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December 16, 2013 

Global Financial Markets 
 
Global equities markets declined another week as investors continued to speculate on the timing of the Fed’s bond 
purchase tapering, especially as the December 17-18 FOMC meeting fast approaches. US Treasury prices were also lower 
for the same reason. Meanwhile, the euro appreciated against its peer currencies ahead of key Euro-zone industrial 
production data which was forecast to show a rebound, though pared gains after the figure came out a disappointment. 
  

Global Equities 
 
Global equities markets continued 

to trade lower the past few days as 

the December 17-18 FOMC 

meeting drew ever closer. Strong 

economic releases from the world’s 

largest economy, including another 

strong non-farm payrolls report and 

solid retail sales data, further 

fanned speculation that the Fed 

could finally begin to taper its bond 

purchases next week. Also adding 

to the case for an early bond-

purchases scale-back was the 

congress’ announcement of a 

provisional budget deal. Just 

Wednesday, budget negotiators 

unveiled an agreement to ease 

automatic spending cuts by about 

$63 billion over two years and cut 

the net deficit by $22.5 billion, 

ending a three-year cycle of fiscal 

standoffs. 

European and Asian markets 

continued to mirror losses made in 

Wall Street, with sentiment further 

dragged down by weak industrial 

data from the Euro-zone and persistent political issues in the Southeast Asian region. 

Week-on-week, the MSCI World index lost 0.64% led by the the Asia Pacific ex-Japan region, which pared 1.74% and the 

European, which gave up 1.33%. The Dow Jones Industrial Average ticked up 0.14% while the S&P500 surrendered 0.16%  

Economic data releases for the week were mostly positive from the US, which caused renewed speculation that the Fed’s tapering 

might come earlier than expected. 

 Non-farm payrolls in the US rose by 203,000 in November, far outpacing the market estimate of 185,000. Payroll 
figures for both September and October were likewise upwardly revised by a total of 8,000. The details of the report 
were mostly positive, indicating that gains were broad-based, wages increased and more people returned to the labor 
force. Higher-paying sectors such as manufacturing added 27,000 new jobs compared to the market estimate of 
10,000. This, together with a boost in construction hiring, pushed overall factory employment above 12 million workers 
for the first time since 2009. Moreover, the unemployment rate dropped to a five-year low of 7.0%, compared to the 
market estimate of 7.2%. The drop came as the number of employed people jumped by 818,000, beating the market 
estimate of 735,000 while the number of unemployed fell by 365,000. The labor participation rate, meanwhile, was 
more or less the same at 63% from October’s 63.2%. 

 US jobless claims surged by 68,000 to a seasonally adjusted 368,000 last week. The figure was much higher than the 
market estimate of 320,000 and was also the largest increase in over a year. However, an analyst from the Labor 
Department did note that the latest figures were distorted by seasonal adjustment volatility that is commonly seen at 
this time of the year, with Veterans Day and the Thanksgiving weekend affecting the data. The less-volatile four-week 

05-Dec-13 12-Dec-13 % Change

MSCI World 1,598.88 1,588.71 -0.64%

MSCI Europe 107.40 105.97 -1.33%

MSCI Asia-Pacific ex-Japan 467.18 459.07 -1.74%

Dow Jones Industrial Average 15,821.51 15,843.53 0.14%

S&P 500 1,785.03 1,782.22 -0.16%

Global Equity Performance
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moving average of claims increase to 328,750, and the number of continuing claims rose 40,000 to 2,791,000 
compared to the market estimate of 2,743,000 for the week ended November 30. 

 For the month of November, retail sales in the US climbed 0.7% month-on-month, beating the market estimate of 
+0.6%. This was the highest increase since June, and followed October’s upwardly revised 0.6% gain. Driving the 
improvement was auto sales, which surged to six-year highs. Moreover, the report showed that consumers spent 
more on furniture, electronics and building materials. Sales of online retailers likewise rose. Meanwhile, gas station 
sales declined, probably due to lower gasoline prices. 

 Last October, the Job Opening and Labor Turnover Survey (JOLTS), which is said to be one of the key indicators 
watched by Fed Vice Chair Janet Yellen, indicated that open jobs rose to 3,925,000, beating the market estimate of 
3,898,000 and September’s 3,883,000. This was also the highest figure since May of 2008. Jobs openings in arts, 
entertainment and recreation industries all increased, as did jobs in the Midwest region in general. Elsewhere, 
conditions were flat. Moreover, the number of employees who resigned climbed 2.5% to 2.39 million, the highest since 
October 2008. Total hiring slid 2.6% to 4.5 million after September’s five-year high. Nevertheless, overall hiring has 
climbed 5.2% in the past year.  

 The National Federation of Independent Business’s (NFIB) small-business optimism index improved to 92.5 in 
November, slightly lower than the market estimate of 92.6, from 91.6 in October. According to the report, the index 
has stayed in a “trading range” between 86.4 and 95.4 since the recovery began. This was still below the average 
reading of 100 since the survey began in 1973, until 2007.  

 US wholesale inventories spiked 1.4% month-on-month last October, much higher than the market estimate of a 0.3% 
increase, following an upwardly revised 0.5% gain in September. The higher-than-expected expansion was partly due 
to notable growth in inventories of non-durable goods, which rose 3% after rising 1.4% in September. Farm product 
raw materials inventories likewise soared 17% while inventories of drugs and druggists’ sundries rose 3.6%. 
Moreover, sales in wholesales improved by 1% after an upwardly revised 0.8% gain in September. 

 Last November, a compilation of US labor-market indicators bounced back to the highest level in five years. According 
to the Conference Board, its employment trends index climbed to 115.21 following the downwardly revised 113.64 last 
October. Year-on-year, the index is higher by 5.3%. Director of macroeconomic research at the firm, Gad Levanon, 
stated, "Largely a reflection of the 16-day government shutdown, October's apparent decline in the Employment 
Trends Index was more than reversed by the large November increase.”  

 According to the Organization for Economic Cooperation and Development (OECD), its leading indicators suggest that 
the global outlook is getting better, and that there may be a synchronized recovery by early 2014.  The indicators 
suggest that the Euro-zone is set to show stronger growth in the coming months, even in France and Italy. Likewise, 
the US will continue to grow “around trend” and growth in Japan will be above trend. China, the largest developing 
economy, is also set for a pick-up in growth. 

 US personal spending rose 0.3% month-on-month, beating the market estimate of a 0.2% increase. Year-on-year, 
inflation-adjusted spending rose 2.1%. The report likewise showed that personal income fell 0.1% compared to a 
market estimate of 0.3%, marking the first decline since January. Meanwhile, the price index for personal consumption 
expenditures, which the Fed uses to gauge inflation, climbed 0.7% year-on-year, in line with the market estimate but 
still far from the central bank’s 2% target. Not including volatile food and energy prices, the core index rose 1.1% year-
on-year.  

 The Thomson Reuters/University of Michigan’s preliminary index of consumer sentiment improved to 82.5, beating the 
market estimate of 76.0, from November’s final level of 75.1. This was the higher reading since July. According to 
survey director Richard Curtin, the improvement came from households with incomes below US$75,000, with upper 
income households showing no change from the prior month. Also, almost all the improvement was concentrated in 
the economic outlook for the year ahead and in how consumers judged buying conditions. 

 The US federal budget deficit shrank for the first two months of the new fiscal year. For the months of October and 
November, the government’s deficit totaled US$226.82 billion, lower by 22% year-on-year. Federal revenue rose 10% 
to US$381.38 billion, driven by individual income and payroll taxes, a partial reflection of the tax hikes which came into 
effect earlier this year. Meanwhile, government spending fell 5% year-on-year to US$608.2 billion. 
 

Global Bonds 

 

US Treasury prices traded quietly at the beginning of the week ahead 

of the three treasury auctions scheduled. However, only the 3-year 

bond auction was met with strong demand as foreign buying, lured by 

yields at their highest levels in three months, persisted. The other 

auctions were met with weaker demand as market players continued 

to speculate on a possible early bond purchase tapering by the Fed. 

Week-on-week, the 10-year benchmark yield rose 0.56 basis points to 

2.877%. 

US Treasury Yield Curve

Tenor 5-Dec 12-Dec  +/- bps

3m 0.056 0.066 1.01

6m 0.091 0.086 -0.51

2y 0.301 0.322 2.05

5y 1.485 1.534 4.88

10y 2.872 2.877 0.56

30y 3.914 3.894 -2.00
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On Tuesday, the US Treasury Department’s US$30 billion 3-year bond auction drew the strongest demand since February. The 

sale drew a yield of 0.631%, versus 0.644% in November. Bid-to-cover ratio, which gauges demand by comparing total bids with 

the amount offered, was at 3.55x, compared to the 3.30x average over the past 10 auctions. 

 

The Treasury Department’s US$21 billion 10-year note auction saw weaker-than-average demand as the securities moved closer to 

the worst yearly performance in four years. The notes were sold at a yield of 2.824%, the highest level since September, compared 

to a Bloomberg forecast of 2.827% and November’s 10-year auction which yielded 2.75%. Bid-to-cover ratio was at 2.61x, lower 

than the 2.71x average over the past 10 auctions of similarly dated securities. 

 

On Thursday, the US Treasury Department’s US$13 billion auction of the 30-year bonds also met weaker-than-average demand. 

The notes drew a yield of 3.900%, the highest since July 2011. Bid-to-cover ratio was at 2.35x, lower than the 2.42x average over 

the past 10 sales. 

 

 

Currencies  
 

The euro once again managed to appreciate modestly against its currency 

peers as investors continued to adopt a wait-and-see stance ahead of the 

FOMC meeting to be held next week. It also strengthened ahead of key 

Euro-zone industrial production data which was forecast to show a 

rebound, though lost its gains after the figure came out a disappointment. 

Industrial output across the region slumped 1.1% month-on-month last 

October, lower than the market estimate of a 0.3% gain. 

Week-on-week, the shared currency strengthened 0.42% against the 

greenback and 1.09% against the Japanese yen.   

 

The week ahead (Dec 16  – Dec 20) 

 

This week, trading in global financial markets was largely driven by economic data releases from the US, which could determine the 

verdict for a possible earlier scale-back of the Fed’s bond purchases. A spate of strong jobs and retails sales data exacerbated 

market jitters as the December 17-18 FOMC meeting (the last one for the year) quickly approaches, especially since bets for an 

announcement of a taper by then were still in the running.  We therefore expect equities markets to trade with a slight downward 

bias next week ahead of the meeting as investors remain cautious. A decision by the Fed to taper could cause a huge sell-off in 

emerging market assets, while a decision not to do so may induce a brief relief rally. On the other hand, US Treasury yields will 

likely continue to rise and the US dollar would strengthen against its currency peers should there be a call to taper. 

 

 

 

 

 

 

 

 

 

Currencies 

6-Dec 13-Dec % Change

USD/PHP 43.970 44.150 -0.41%

EUR/USD 1.3706 1.3764 0.42%

GBP/USD 1.6349 1.6339 -0.06%

USD/JPY 102.91 103.59 -0.66%

AUD/USD 0.9102 0.8940 -1.78%

USD/CHF 0.8919 0.8887 0.36%

EUR/CHF 1.22251 1.22316 -0.05%

EUR/JPY 141.03 142.58 -1.09%



 

 
The views expressed in this report reflect the analyst’s personal views and not necessarily the Bank of the Philippine Islands’. Furthermore, no part of any of the research analyst's compensation was, is, or will be directly or indirectly related to the specific 
recommendations or views expressed by the research analyst in this report. The information contained herein is published by the Bank of the Philippine Islands Asset Management and Trust Group (or “BPI AMTG”). It is based on information obtained from sources considered to be 
reliable, but BPI AMTG does not make any representation or warranty, express or implied, as to its accuracy, completeness, timeliness or correctness for any purpose. All the tables are taken from publicly available sources or derived from proprietary data. Expressed opinions may be 
subject to change without prior notice. Any recommendation contained herein does not pertain to any specific investment objectives, financial situation and the particular needs of any addressee. The information herein is published for the information of addressees only and is not to be taken 
in substitution for the exercise of judgment by addressees who should obtain separate legal or financial advice. BPI AMTG, or any of its related companies or any individuals connected with the group accepts no liability for any direct, special, indirect, consequential, incidental damages or 
any other loss or damages of any kind arising from any use of the information herein (including any error, omission or misstatement herein, negligent or otherwise) or further communication thereof, even if BPI AMTG or any other person has been advised of the possibility thereof. The 
information herein is not to be construed as a solicitation to buy or sell any securities, futures, options or other financial instruments or to provide any investment advice or services. BPI AMTG and its associates, their directors, officers and/or employees may have positions or other interests 
in, and may affect transactions in securities mentioned herein and may also perform or seek to perform brokering, investment banking and other banking or financial services for these companies. The information herein is not intended for distribution to, or use by, any person or entity in any 
jurisdiction or country where such distribution or use would be contrary to law or regulation. All funds managed by BPI AMTG and affiliates are Trust and/or Investment Management Funds, which do not carry any guarantee of income or principal, and are NOT covered by the Philippine 
Deposit Insurance Corporation. Past performance is not a guarantee of future results. BPI Investment Funds are valued daily using the marked-to-market method. 

December 16, 2013 

Philippine Financial Markets 

For the week, the local financial markets displayed weakness on recurring fears that the US Federal Reserve may start the 
quantitative easing (QE) tapering as early as the FOMC meeting in Dec 17-18. Recent positive economic data releases from 
the world’s largest economy support the case of such potential Fed action. The local equities market’s gains throughout 
the year were wiped out, prices of local securities plunged and the peso weakened to the 44-level. 
 
 
 
Local Equities 
 

The local equities market declined this week, along with other markets in the 

region, ahead of the Fed Reserve meeting next week.  Emerging market to 

developed market flows continued on increased speculation that tapering will 

happen sooner than expected based on recent US economic data.  For the 

month of November, retail sales in the US climbed 0.7% month-on-month, 

beating the market estimate of +0.6%. Within our region, Asian Development 

Bank (ADB) lowered its growth forecast for Southeast Asia to 4.8% in 2013 and 

5.2% in 2014, both revised down 0.1 percentage points from October.  Week-on-

week, the index lost 247.81 points, or -4.12%, to close at 5,767.13. For the week, 

foreign investors were net sellers at Php2.07 billion.  

 
Conglomerates 

 JG Summit Holdings, Inc. has recently completed the acquisition of San Miguel Group’s shares in Manila Electric Co. 
(Meralco). The acquisition represents 305.65 million common shares of Meralco held by San Miguel Corp., San 
Miguel Pure Foods Co. Inc. and SMC Global Power Holdings Corp. The transaction was worth roughly Php72 billion.  
JG Summit’s deal signifies the company’s venture into power distribution that will only add to its diversified portfolio, 
which includes airlines, real estate, banking and petrochemicals. 

 
 LT Group has strengthened its commitment in the tobacco and banking sector by agreeing with Fortune Tobacco 

Corp. to dispose the option to exit agreement between FTC and Philip Morris Philippines Manufacturing Inc. in 2010. 
An amended dividend policy was also approved by LT Group and the tobacco company that will increase the benefits 
to its shareholders. In other news, the LT group will subscribe at least 97.8 million shares of PNB to participate in the 
latter’s Php15 billion fund raising that will strengthen the bank’s capital base to improve its lending activities. 

 
Foods & Beverages 

 Puregold Price Club, Inc.’s subsidiary Estenso Equities has recently acquired 49.34% of San Roque Supermarket. 
San Roque Supermarket operates 9 stores in areas where Puregold is yet to establish its presence such as Caloocan 
City, Malabon City, Navotas and Tondo. According to Puregold Price Club Investor Relations Jimmy F.P. Perez, the 
acquisition of the transaction could not be provided as he noted the confidentiality of such information. 

 
 

Properties 

 SM Prime Holdings, Inc. (SMPH) is looking to spend around Php15-18 billion next year as they will be launching four 
new residential projects, or equivalent to around 11,000 units located in Metro Manila. SM Prime Chief Financial 
Officer Jeffrey Lim said that the company is bullish on the prospects for high-rise residential developments on the back 
of continuous demand. Moreover, aside from condominiums, SM Prime will also open new shopping centers in 2014. 

 
Telecommunications 

 The Philippine Long Distance Telephone Co. (PLDT) is looking to raise roughly Php15 billion from a debt sale in the 
first quarter of 2014. These are 7-year and 10-year fixed rate bonds in the aggregate principal amount of up to Php10 
billion, with an over-subscription option of up to Php5 billion. The telecommunications firm pointed out that the net 
proceeds of the said bond issuance will be used to bankroll capital expenditure (capex) and refinance existing 
obligations. BDO Capital & Investments Corp., BPI Capital Corp. First Metro Investments Corp. (FMIC), and HSBC 

6-Dec 13-Dec % Change

PSEi 6,014.94 5,767.13 -4.12%

Philippine  Stock Exchange  Index
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Ltd. have been tapped as joint issue managers, joint lead underwriters and joint bookrunners and with FMIC as issue 
coordinator. 

 
 
Philippine Bond Market  
 
On the local fixed income market, prices of government securities declined  
and quiet trading was observed most of the week as market players adopted 
a wait-and-see stance ahead of the US Federal Reserve’s next move 
regarding tapering. Moreover, there was selling pressure felt on the belly to 
the long end fuelled by speculations that scaling of back of the bond-buying 
program will most likely happen in the next FOMC meeting. For the week, 
yields climbed by an average of 2 basis points led by the long-end of the 
curve, which advanced 9.62 basis points. The belly rose by 1.88 basis points 
while the short-end of the curve dropped 2.63 basis points. 
 
 
 
Philippine Peso 

 
The Philippine peso depreciated against the US dollar most of week on 
increasing concerns that the US central bank may begin scaling back its 
bond purchases in its policy meeting on December 17-18. This also caused 
the local currency to breach the 44 level. However, holiday remittances 
which flowed in towards the latter part of the week somewhat tempered 
losses. For the week, the USD/PHP pair surrendered 18 centavos to 44.150. 
 
The Bangko Sentral ng Pilipinas (BSP) kept its overnight borrowing and lending rates steady during its last policy meeting 

yesterday. Rates of special deposit accounts (SDA) were also maintained at 2%. This marks the ninth straight consecutive policy 

meeting of no change in key interest rates. According to BSP Governor Amando Tetangco Jr., the decision was based on the 

Monetary Board’s assessment that the inflation environment remains manageable. 

 

Data from the National Statistics Office (NSO) showed that the country’s unemployment rate fell in October, sinking to 6.5% from 

6.8% registered in the same period last year. The number of the unemployed fell to 2.6 million from 2.76 million and the 

underemployed to 6.77 million from 7.16 million. Meanwhile, the employment rate advanced to 93.5% from 93.2%. Socioeconomic 

Planning Secretary Arsenio Balisacan said that the increase in employment in the industry and service sectors, propped up by 

wholesale and retail trade countered the decline in the agriculture sector. 

 

The country’s government deficit-to-GDP ratio eased once again, registering at 1.2% as of end-September and still remained below 

the 2% target for the year. Budget deficit amounted to Php101.2 billion as of September, which was Php2.7 billion lower than last 

year’s level. The Department of Finance (DoF) said that the improving fiscal position of the country is mainly attributed to higher 

revenue collections and efficient collection of taxes. 

 

The country’s exports grew for a fifth consecutive month last October, driven by continued demand for electronics shipments. 

According to data released by the National Statistics Office (NSO), merchandise exports rose 14% to US$5.025 billion, with 

electronics shipments rising 13% to US$2.158 billion. The NSO added that expansion was also driven by more exports of 

chemicals, machinery and transport equipment, clothing, ignition wiring and other wiring sets, woodcraft and furniture, metal 

components and “other” mineral and electronics products. Japan continued to be the top export destination, taking 22% of the total 

amount, followed by the US with a 14.2% share and China with a 12.8% share. 

 

According to the Bangko Sentral ng Pilipinas (BSP), the country’s net foreign direct investments (FDI) surged last September to 

US$319 million, or 141.67% higher than the US$132 million registered during the same month last year. The BSP stated that the 

significant rise in foreign investments into the country reflected favorable investor outlook on the Philippine economy on the back of 

the country’s strong fundamentals. Year-to-date as of September, net FDIs spiked by 33% to US$3.108 billion from the US$2.332 

billion last year. This figure already exceeds the BSP’s forecast of US$2.2 billion in FDIs for full-year 2013. 

 

 

 

T enor 6-Dec 13-Dec  Change

1m 0.40 0.35 -5

3m 0.47 0.44 -3

6m 0.56 0.54 -2

1y 0.91 0.91 0

2y 2.28 2.23 -5

3y 2.41 2.35 -5

4y 3.14 3.20 7

5y 3.29 3.34 5

7y 3.51 3.58 7

10y 3.66 3.70 4

20y 4.81 4.86 5

25y 5.26 5.46 19

Average 2

Peso Yie ld Curve                                        

(PDST-F Reference Rates)
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The week ahead (Dec 16 – Dec 23) 

 
We expect the local equities market to trade downwards next week as the December 17-18 Fed meeting approaches.  Increased 
uncertainty would drive investors to move away from riskier asset classes so expect our local equities market to remain volatile until 
the release of Fed’s decision.  Asian Development Bank’s downgrade of Southeast Asia’s growth for this year and next would also 
add to the negative sentiment in the region.  For the week, we expect the index to trade from 5,650 to 5,800.   

On the local fixed income and currency markets, the movement of the yield curve and the peso will largely depend on the outcome 
of the US FOMC meeting on December 17-18 and whether the US Federal Reserve will finally begin scaling back its bond 
purchasing program. In the meantime, we expect yields to trade sideways with a slight upward bias while the peso is seen to trade 
slightly weaker as holiday remittances that will be flowing in will be countered by continued fears of QE tapering. 

 


