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December 17, 2012 

Global Financial Markets 
 
Global markets ended barely changed for the week as some positive economic data releases were tempered by worries 

over the global macroeconomic backdrop.  Furthermore, upbeat developments in Greece’s debt problem were countered 

as US lawmakers continued to argue on budget talks and how to resolve the fiscal cliff. 

Global Equities 

 

Global equities moved sideways for most of the 

week as optimism on the US Federal Reserve’s 

bond-buying program, Greece’s successful debt 

buyback and China’s recovering economy, was 

offset by continued concerns over the looming 

fiscal cliff. 

In the US, stocks picked up slightly on positive 

jobs data and after the Fed announced that it 

would continue buying US$85 billion worth of 

Treasury bonds and mortgage-backed securities. 

However, any significant gains prompted by 

positive developments in Greece and Chinawere 

tempered by the US congress’ failure to agree on 

a resolution for the impending fiscal cliff 

Unemployment in the US decreased for the 

month of November. The country’s labor market 

showed resilience against the impact of 

Hurricane Sandy as job growth went beyond 

expectations with the employment rate climbing 

by 146,000. This was much higher than market 

estimates of an incremental 85,000 jobs. Data from the Labor Department in Washington showed that the unemployment rate fell to 

7.7%, from the previous 7.9% in October, as the labor force contracted. 

The Federal Reserve has stated that it would continue buying US$85 billion worth of Treasury bonds and mortgage-backed 

securities, and would initially begin by buying US$45 billion worth of long-term Treasury bonds each month. This latest stimulus will 

replace the expiring “Operation Twist”, in which the Fed has been purchasing around U$45 billion of long-term Treasury bonds each 

month and selling about the same amount of short-term Treasuries. Unlike “Operation Twist”, the new program would expand the 

size of the Fed’s portfolio of assets, which reached US$2.861 trillion last week. The Fed added that the economy continued to grow 

at a "moderate" pace and acknowledged that the unemployment rate had declined somewhat since the summer. However, it was 

still alarming to note that he jobless rate remained elevated. They further noted that inflation has been running "somewhat below" 

the Fed's longer-run objective of 2%. 

Co-chair of President Obama’s 2010 debt commission Erskine Bowles has stated that there is a better chance that the fisca l cliff 

would be averted. In an interview with CNBC, Bowles said, “There's a 40% chance of a 'fiscal cliff' deal before year end… The 

chances of getting it done are better and that's what's key.” He added though that he still thought there was a 35% chance of 

tumbling over the cliff which would result in US$600 billion in spending cuts and tax increases. Moreover, he pointed out that while 

Obama had drawn a “hard red line” on tax hikes for the top 2% of wage earners, the president still showed that he was willing to talk 

about broadening the tax base.  

On the other hand, House Speaker John Boehner rejected President Barack Obama's latest fiscal cliff plan, stating that it focused 

too much on tax rate increases. "His plan does not fulfil his promise to bring a balanced approach to solving this problem--it's mainly 

tax hikes," said Boehner, adding, "His plan does not begin to solve our debt crisis, it actually increases spending.”  

Over in Europe, investors cheered Greece’s successful bond buyback. Greek bondholders submitted bonds with a face value of 

around 31.5 billion euros to the country's debt-buyback program, going over the targeted amount of 30 billion euros. The buyback 

06-Dec-12 13-Dec-12 % Change

MSCI World 1,319.13 1,327.62 0.64%

MSCI Europe 96.07 96.34 0.28%

MSCI Asia-Pacific ex-Japan 456.46 464.85 1.84%

Dow Jones Industrial Average 13,074.04 13,170.72 0.74%

S&P 500 1,413.94 1,419.45 0.39%

Global Equity Performance
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offer had been extended a day after initial offers last week fell slightly short of the target. Moreover, economic expectations in 

Germany rose above expectations in December. According to the Center of European Economic Research (ZEW), its closely-

watched economic index soared to +6.9, well above market estimates of -11.5 and much higher than the -15.7 registered in 

November. This was the biggest jump since February of this year, and the first the time the index was in the green since May. ZEW 

President Wolfgang Franz has stated that the country would not have to face a recession, provided the Euro-zone debt crisis does 

not further deepen.  

Asian markets gained amid news of an improving US labor market, as well as on optimism that China’s economic recovery making 

progress. Data released showed that China’s industrial output rose 10% year-on-year, beating market estimates of +9.8% and 

higher than last month’s +9.6%. This marked the fastest rate of expansion since March this year. Likewise, retail sales went up 

14.9% year-on-year, beating market estimates of +14.6%, also the fastest rate of growth since March. 

Week-on-week, the MSCI World index moved slightly higher by 0.64% led by the Asia-Pacific  ex-Japan region which gained 1.84% 

and the European region which picked up 0.28%. The Dow Jones Industrial Average index and the S&P500 index inched up 0.74% 

and 0.39%, respectively. 

Global Bonds 

 
US Treasury prices dropped for much of the week, dragged down by the 
positive jobs and retail sales data releases. The Fed’s newly-announced 
stimulus measures likewise fuelled a risk-on sentiment and caused investors 
to move away from safe-haven assets. Week on week, the 2-year note yield 
gained 1.19 basis points while the 10-year bond yield increased 14.41 basis 
points. 
 
Last Tuesday, Spain was able to sell 3.9 billion euros worth of short-term 

debt, beating the targeted amount for the auction and shrugging aside 

political risk contamination from Italy by securing lower borrowing costs.  

The country’s treasury sold 2.4 billion euros of a 12-month bill and 1.5 billion euros of an 18-month bill. The total amount exceeded 

the government’s targeted 2.5 to 3.5 billion euros. The 12-month bill was sold at an average yield of 2.556%, lower than the 2.797% 

yield at the previous auction, while the 18-month paper was sold at an average yield of 2.778%, also lower than the 3.034% last 

November. 

Currencies  
 
Concerns over global economic health were once again evident in the 
currencies market as safe-haven assets such as the US dollar and the 
Japanese yen gained ground over the riskier currencies. Investors were 
especially concerned over the situation in the US as Democrats and 
Republican leaders continue to remain in disagreement over the fiscal cliff.  
Though House Speaker John Boehner and House Minority Leader Nancy 
Pelosi both cautioned that lawmakers were moving closer and closer to the 
cliff, neither suggested a clear way for negotiations. Boehner once again 
accused the White House of “slow-walking” the economy to the fiscal cliff and 
was too focused on raising revenues. On the other hand, Pelosi said that 
Republicans refused to provide any substantive proposals. Week-on-week, the 
euro lost 1.38% and 2.80% against the US dollar and the Japanese yen, 
respectively. 

 
 
 
The week ahead (Dec 17 – Dec 21) 
 
Movements in the markets this week were mainly driven by more economic releases from all over the world. For the week ahead, 

we expect markets to move sideways as investors continue to anticipate results on White House talks regarding the soon-to-come 

US fiscal cliff.  Market watchers will also be awaiting more economic releases from the world’s biggest economy such as the 

consumer price index, industrial production and initial jobless claims. 

  

US Treasury Yield Curve

Tenor 6-Dec 13-Dec  +/- bps

3m 0.091 0.051 -4.06

6m 0.132 0.096 -3.55

2y 0.238 0.250 1.19

5y 0.601 0.696 9.45

10y 1.586 1.730 14.42

30y 2.774 2.905 13.15

Currencies 

7-Dec 14-Dec % Change

USD/PHP 40.945 41.080 -0.33%

EUR/USD 1.2927 1.3106 1.38%

GBP/USD 1.6039 1.6126 0.54%

USD/JPY 82.49 83.74 -1.49%

AUD/USD 1.0488 1.0555 0.64%

USD/CHF 0.9345 0.9222 1.33%

EUR/CHF 1.20795 1.20867 -0.06%

EUR/JPY 106.67 109.74 -2.80%
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Philippine Financial Markets 

 
Local equities declined and yields of government securities rose as investors took back profits. Meanwhile, the peso 
exhibited sideways movement as Bangko Sentral ng Pilipinas continued intervention to temper the currency’s rapid 
appreciation. 
 
 

Local Equities  
 

Local equities once again reached record highs during the week amid 
strong macroeconomic fundamentals of the country. However, gains 
were tempered as investors cashed in on profits. Value turnover 
averaged Php8.3 billion. Week-on-week, the index lost 87.09 points or -
1.50% to close at 5,707.11. 
 
 
 
 
 
 

Conglomerates 
 

 Sy-Led SM Prime Holdings recently disclosed that the company opened its 5th mall in mainland China. SM City, 

Chongqing, located in the Yubei district, has a gross floor area (GFA) of 149,080 square meters. It is a one building 

structure with five levels. SM Prime president Hans Sy said that the company believes that Chongqing is a significant 

market given the area’s large population and promising growth prospects. He added that as they learn more about the 

market and gain acceptance in Asia’s largest economy, the company intends to penetrate other cities that show 

promising economic progress. 

 

Media 

 
 ABS-CBN Holdings Corp., is about to raise Php200 million through issuance of one billion preferred shares to existing 

shareholders with a par value of Php0.20 per share pro rata to its existing shareholders. The shares to be offered 

between Jan 7, 2013 to Jan 25, 2013 would have a cumulative interest rate at 2% per annum payable on each 

anniversary date. The main purpose of the issuance is to bankroll its foray into business lines as well as financing 

plans for digital terrestrial television. 

 

Properties 

 
 Robinsons Land Corp. (RLC) recently landed a deal with Japanese billionaire Kazuo Okada to jointly develop a hotel 

and casino complex worth US$2 billion in Entertainment City along Roxas Blvd. Under the agreement, RLC will take a 

60% stake in the land company in order to comply with the country’s 40% foreign ownership limit rule. Moreover, RLC 

is also expected to acquire a significant minority stake in an operating company that will manage the casino, hotel, 

retail and entertainment parts of the project. 

 
 
 
 
 
 
 
 
 
 
 

7-Dec 14-Dec % Change

PSEi 5,794.20 5,707.11 -1.50%

Philippine Stock Exchange Index
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Philippine Bond Markets  
 
Sideways trading was observed in the local fixed income market during the 
week. Early on, prices picked up as investors remained on the sidelines 
awaiting the Monetary Board meeting and as the Bureau of Treasury 
indicated that there might be an increase in the size of bonds to be issued 
for the auction next quarter. However, prices slipped back towards the 
middle up to the end of the week due to profit-taking. Week-on-week, 
yields climbed by average 4 basis points led by the short-end of the curve 
which rose by 13 basis points. 
 
 
The Bureau of the Treasury auctioned off Php7.5 billlion worth of Treasury 
Bills last December 10. The total amount awarded was composed of Php1 
billion worth of 91-day bills at an average yield of 0.198%, Php1.38 billion 
worth of 182-day bills at an average yield of 0.520%, and Php4 billion 
worth of 364-day bills at an average yield of 0.606%. Note that the 182-day 
T-bill was the only tenor to be partially awarded. The government received 
tenders totaling Php12.45 billion, much lower than bids received during the 
November 26 auction, which amounted to Php12.94 billion.  
 
 
 
Philippine Peso 
 
 
The Philippine peso declined early on during the week as BSP continued to find ways to temper excess volatility in the currency 
market. Moreover, weak local exports data dampened the peso. Recent moves by the US Federal Reserve, however, adversely 
affected the US dollar which caused the peso’s appreciation. Week-on-week, the local currency surrendered 14.5 centavos to close 
at 41.090. 

 

The Monetary Board refrained from cutting benchmark interest rates during its meeting last December 13. The 3.5% overnight 
borrowing rate was maintained as the Philippine economy continued to withstand the global slowdown and as inflation is set to 
increase after the recent typhoon damage to crops. The decision was in line with predictions made by 14 economists surveyed by 
Bloomberg news. 

 

According to data from the Bangko Sentral ng Pilipinas (BSP), the net foreign direct investments (FDI) went down by 60% to US$55 
million in September from US$138 million registered in the same period last year. The drop was mainly attributed to the effects from 
the global economy headlined by the prolonged crisis in Europe as it dampened risk appetite among foreign businesses.  However, 
net inflows of FDIs for the first three quarters of 2012 surged by 40% at US$1.09 billion from US$782 million last year. 

 

According to the National Statistics Office, Philippine exports continued to climb for the month of October, with outbound shipments 
rising by 6.1% to US$4.41 billion from the US$4.16 billion registered during the same month last year. The October figure brings the 
aggregate merchandise exports for the year to US$44.47 billion, up by 7.1% year-on-year but still below the government’s 8% full-
year target. On a monthly basis, exports shrank by 7.9% from the US$4.78 billion figure in September. The decline was due to 
subdued growth in electronics exports (43.1% of total revenues) which only grew by 0.3%, whittling its year-to-date loss to 6.56%. 
On the other hand, swift growth was seen in woodcraft and furniture (+14.3%), and cathodes and sections of cathodes (+44.8%). 

 

The Asian Development Bank (ADB) raised its growth forecast for Southeast Asia as the estimate for the region was revised to 
5.3% for 2012 from previously forecasted level of 5.2% while the outlook for 2013 remained unchanged at 5.5%. ADB attributed the 
growth hike mainly from the stronger-than-expected third quarter results of Malaysia and the Philippines. The bank also noted that 
other economies in the region were holding up relatively with the exception of Singapore which reported only 0.3% growth in the 
third quarter. 

 

 

 

Tenor 7-Dec 14-Dec  Change

1m 1.01 1.03 1

3m 0.58 0.56 -2

6m 0.88 0.87 -2

1y 0.94 1.50 56

2y 3.02 3.00 -2

3y 3.85 3.85 0

4y 4.12 4.02 -10

5y 4.03 4.01 -2

7y 4.13 4.10 -3

10y 4.40 4.38 -2

20y 5.83 5.96 13

25y 5.79 5.83 4

Average 4

Peso Yield Curve                                       

(PDST-F Reference Rates)
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Data released by the Bangko Sentral ng Pilipinas (BSP) showed that thrift banks registered a profit hike for the first half of 2012. 
The increase was on the back of robust economic growth, which led to greater demand for consumer loans and other financial 
services. According to the BSP, the combined net income of thrift banks in the country rose to Php4.63 billion for 1H12, higher by 
5.7% from the Php4.38 billion posted during the same period a year ago. Both interest and non-interest activities of the thrift banks 
contributed to the increase in net income. Moreover, the Chamber of Thrift Banks stated that the outlook for the industry was quite 
positive as banking activities are seen to grow along with the economy. 

 

The week ahead (Dec 17 – Dec 21)  

 

Looking ahead, the Philippine market rally is expected to lose some steam after a sharp gain of +8% in the fourth quarter of 2012. 
Investors are expected to take a more cautious view in the short-term after the BSP kept rates unchanged (maintained at 3.5%) in 
their policy meeting last December 13. Moreover, Philippine valuations for 2012 have also breached their peak levels of 18x P/E, 
exposing the market to a potentially healthy correction.  

 

The initial support for the PSEi is seen at 5,700 (minor) while the all time high of 5,866 will act as the initial resistance. With 3Q 
2012 GDP numbers surprising on the upside, the Bangko Sentral ng Pilipinas' (BSP) inaction was a vote of confidence in the 
domestic economy's resilience against an external slowdown. Nevertheless, the short term impact could be negative for market 
players who have pencilled in a 25 to 50 basis points rate cut into the first half of 2013. 

 

On the local fixed income market, we expect to see sideways trading with a downward bias on the back of positive long-term 
inflation outlook. BSP has been successful in managing inflation for the country for the past few couple of years. Meanwhile, we 
also expect to see sideways trading on the local currency market with movements largely driven by the news regarding that BSP is 
considering additional macro prudential measures to deal with capital inflows. Furthermore, local investors will keep an eye on the 
remittances figure which is slated to be released this week as well more developments on the global economy. 

 

 

 

 


