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December 24, 2012 

Global Financial Markets 
 
Global markets stayed mostly in positive territory as investors remained hopeful that the impending US fiscal cliff would 

be averted, and as some better-than-anticipated economic data was released. This overall positive sentiment also served 

to weaken demand for safer assets such as bonds and safe-haven currencies. 

Global Equities 

 

Global equities picked up for much of the 

week on optimism that budget talks in 

Washington were progressing. Moreover, 

investor sentiment was buoyed by Greece’s 

credit rating upgrade and some positive 

economic data releases from both the US and 

Europe. 

The US equities market was mostly 

dependent on the progress of budget 

negotiations in the White House. Budget 

negotiations appeared to be making headway 

as President Barack Obama and John 

Boehner met at the White house last Monday. 

This was the first face-to-face gathering 

between the two since the latter proposed to 

raise taxes on millionaires last Friday. The 

proposal calls for raising US$1 trillion in tax 

revenues for the next 10 years, much higher 

than the initially proposed US$800 billion, and 

cutting around US$1 trillion from spending. 

Though the White House did not accept the 

more significant components of the proposal, 

senior Democrats described it as a “tipping 

point” which moved talks away from a stalemate and cleared the way for both sides to engage in more detailed solutions to the 

problem. However, negotiations seemed to take a turn for the worse later on during the week as the Democrats and the 

Republicans once again seemed unable to reach a resolution. Reports released showed that President Obama vetoed Republican 

Speaker Boehner’s Plan B, which was “to only raise taxes on those earning more than US$1 million”. Ratings agency Fitch added 

to anxieties on the issue when it warned that there was an increased likelihood it would strip the U.S. of its triple-A status if 

Washington does not prevent US$600 billion of spending cuts and tax hikes from kicking in early next year.  

Nearing the end of the week, fiscal cliff worries were overshadowed as upbeat economic data was released. The US economy grew 

at an even swifter rate than estimated for the third quarter. The country’s gross domestic product (GDP) expanded at an annual rate 

of 3.1%, beating market estimates of +2.8% from last month’s estimate of +2.7%. According to the Commerce Department, the third 

GDP reading “has not greatly changed the general picture of the economy for the third quarter.” The updated data disclosed that 

consumer spending grew at a rate of 1.6%, from the previous 1.4%, mostly due to increased healthcare outlays. Sales of previously 

owned homes in the US also soared to the highest level in three years. Existing-home sales rose 5.9% month-on-month, beating 

market estimates of +2.3%, to a seasonally adjusted annual rate of 5.04 million. Year-on-year, sales jumped 14.5%.  

Over in Europe, a clear and strong commitment from the euro-bloc members to keep Greece in the Euro-zone prompted S&P to 

raise its rating on Greece to B-minus from selective default. This was the highest rating Greece has received from S&P since June, 

giving hope that the worst may be over for the debt-ridden nation. The credit rating agency stated that the outlook "balances our 

view of euro-zone member states' determination to support Greece's euro-zone membership and the Greek government's 

commitment to a fiscal and structural adjustment against the economic and political challenges of doing so."  Adding to the positive 

sentiment was German business confidence data, which reportedly rose in December. The closely monitored Ifo business 

confidence index climbed for a second consecutive month to 102.4, beating estimates of 102.0 and higher than the 101.4 last 

13-Dec-12 20-Dec-12 % Change

MSCI World 1,327.62 1,351.85 1.83%

MSCI Europe 96.34 97.04 0.73%

MSCI Asia-Pacific ex-Japan 464.85 465.39 0.12%

Dow Jones Industrial Average 13,170.72 13,311.72 1.07%

S&P 500 1,419.45 1,443.69 1.71%

Global Equity Performance
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November. Ifo President Hans-Werner Sinn stated that German companies were more confident about the future, adding that 

manufacturers’ business expectations recorded the sharpest increase since August 2009 amid improving export prospects. 

In Asia, the Liberal Democratic Party of Japan won a decisive victory in Sunday’s election, making Shinzo Abe the new Prime 
Minister of the world’s third largest economy. The new leader, who was Japan’s prime minister in 2006, claimed that he would enact 
a stimulus program and cut interest rates to boost the recovery of their nation. He also intended to take a more aggressive stance in 
Japan’s relations with China following rising tensions over territorial rights. The new government is slated to take over in January. 
 
Week-on-week, the MSCI World index gained 1.83% led by the European region which climbed 0.73% and the Asia ex-Japan 
region which increased 0.12%. US equities likewise picked up, with the Down Jones Industrial Average index and the S&P500 
index moving higher by 1.07% and 1.71%, respectively. 
 

Global Bonds 

 
Week-on-week, yields of the 2- and 10-year US Treasuries rose by 2 and 
6.63 basis points, respectively, as the safe-haven bonds were shrugged 
aside in favor of equities. Risk-on sentiment was observed in the wake of 
improving budget negotiations in the White House. 
 
The US Treasury Department’s two-year note auction last Monday was met 

with little demand as recent optimism regarding the fiscal cliff negotiations 

lessened appetite for safe-haven assets. The US$35 billion auction was 

priced at an average yield of 0.245%, which was the lowest rate at a two-

year sale in five months. The low interest rate drew bids worth only 3.59x the 

amount being auctioned, which was the lowest ratio since February. The Treasury Department’s five-year note auction, which was 

held on Tuesday likewise met lukewarm demand. The notes were sold at an average yield of 0.769%, which was higher than the 

0.69% average yield for the past four sales. The auction’s 2.72 bid-to-cover ratio was the smallest for similarly tenored bonds since 

July. On the other hand, The Treasury Department’s US$14 billion offering of five-year Treasury-Inflation Protected Securities 

(TIPS) on Thursday was met with high demand as lenders hurried to accept negative payment. The securities paid buyers a yield of 

-1.496%, marking the lowest rate ever paid for debts of this type. 

Currencies  
 
Similar to the bonds market, a risk-on sentiment was observed as currency 
traders moved away from the safe-haven US dollar and Japanese yen. 
Further weakening the Japanese yen was a claim from Japan’s recently 
elected leader, Shinzo Abe, that he would enact a stimulus program and cut 
interest rates to boost the recovery of their nation. Week-on-week, the US 
dollar and Japanese yen lost 0.33% and 1.02% against the euro, 
respectively. 

 
 
 
The week ahead (Dec 26 – Dec 28) 
 
As with last week, movements of global markets were anchored on developments on the US fiscal cliff. For the week ahead, we 

expect sideways trading with an upward bias as investors remain optimistic that policymakers in the US would be able to resolve 

budget negotiations at the 11
th
 hour. Market watchers will also be awaiting data on US jobless claims, consumer confidence and 

home sales, all of which are due to be released next week. 

 

 

 

 

US Treasury Yield Curve

Tenor 13-Dec 20-Dec  +/- bps

3m 0.051 0.051 0.00

6m 0.096 0.101 0.50

2y 0.250 0.270 2.00

5y 0.696 0.774 7.83

10y 1.730 1.796 6.63

30y 2.905 2.981 7.53

Currencies 

14-Dec 21-Dec % Change

USD/PHP 41.090 41.070 0.05%

EUR/USD 1.3163 1.3207 0.33%

GBP/USD 1.6174 1.6251 0.48%

USD/JPY 83.52 84.07 -0.65%

AUD/USD 1.0566 1.0445 -1.15%

USD/CHF 0.9178 0.9141 0.40%

EUR/CHF 1.20810 1.20725 0.07%

EUR/JPY 109.90 111.03 -1.02%
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Philippine Financial Markets 

 
Local equities surged on the back of country’s positive developments such as outlook upgrades by Moody’s and S&P 
and a GDP forecast upgrade from the World Bank. Meanwhile, the local fixed income market exhibited sideways 
movement as gains from the country’s healthy macroeconomic fundamentals were countered by profit-taking. The local 
currency also moved sideways with the BSP’s continued participation in tempering the rapid appreciation of the peso. 
 
 
 

Local Equities  
 

Local equities started the week on the losing end as investors continued to 
take profit from the previous weeks’ gains. However, the market quickly 
recovered on the back of optimism brought about by S&P’s outlook upgrade 
for the country, Moody’s outlook upgrade on the banking system and the 
World Bank’s GDP growth outlook upgrade. Moreover, progressing talks over 
the US fiscal cliff issue further buoyed investor sentiment. Week-on-week, the 
index gained 116.83 points or +2.05% to close at 5,823.94. 
 
 
 
 

Conglomerates 
 

 Ayala Corp. has recently boosted its power portfolio by acquiring a 17.1% stake for US$155 million in GNPower 

Mariveles Coal Plant Ltd. (GMPC), which owns 600-megawatt (MW) coal-fired power facility in Bataan. The 

conglomerate said in its disclosure that it intends to hold the investment through AC Energy Holdings, Inc. Ayala 

Managing Director and AC Energy President John Eric T. Francia stated that the Mariveles plant is a major capacity 

addition that is critical to alleviating potential power shortages in the Luzon grid. 

Properties 

 
 Listed Megawide Construction Corp has gone through its plan to acquire a real estate company. The company 

disclosed that it has signed a memorandum of agreement for the acquisition of 100% of the total issued and 

outstanding capital stock of Altria East Land, Inc for Php53 million and for the assignment to it of all existing 

shareholders’ advances in the books of Altria in the amount of approximately Php252 million. The disclosure also 

stated that Altria owns a property in the Rizal province which is being leased by Megawide for its pre-cast 

manufacturing complex. 

Transportation 
 

 Philippine Airlines (PAL), a unit of PAL Holdings Inc., is accumulating its capital stock to accommodate the entry of 

San Miguel Corp. (SMC) and pursue an aggressive re-fleeting program involving the acquisition of a hundred aircrafts. 

According to PAL Holdings assistant corporate secretary Cecilia Pesayco, the airline applied an application with the 

SEC to undertake a capital restructuring program which mean they would decrease the authorized capital stock to 

Php4 billion consisting of 20 billion shares with Php0.20 per share par value from Php16 billion with 20 billion shares 

with a par value of Php0.80 per share. Pesayco also stated that PAL would also implement an increase in authorized 

capital stock to Php20 billion divided into 100 billion shares with a par value of Php0.20 per share from Php4 billion 

comprised of Php0.20 per share. 

Utilities 

 
 Manila Electric Co. (Meralco), is anticipating a 7% growth in its electricity sales this year which is higher than 1% 

posted last year. According to Meralco president Oscar S. Reyes, the expected growth in 2012 was mainly driven by 

the healthy pickup of electricity demand by industrial consumers, specifically the semiconductor sector, construction 

related industries and the food and beverage industry. He added that commercial demand has also been healthy and 

it was a result of continuous building of new malls and entertainment centers. 

14-Dec 21-Dec % Change

PSEi 5,707.11 5,823.94 2.05%

Philippine Stock Exchange Index
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Philippine Bond Markets  
 
The local fixed income market exhibited sideways movement during the 
week. Investors erred on the side of caution due to the looming fiscal 
cliff. However, prices picked up later on following the upgrades on the 
country’s macroeconomic outlook. Week-on-week, yields declined by an 
average of 1 basis point with the short-end of the curve dropping by 13 
basis points. The belly and long-end of the curve, meanwhile, climbed by 
an average of 6 and 3 basis points, respectively. 
 
 
 
 
Philippine Peso 
 
The Philippine peso obtained gains during the week on the back of 
speculation that Japan will implement monetary easing, fuelling demand 
for riskier assets. However, news about the Bureau of the Treasury 
working with the Bangko Sentral ng Pilipinas to temper the capital inflows 
and the impending US fiscal cliff pared the currency’s gains. Week-on-
week, the local currency gained 2 centavos to close at 41.070. 
 
 

The country’s balance of payments (BOP) surged nearly five times year-on-year last November, driven by upbeat sentiment on the 
economy, which drove up investment inflows. According to the Bangko Sentral ng Pilipinas, the country’s BOP surplus amounted to 
US$2.16 billion during the month, much higher than the US$364 million reported during the same period last year. The figure also 
brought the cumulative surplus for the first 11 months of the year to US$8.6 billion, though lower by 16% than the US$10.18 billion 
registered in the same period last year. 

 

Data released by the Bangko Sentral ng Pilipinas (BSP) showed that personal remittances from overseas Filipino workers (OFWs) 
grew by 8.2% year-on-year last October, reaching US$2.1 billion which brought the cumulative (Jan-Oct) remittance amount to 
US$19.5 billion. This is 5.9% higher than the amount recorded in the same period last year. Likewise, cash remittances from OFWs 
sent through banks increased by 8.5% year-on-year to US$1.9 billion, bringing the cumulative cash transfers for 2012 to US$17.5 
billion, 5.8% higher than the level registered during the same time last year. 

 

The national government’s outstanding debt grew faster for the month of October, hitting a total of Php5.359 trillion for the 10-month 
period. The figure is 9.41% higher than the Php4.898 trillion registered during the same period last year, and 2.81% higher than the 
Php5.213 trillion posted as of end-September 2012. Domestic debt rose by 18.97% year-on-year to Php3.373 trillion, comprising 
63% of the government’s total debt stock. On the other hand, foreign debt shrank by 8.53% year-on-year to Php528.54 billion, 
accounting for 37% of the debt stock. 

 

According to the Bureau of Internal Revenue (BIR), tax collections for November registered at Php110.77 billion, 19.42% higher 
from the Php92.75 billion recorded in the same period last year and 7.6% more than the Php102.95 billion target for the month. The 
increase was driven by higher collections from BIR operations which totaled Php107.84 billion in November 2012 or 19.6% higher 
than last year and non-BIR operations which tallied Php2.93 billion  in November, 13.39% more than Php2.58 billion posted last 
year. 

 

According to data released by the National Statistics Office (NSO), the country’s unemployment rate eased to 6.8% in October. This 
was an improvement from 7.0% recorded in July but still higher than 6.4% recorded last year. The number of jobless remained at 
2.8 million during the period. Data showed that 40.4 million out of 63.3 million Filipinos aged 15 and above were in the labor force, 
translating to a 63.9% participation rate. It was also shown that out of the estimated 37.7 million employed in October 2012, 52.6% 
comprised of workers belonging to the services sector, 32.3% accounted for workers in the agricultural sector while 15.2% were in 
the industry sector. 

 

Tenor 14-Dec 21-Dec  Change

1m 1.03 1.03 1

3m 0.56 0.52 -4

6m 0.87 0.81 -6

1y 1.50 1.06 -44

2y 3.00 3.03 3

3y 3.85 3.98 13

4y 4.02 4.08 7

5y 4.01 4.06 5

7y 4.10 4.15 5

10y 4.38 4.41 3

20y 5.96 5.99 3

25y 5.83 5.85 2

Average -1

Peso Yield Curve                                       

(PDST-F Reference Rates)
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The week ahead (Dec 26 – Dec 28)  

 

After a sharp correction (-4.5% from recent peak), Philippine stocks may be headed for new highs in the last trading week for the 
year as investors position ahead for a positive 2013 equities outlook. Positive catalysts that will influence an upward market bias to 
end the year 2012 include the following: First is that fresh upgrades from global credit rating agencies' such as Moody's and S&P, 
which should lead to investment grade status possibly by end 2013 or early next year. Second is the signing of the Sin Tax Bill that 
would generate Php34 billion in additional annual government revenues. And lastly, more Public-Private Partnership (PPP) roll-outs 
are expected after the BSP's 3-year extension to the special single borrower’s limit for PPP projects (which would have expired in 
2013). Assuming the PSEi extends its run up beyond 5,866 (previous resistance), the next target to look at is the 6,000-index level. 
Moreover, the recent low of 5,600 will act as the strong market support. 

 

On the local fixed income market, we expect sideways trading with a downward bias on sustained optimism following S&P and 
Moody’s outlook upgrade for the Philippines and the World Bank’s GDP outlook upgrade for the country. Meanwhile, we expect the 
local currency to strengthen on the back of historically strong inflows as the year-end holidays are just around the corner. 

 

 

 

 


