 2016. Petron believe that such 
move is actually beneficial to the Company as it brings supply points closer to emerging demand centers and Petron’s 
growing number of retail stations. 

 Manila Electric Co. (MER) has announced that electricity rate will go down Php0.19 per kilowatt-hour (/kWh) in 
December owing to lower generation charges. The overall reduction is mainly attributed to the Php0.17/kWh cut in 
generation charge. The lower prices in the wholesale electricity spot market offset the higher cost of electricity sourced 
from independent power producers (IPPs) and power supply agreements (PSAs). 

 
Holding Firms 

 Upon the recommendation of Public-Private Partnership Selection Committee (PPP-SC), the contract to reclaim and 
develop a 300-hectare area in Manila Bay was awarded to SM Prime Holdings, Inc. (SMPH) after Ayala Land, Inc (ALI) 
and GT Capital Holdings, Inc. (GTCAP) both failed to comply with requirements of the bid bulletin published last 
November 23. SMPH has earlier stated that it plans to merge two Manila Bay reclamation projects which is estimated to 
be worth a combined Php100 billion.  

 The Bases Conversion and Development Authority (BCDA) is inviting interested firms to participate in the price 
challenge for the management, operation, and maintenance of the Subic-Clark-Tarlac-Expressway (SCTEX). BCDA 
intends to award the winning bidder the rights to manage, operate and maintain the SCTEX until 2043. The price 
challenge, by orders of the Office of the President, will push even though the government has an existing business and 
operating agreement with Manila Tollways Corp. (MNTC), a subsidiary of conglomerate Metro Pacific Investments Corp. 
(MPI). MNTC on the other hand, has the right to match the upfront cash proposal of the highest rated and responsive 
proponent (HRRP) in order to retain its role of management, operating and maintenance of the SCTEX. 

 
Mining and Oil 

 Silangan Mindanao Exploration Company, Inc. (SMECI), a wholly-owned subsidiary of Philex Mining Corp. (PX) has 
announced that it will raise Php7.2 billion by issuing notes to partly finance a feasibility study for the Silangan project. 
The said project involves the development of Boyongan and Bayugo mineral deposits comprised of gold, copper and 
silver. Part of the proceeds will be used to repay advances from Philex.  

Property 

 SM Prime Holdings, Inc. (SMPH) mulls over spending Php7 billion to develop two Cyber buildings in Ortigas and 
Quezon City along EDSA. Each office project will rise on a 6,000 square meter lot and will add 80,000 square meters of 
gross leasable area to its existing portfolio of 700,000 square meters. 

5-Dec 12-Dec % Change

PSEi 7,230.56 7,224.21 -0.09%

Philippine  Stock Exchange  Index



S 

December 15, 2014 

Philippine Bond Market  
 
Local fixed income security prices closed lower for 4 out of 4 trading days 
this week as profit-takers took advantage of the short-lived rally ensuing 
from Moody’s upgrade and investors close out positions ahead of the 
holiday season.  
 
On Tuesday, the Bureau of the Treasury (BTr) successfully concluded the 
sale of Php25 billion pesos of 3.5% bonds due March 2021. The seven-year 
bonds have an average yield of 3.501%, lower than the recorded yield of 
3.742% from the auction last July. Bids reached Php61.053 billion, over 
twice the offer size, allowing the BTr to sell all the debt on offer.  
 
Yields increased by an average of 15.7 basis points across the length of the 
curve with the short going up by 56.86, and the belly and long-ends 
declining by 6.03 and 3.05 basis points, respectively.  
 

 
 
 
 
 

Philippine Peso 
 

The Philippine peso marginally depreciated against the US dollar (+0.09%, week-on-week) to close at USD/PHP 44.58 Friday. The 
dollar ultimately prevailed on the back of upbeat US economic data releases and weaker-than-expected Philippine exports figures. 
The currency’s’ depreciation was cushioned by the return of some foreign players into the local equities market after the Philippines’ 
recent credit rating upgrade from Moody’s.  
 
Moody's Investor Service has upgraded the country's credit rating to Baa2 from Baa3 with a stable outlook. Ongoing debt reduction, 
sustained favorable prospects for strong economic growth, and limited vulnerability to external risks have been cited as the reasons 
for the credit rating upgrade. Moody's has followed the action of S&P earlier this year where it raised the country's credit rating to 
BBB from BBB-.  
 
The Philippine Statistical Authority (PSA) reported that exports growth decelerated in October, following four consecutive months of 
double-digit growth as falling global commodity and oil prices weighed down earnings. Revenues from goods shipped abroad, rose 
by 2.9% year-on-year to US$5.2 billion in October, significantly lower than the average annual increase of almost 15% posted in the 
past four months. Exports of mineral products declined by 7.7% to US$343.9 million from US$372.5 million due to lower sales in 
gold, other mineral products, and iron ore agglomerates while earnings from petroleum exports dropped by 4.4% to US$54.3 
million. For the first ten months of 2014, total export revenues reached US$51.8 billion, up by 9.2% from US$47.4 billion in the 
comparable period in 2013.  
 
Last Thursday, the Monetary Board has kept key policy rates unchanged on easing inflationary pressure and stabilizing money 
supply growth. The overnight borrowing rate was kept at 4.0% and the lending rate at 6.0%. Meanwhile, the special deposit account 
rate was also maintained at 2.5% and the reserve requirement ratio at 20%. Owing to soft oil and commodity prices, inflation 
projections were revised downward to 4.2% from 4.4% in 2014, from 3.0% to 3.7% in 2015, and from 2.8% to 2.6% in 2016.  
  
The Philippine government will continue to tap cheap cash in the economy to cover funding gaps for next year’s budget with plans 
to borrow overseas to focus on restructuring old debt. The government’s 2015 borrowing plan was recently approved by the BSP’s 
Monetary Board. According to Felipe Medalla, a member of the BSP, the Monetary Board’s approval is for sovereign bonds (ROP) 
issuance that prioritizes restructuring of old loans and that the government was allowed to borrow only US$500 million to US$ 750 
million for budget deficit funding next year. 
 

The week ahead (December 15 – December 19)  
  
We expect the local equities market to trade within the range of 7,026 to 7,224 with a downward bias on possible continued foreign 
selling.   
 
For the local fixed income market, we expect yields to trade sideways with a bias to the downside amid continued thin trading 
volume due to the lack of fresh leads. The next market-moving event will be the first quarter 2015 auction schedule.  
 
Events overseas, particularly the releases of the US CPI print for November on Wednesday and FOMC rate decision on Thursday, 
will guide the direction of the local currency.   

T enor 5-Dec 12-Dec  Change

1m 1.90 3.20 131

3m 1.82 2.26 44

6m 2.09 2.40 31

1y 2.25 2.48 22

2y 2.95 2.75 -20

3y 3.31 3.27 -4

4y 3.43 3.40 -3

5y 3.50 3.44 -6

7y 3.97 4.00 3

10y 4.32 4.16 -16

20y 5.15 5.16 1

25y 4.76 4.81 5

Average 15.7

Peso Yie ld Curve                                        

(PDST-F Reference Rates)


