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08-Dec-11 15-Dec-11 % Change

MSCI World 1,174.60 1,142.85 -2.70%

MSCI Europe 82.50 81.54 -1.16%

MSCI Asia-Pacific ex-Japan 408.00 384.04 -5.87%

Dow Jones Industrial Average 11,997.70 11,868.81 -1.07%

S&P 500 1,234.35 1,215.75 -1.51%

Global Equity Performance

0

200

400

600

800

1,000

1,200

1,400

1,600

1,800

Ja
n-

06

Ju
l-0

6

Ja
n-

07

Ju
l-0

7

Ja
n-

08

Ju
l-0

8

Ja
n-

09

Ju
l-0

9

Ja
n-

10

Ju
l-1

0

Ja
n-

11

Ju
l-1

1

MSCI World MSCI Europe MSCI Asia-Pacific ex-Japan S&P 500

  Global Financial Markets 
 
Global equity prices declined for the week as results of the European Summit failed to appease investors. For fixed 
income and currency markets, demand for safe-havens increased as European leaders failed to agree on a strong solution 
for the region’s crisis. 

 
Global Equities 

 
For the past week, global equity markets 
experienced volatility as movement 
interchanged between gains and losses day-on-
day. Week-on-week, the net change for global 
equities was negative as investors seemed to be 
disappointed with the result of the European 
summit. Although there were rallies seen due to 
encouraging reports on the US economy, these 
were overshadowed by deepening concern for 
the Euro-zone debt crisis. All the major indices 
declined for the week. The MSCI World, MSCI 
Europe, and MSCI Asia-Pacific ex-Japan 
decreased by 2.70%, 1.16% and 5.87%, 
respectively. In the US, the Dow Jones Industrial 
Average went down by 1.07% while the 
Standard & Poor’s 500 Index sled by 1.51%. 
 
US 

 Nine out of ten Federal Reserve officials 
voted to keep the central bank’s credit 
policies unchanged, reiterating that short 
term interest rates are likely to stay close 
to zero until 2013. 

 The number of Americans that filed applications for unemployment benefits last week was fewer than expected. Jobless claims 
fell by 23,000 to 381,000 for the week ended December 3, 2011. In comparison, the market estimate was at 395,000. 

 Wholesale inventories in the US rose by 1.6% for the month of October. Companies may be expecting strong sales as the 
market estimated only a 0.3% growth for the same period. 

 Consumer confidence in the US improved to its best level since June. The Thomson Reuters/University of Michigan consumer 
sentiment index rose in December to 67.7 from 64.1 the previous month. 

 The US’ trade deficit narrowed in October to the lowest level of the year. The deficit shrank to US$43.5 billion from US$44.2 
billion in September. 

 The US government’s budget deficit narrowed in November from the same month last year due to an improvement in tax 
receipts. Based on the monthly budget statement, the deficit for the month of November 2011 was at USD137.3 billion. The 
figure is smaller than the USD150.4 billion deficit posted in the same month last year. 

 Mortgage applications in the US increased again last week to the highest level in a month. The Mortgage Bankers 
Association’s index of filings to purchase or refinance homes climbed 4.1% for the week ended December 9, 2011. 

 US import prices in November grew due to the increase in fuel costs. The prices of goods imported by the US went up by 0.7% 
month-on-month from a revised 0.5% contraction the previous month. 

 Intel Corp., one of the blue chip companies in the US, warned that its fourth quarter revenue will fall about USD1 billion short 
from its forecast. 
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Currencies 

9-Dec 16-Dec % Change

USD/PHP 43.640 44.100 -1.04%

EUR/USD 1.3386 1.3006 -2.84%

GBP/USD 1.5671 1.5505 -1.06%

USD/JPY 77.65 77.92 -0.35%

AUD/USD 1.0216 0.9973 -2.38%

USD/CHF 0.9230 0.9414 -1.95%

EUR/CHF 1.23575 1.22446 0.92%

EUR/JPY 103.89 101.35 2.51%
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US Treasury Yield Curve

Tenor 8-Dec 15-Dec  +/- bps

3m 0.000 -0.005 -0.51

6m 0.036 0.041 0.51

2y 0.218 0.238 1.97

5y 0.838 0.852 1.44

10y 1.970 1.908 -6.25

30y 2.997 2.917 -7.97

Europe 

 Majority of the European leaders reached a political agreement during the summit. The agreement includes a new fiscal 
compact which obliges countries to incorporate a balanced budget provision, committing them to keep their annual structural 
deficits below 0.5% of their nominal GDP. 

 Moody’s Investors Service and Fitch Ratings stated that that last week’s summit did little to ease pressure on the sovereign 
debt crisis. 

 The Spanish bond auction sold around €4.94 billion of Treasury bills. Compared to this, the target range was only between 
€3.25 billion to €4.25 billion. 

 Italy sold the maximum targeted €3bln of the 4.75% September 2016-dated BTP. Despite the satisfactory demand for this 
small-size auction, it was forced to pay a 6.47% yield, the highest on a five-year Italian auction in the euro era. 

 The European Central Bank president Mario Draghi moderated speculation that it would increase its purchases of bonds. 

 
 

Global Bonds 

 US bond market yields moved marginally down during the week. 
For the longer end, demand for the safety of US debt increased as 
the European summit failed to convince investors that the region’s 
sovereign debt crisis would be solved. The 10-year benchmark 
yield went down by 6.25 basis points while the 30-year bond yield 
gave away 7.97 basis points. On the other hand, the 2-year note 
yield slightly increased by 1.97 basis points. 

 The US government sold USD13 billion in 30-year Treasury bonds 
at a record low yield of 2.925%. 

 
 
Currencies 
  

 Week-on-week, the US dollar generally strengthened against major 
peers. The demand for the global reserve currency increased mainly 
because of uncertainty coming from the different pressures felt by 
Europe after the summit. Both the euro and the Swiss franc 
weakened against the greenback to 1.3006 and 94.14 centimes, 
respectively. The Japanese yen also depreciated to 77.92. 

 
The week ahead (December 19 – December 23) 

 

 For the next week, the theme will continue to be developments in 
Europe as investors seem to be waiting for a resolution after the 
summit was viewed to be lacking. Given this, if news in Europe continues to lack progress in solving the European debt crisis, 
the global equity market will continue to fall. 

 For the fixed income and currency markets, demand for safe havens were marginally up this week as worries in Europe 
continued to deepen. Moving forward, this will probably continue unless additional plans are released in addressing the 
ongoing crisis.  
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9-Dec 16-Dec % Change

PSEi 4,292.50 4,304.94 0.29%

Philippine  Stock Exchange  Index

Philippine Financial Markets 
 
The PSEi ended up with slight gains amid an ongoing crisis that continues to plague global markets. On the other hand, the 
local currency declined as concerns over Europe fueled risk aversion. For fixed income, local bond yields went up as 
inflation remained to be manageable. 
 
 

 Local Equities 
 

 Local equities managed to eked out slim gains during the week despite the 
broad-based downtrend of global peers as investors selectively bought 
issues that offered attractive valuations. The Philippine Stock Exchange 
index advanced by 12.44 points, or +0.29%, to close at 4,304.94. Friday 
saw the index’s largest single-day gain at 22.27 points, or +0.52%. Leading 
index gainers for the week were MPI (+8.33%), GLO (+5.16%), FGEN 
(+4.56%), EDC (+2.58%) and AC (+2.46%).    

 Government-owned Clark Development Corp. (CDC) has signified its intentions of revitalizing its freeport and economic zones 
in a bid to attract more investments. CDC said that several multinational companies have already firmed up their commitments 
to make Clark their regional hubs. Other prospective investors have also offered unsolicited proposals to start projects in the 
freeport zone. These investments have the potential to generate at least 30,000 new jobs within just a few years. 

 For the 6th straight month, Philippine exports for October fell year-on-year on account of the continued slowdown in electronics 
shipments. Total exports for October declined 14.6% to register at US$4.09 billion from US$4.79 billion. Shipments of 
electronics, accounting for almost half of export revenues, contracted by 36.5% year-on-year. In terms of shipments by region, 
exports to the United States, the country’s second-largest market, declined 12.8% year-on-year.   
 

Property 

 Industry heavyweight Ayala Land Inc.’s (ALI) middle-income unit Alveo Land will invest Php1.5 billion to develop the 
first phase of “Kasa Luntian” in Tagaytay, which will offer 343 condominium units. This would be ALI’s first time to 
venture into Tagaytay’s leisure estate market. The project would consist of six buildings with five to seven stories 
each, with the units to be turned over by 2014.  

 Rockwell Land Corp., which is 51% owned by Manila Electric Co. (MER) may proceed with its listing by way of 
introduction at the local bourse in the first half of 2012. According to a recent disclosure, MER is divesting its entire 
stake in the upscale property developer through the issuance of property dividends to shareholders. This move would 
increase the stake of Lopez-led First Philippine Holdings Corp. (FPH) in Rockwell Land to 52% from 49% currently. 
The other shareholders such as SMC and the group of Manuel V. Pangilinan will also receive property dividends. 

 

Telecommunications 

 Telecoms-leader Philippine Long Distance Telephone Co. (PLDT) has tempered expectations by saying that the 
company sees lower profits for this year compared to last year’s level. PLDT posted core net profit of Php42 billion in 
2010 while its revised target for core profit for 2011 has been cut to Php39 billion from Php40.5 billion. The anticipated 
decline in profits is on account of incremental depreciation and interest expense. 

 

Conglomerates 

 Food-to-heavy industry giant San Miguel Corp. (SMC) said that its unit San Miguel Holdings Corp. has agreed to 
acquire 46% of Atlantic Aurum Inc. which is a company of the Citra Group of Indonesia. San Miguel Holdings has an 
option to acquire up to 51% of Atlantic at a later date. Atlantic has a 50.5% interest in Citra Metro Manila, which in turn 
owns 40% of the operator of the Skyway. 

 Ayala Corporation (AC) has won the Php1.96-billion Daang Hari-South Luzon link road – the first project launched 
under the government’s public-private partnerships program – marking the conglomerate’s entry into the toll road 
business. AC submitted a bid of Php902 million for the project, beating the Php608-million offer tendered by the San 
Miguel Corporation-led consortium. The project is a four-kilometer, four-lane paved toll road that will connect Cavite to 
the SLEX through Susana Heights. AC has teamed up with Spanish engineering group Getinsa Ingineieria in 
completing the project.  
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Power and Utilities 

 Aboitiz Power Corp. (AP) has been given the go-signal to build its 300-megawatt, coal-fired power plant in Davao after 
the city council decided to reverse a veto issued earlier against the project. The city council argued that the coal plant 
must be constructed immediately because Mindanao is facing a looming power crisis within the next two years. 
Davao, composed of 1.5 million people, requires at least 350 megawatts of power or close to a third of Mindanao’s 
average demand. 

 

Banks 

 Philippine National Bank’s (PNB) board of directors amended details of its merger with Allied Bank, focusing on the 
conversion ratio of PNB shares. The board agreed to convert 130 PNB common shares for each Allied bank common 
share and 22.673 PNB shares for each Allied Bank preferred share. This revision was done to ensure full valuation of 
the assumed contribution of PNB to Allied after the merger. 

 The Bangko Sentral ng Pilipinas is set to accelerate the implementation of the Basel 3 banking standards ahead of the 
deadline set by international regulators in order to ready local financial institutions for possible market volatilities. 
Basel 3 is a set of measures aimed at strengthening the capability of the financial sector to absorb shocks while 
increasing banks’ transparency. The national implementation of Basel 3 is currently scheduled to begin by Jan. 1, 
2013. 

 After successfully passing the central bank’s stress tests in July, local banking institutions will be subject to more 
stress tests this month, focusing on liquidity and asset-liability risks. Last July, the central bank said that local banks 
remain resilient even in the face of financial market volatilities, claiming that the balance sheet of 55% of universal, 
commercial and thrift banks reviewed showed the ability to absorb substantial risks. 

 

Tourism 

 The Philippine Amusement and Gaming Corp. (Pagcor) reported net income of Php2.32 billion from gaming 
operations for the month of November, the biggest monthly haul ever recorded in the state-owned company’s history. 
Pagcor announced that the agency’s gaming income for November was 36% higher year-on-year. Pagcor will remit 
Php1.1 billion to the National Treasury, also 36% more than its remittance for the same month last year. 

 The government has announced that it is soliciting bids for the Php357-million Diosdado Macapagal International 
Airport (DMIA) terminal expansion project as the influx of tourists is expected following the signing of key air 
agreements. The government in October granted both AirAsia and Seair entitlements to mount flights between the 
DMIA in Clark, Pampanga and destinations in Malaysia. A pre-bid conference has been scheduled for Jan. 4, 2012 
while the submission of bids is set on Feb. 17, 2012. 

 

Consumer 

 Personal care products manufacturer Splash Corp. has announced that it is raising Php1.12 billion from the issuance 
of debt notes to selected institutional investors to boost its diversification into the food business and refinance 
maturing debts. In its disclosure to the Philippine Stock Exchange, Splash said it has signed an agreement on a 
corporate notes facility with Security Bank Corp., Robinsons Bank and Security Bank Corp. trust division. The 
corporate notes would have a term of five years. Part of the proceeds would be used by Splash to refinance Php600 
million in five-year fixed rate notes maturing next year. Consequently about Php500 million in net proceeds would be 
used to expand the company’s foray into the food business in the Philippines and in the United States. 
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T enor 9-Dec 16-Dec  Change

1m 2.25 2.24 -1

3m 1.71 1.81 10

6m 1.52 1.96 43

1y 1.71 1.66 -5

2y 2.54 2.74 20

3y 3.16 3.47 31

4y 4.75 4.83 8

5y 5.01 5.11 10

7y 5.26 5.29 3

10y 5.71 5.70 -2

20y 6.78 6.57 -21

25y 6.72 6.71 -1

Average 8

Peso Yie ld Curve                                          

(PDST -F Re fe rence  Ra tes)

Philippine Bond Markets 
 

 Peso yields, on average, rose 8 basis points during the week, as the general 
rise in the short-end of the curve more than made up for the buying support the 
long end of the curve witnessed. Demand for longer-tenored securities 
remained strong amid expectations of manageable inflation, prompting traders 
to lengthen the duration profile of their investments.  

 

 The national government’s debt stock rose to Php4.87 trillion as of September 
of this year, up by Php77.3 billion, or 1.6%, month-on-month due to the 
continued weakness of the peso and a net issuance of domestic securities. The 
debt stock as of September this year increased by Php206.6 billion, or 4.4%, 
from Php4.66 trillion in the same month last year. Documents on the total 
outstanding debt from the Bureau of the Treasury also showed that 57%, or 
Php2.78 trillion, was borrowed from local lenders. 

 Despite the weaker-than-expected growth in the local economy, the total loan 
portfolio of the country’s banking system continued to expand by double digits in 
October. Based on data released by the central bank, loans extended in 
October jumped by 22.2% year-on-year to Php2.66 trillion, surpassing the previous month’s growth rate of 21.7%. Loans for 
production activities, which comprise more than four-fifths of total loan portfolio, surged 23.1% to Php2.41 trillion in October. 
Growth in consumer loans likewise accelerated to 20.2%, reflecting the rapid growth in lending across all types of household 
loans. 

 The International Monetary Fund slashed its growth and inflation forecasts for the Philippines this year. IMF chief Vivek Arora 
claimed that it revised its growth forecast to 3.7% from 4.7% for 2011 and to 4.2% from 4.9% for 2012. “GDP growth slowed in 
the first three quarters of 2011 owing to a fall in semiconductor exports and a temporary fall in public investments as new 
practices are put in place to improve the transparency and efficiency in government expenditure,” the official said.  

 Standard & Poor’s upgraded the Philippines’ credit outlook from Stable to Positive and pointed at the country’s 
strong external liquidity and signs of improving growth prospects for the promotion. 

 According to the central bank’s Consumer Expectation Survey, Filipino consumers have turned more pessimistic in 
the fourth quarter of the year. The survey showed that the confidence index of Filipinos settled at -20.6% from the -
8.5% in the same period last year. The index for the fourth quarter of the year was also much lower than the 
+18.7% registered in the previous quarter. The central bank cites the recent typhoons that ravaged the country as 
having dampened Filipino consumers’ security about their income-earning potential. 

 According to a Bloomberg article, the government has hired eight financial institutions to manage and sell a US 
dollar-denominated bond sale worth as much as US$1 billion. The institutions are Citigroup, Inc., Credit Suisse 
Group AG, Deutsche Bank AG, Goldman Sachs Group Inc., HSBC Holdings Plc, JP Morgan Chase & Co., 
Standard Chartered Plc and UBS AG. The sale may take place as early as January next year. 

 According to the Department of Budget and Management (DBM), the Aquino administration has already released 
85% of its programmed Php72.11-billion disbursement package. The department has already released Php61.28 
billion to state agencies and government-owned or controlled corporations. Budget Secretary Butch Abad said that 
with the government’s spending acceleration program in full swing and the DBM is already keeping a closer watch 
on the implementation of priority programs and projects by government agencies. 

 
 

Philippine Peso 
 

 The Philippine peso finished weaker against the US dollar week-on-week as traders remained hesitant to take larger positions 
in the local currency amid global economic uncertainty and weak export numbers. On Wednesday, the peso finished at a 10-
month low against the greenback at 44.110 but gained 28 centavos in the final two days of the week at close at 43.830.    

 For the 6th straight month, Philippine exports for October fell year-on-year on account of the continued slowdown in electronics 
shipments. Total exports for October declined 14.6% to register at US$4.09 billion from US$4.79 billion. Shipments of 
electronics, accounting for almost half of export revenues, contracted by 36.5% year-on-year. In terms of shipments by region, 
exports to the United States, the country’s second-largest market, declined 12.8% year-on-year.  
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 According to data from the Bangko Sentral ng Pilipinas, September posted a net inflow of US$166 million in foreign direct 
investments (FDIs), a turnaround from the net outflow reported in the same month of the previous year. The central bank 
attributes the latest figure to the continued investments directed into the country given the solid macroeconomic environment. 
For the first nine months of the year, FDIs registered a net inflow of US$671 million. 

 
 

The week ahead (December 19 – December 23) 

 With no major economic release set for the coming week, domestic financial markets would most likely take their cue from 
developments overseas. As such, we see the main-index trading range bound, settling anywhere between 4,200 – 4,400 for 
the week. We expect local bond yields to inch higher this week as global markets are rife with uncertainty. However, a sharp 
rise in yields may be offset by some bargain-hunting. Lastly, the Philippine peso is poised to appreciate against the US dollar 
due to the influx of remittances for the holidays but gains could be tempered by weak investor sentiment on emerging market 
currencies. 


