
 

December 19, 2016     
Global Financial Markets  

Global equities ended mixed as US stocks continued to rally on the back of economic growth optimism while Asian stocks 
suffered from huge capital outflows. Meanwhile, US treasuries fell after the Fed raised rates and indicated a faster pace 
interest rate hikes. The US dollar strengthened against the major currencies (including the Japanese Yen, the Euro, and 
the British Pound) on the back of a more-than-expected aggressiveness on the fed funds rate increases for 2017. 

 

Global Equities 
 
Global equities ended mixed as 
various markets took the Fed rate 
hike differently. For the developed 
markets, especially the US, the hike 
resulted to a knee-jerk sell-off but it 
rebounded soon after as investors 
focused on the affirmation from the 
Fed that the economy will grow 
faster. Aside from raising the policy 
rate by 25 bps, it also indicated a 
faster pace of rate hikes going 
forward. For 2017, it expects three 
rate increases and an additional three 
in 2018. This was hinged on the Fed's 
improved outlook on the US 
economy. It likewise revised its GDP 
growth forecast from an initial 
estimate of 2.0% to 2.1% for 2017. 
Economic data released during the 
week also pointed to a stronger 
economy. The most notable of which 
are consumer sentiment rising to 98, 
small business optimism hitting 98.4, 
consumer price index nearing target 
at 1.7%, and manufacturing PMI 
improving to 54.2. 
 
Meanwhile, the European markets rallied the most due to the positive developments on the banking sector. News reports suggest 
that investors rallied on the back of a restructuring plan announced by Italy’s UniCredit SpA. UniCredit will launch a 13 bil lion-euro 
($13.8 billion) rights issue by the end of March – a move heralded as a recognition of top management of the problems facing the 
bank. On the other hand, analysts also noted that this is the fourth time that UniCredit has tapped shareholders for additional funds 
over the past 8 years. Moreover, expectations of better bank profits rose due to the Fed's rate hike. 
 
In contrast, Asian equities suffered from losses as capital continued to fly out in favor of developed market equities in light of the 
rising interest rate environment in the US. This is because investors generally view US assets as having a higher risk-adjusted 
return since Asian counterparts carry a risk of currency depreciation.  
 
Global Bonds 
 
The US Treasuries reversed the gains made last week as the Fed finally hiked rates for the second time since 2008. As mentioned 
above, the Fed raised rates by 25 bps. Although this was widely anticipated by the market, investors were surprised by the change 
in the projection for future rate hikes. 
 
Interest rates rose by an average of 11.36 bps with the two-year note yield adding 16.36 bps to 1.274% while the 10-year note yield 
increased by 18.96 bps to end at 2.597%. 
 

 

 

 

 

 

 

 

08-Dec-16 15-Dec-16 % Change

MSCI World 1,752.94 1,754.51 0.09%

MSCI Europe 119.31 121.65 1.96%

MSCI Asia-Pacific ex-Japan 439.65 429.33 -2.35%

Dow Jones Industrial Average 19,614.81 19,852.24 1.21%

S&P 500 2,246.19 2,262.03 0.71%

Global Equity Performance
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Tenor 8-Dec 15-Dec  +/- bps

3m 0.503 0.497 -0.51

6m 0.615 0.641 2.55

2y 1.110 1.274 16.36

5y 1.837 2.088 25.10

10y 2.407 2.597 18.96

30y 3.105 3.162 5.69

Latest FOMC 

Forecasts 

(Median)

2016 2017 2018
Longer 

run

Fed Funds 

Rate
0.6 1.4 (1.1) 2.1 (1.9) 3.0 (2.9)

GDP Growth 1.9 (1.8) 2.1 (2.0) 2.0 (2.0) 1.8 (1.8)

PCE Inflation 1.5 (1.3) 1.9 (1.9) 2.0 (2.0) 2.0 (2.0)

Unemploy-

ment
4.7 (4.8) 4.5 (4.6) 4.5 (4.5) 4.8 (4.8)



 

 

Currencies  

 
The US dollar strengthened against the major currencies (including the 

Japanese Yen, the Euro, and the British Pound) on the back of a more 

than expected aggressiveness on the fed funds rate increases for 

2017. The EUR/USD pair lost 2.94%, ending at 1.0476 while the US 

Dollar rose 4.39% relative to the JPY.  

 

 

The week ahead (December 19 – December 23) 

 

We expect investors to shift their focus on the pronouncements from 

the Fed officials with regard to the recent FOMC meeting. Likewise, we 

believe that any statement from Trump will be watched closely by the 

markets. The equity markets will likely be directed by further economic data releases and these pronouncements. Meanwhile, we 

expect US treasuries to continue its downward trend as yields go up. With uncertainty remaining high, yields moving up, and with 

the USD as a safe-haven asset, we expect the US dollar to remain strong. 

  

Currencies 

8-Dec 15-Dec % Change

USD/PHP 49.695 49.960 0.53%

EUR/USD 1.0793 1.0476 -2.94%

GBP/USD 1.2698 1.2534 -1.29%

USD/JPY 113.37 118.35 4.39%

AUD/USD 0.7495 0.7389 -1.41%

USD/CHF 1.0043 1.0271 2.27%

EUR/CHF 1.08398 1.07595 -0.74%

EUR/JPY 122.36 123.98 1.32%



 

Philippine Financial Markets 

 
The PSEi moved back below the 7,000-level after the much anticipated Fed rate hike. On average, prices of local fixed 
income marginally fell due to the outcome of the FOMC statement that suggests more future rate hikes than originally 
expected. The peso significantly weakened this week, moving closer to the 50-peso level on the back of the much-
expected US Fed rate hike and the relatively aggressive median fed forecast of 2017 rate increases. 
 
Local Equities  

The PSEi moved back below the 7,000-level after the much anticipated Fed 
rate hike. The market started the week down by 2.47% or 174.27 points as 
investors opted to take profit ahead of the FOMC meeting happening later in 
the week. Subsequently, the index hovered around the 6,800-level as market 
participants kept bargain hunting for overly sold stocks just before the Fed 
announcement. During the much awaited FOMC meeting, the Fed announced 
that they were raising interest rates for the second time in two years and 
possibly three more times in 2017. Local equities market declined on the back 
of the rate hike news, losing 73.03 points or 1.05%.  
 
The PSEi closed at 6,850.71, down by 192.45 points or 2.73% week-on-week. For the week, foreigners were net sellers at USD 
87.40 million. Year-to-date, net foreign inflows are at USD 170.89 million. 
  
 
Philippine Bond Market  

On average, prices of local fixed income marginally fell due to the outcome of the 
FOMC statement that suggests more future rate hikes than originally expected. 
FOMC suggest 3 rate hikes next year vs 2 previously, and 3 rate hikes each in 
2018 and 2019. The fall comes despite the World Bank hiking the 2016-2018 
Philippines GDP target: (1) 2016 target raised to 6.8% from 6.4%, (2) 2017 at 
6.9% from 6.2%, and (3) 2018 at 7% from 6.2%. World Banks cites higher public 
infra spending expected to carry economy's growth momentum. Yields rose 5.65 
bps on average, led by belly and long-end that rose 2.81 and 23.21 bps, 
respectively. Meanwhile, the short-end fell by 2.99 bps. 
 
Philippine Peso  
 
The peso significantly weakened this week, moving closer to the 50-peso level on 
the back of the much-expected US Fed rate hike and the relatively aggressive 
median fed forecast of 2017 rate increases. Yellen comments that only gradual 
rate hikes are warranted and the shift would be "very modest." Other economic 
data such as the government remittances target growth of 4% in 2016 and 2017 
(compared to 4% YoY) were relatively ignored. Furthermore, September OFW 
remittances up 6.7% YoY (compared to consensus of 5.1%) with 3Q15 remittances totaling $20.03 Bn (+9.2%YoY), amounting to 
77% of the BSP’s year-end target of $ 26.6 Bn (+4% YoY). Finally, strong approval ratings of President Duterte fails to provide 
cushion for the Peso: SWS survey from Dec 3-6, shows Net satisfaction rating of Duterte remains "Very Good" at +63 versus +64 in 
September. 
  
The week ahead (December 19 – December 23) 

 

We expect the local equities market to trade range-bound in the coming week due to lack of local catalysts. The peso and fixed 

income securities will likely to be volatile as investors reposition for 2017. 

 

 

 

 

9-Dec 16-Dec % Change

PSEi 7,043.16 6,850.71 -2.73%

Philippine  Stock Exchange  Index

T enor 9-Dec 16-Dec  Change

1m 1.79 1.78 0

3m 1.81 1.51 -30

6m 1.70 2.14 44

1y 2.42 2.17 -26

2y 4.00 3.99 -1

3y 3.57 3.60 3

4y 4.00 3.96 -4

5y 4.83 4.85 2

7y 4.93 5.03 10

10y 4.59 5.01 41

20y 5.25 5.53 28

25y 5.25 5.25 0

Average 5.7

Peso Yie ld Curve                                        

(PDST-R2 Reference Rates)


