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July 30, 2012 

 
Global Financial Markets 
 
Global equities nursed losses during the week as economic data from the US and Europe and a renewed surge in 
borrowing costs over at Europe elicited concern from investors. Elevated concerns benefited fixed income securities and 
safe-haven currencies, as investor caution towards growth and stability indicators spurred demand for safety.   
 
 

Global Equities 
 
Global stock 
indices weakened 
during the past 
week as downbeat 
economic data 
releases from both 
sides of the Atlantic 
and resurgent fears 
on Europe’s debt 
crisis prompted 
investors to stay 
clear of risk assets. 
Heavy losses 
accumulated during 
the span of the 
week were 
however trimmed 
on Friday as the 
European Central 
Bank (ECB) 
President 
reassured the 
market that the 
region’s largest 
lender will do all 
that it could to 
defend the 
common-currency 
euro. The MSCI 
World Equity Index 
retreated by 1.60%, 
led by the Asia-
Pacific ex-Japan 
region which lost 2.64%. The Dow Jones Industrial Average and the S&P500 Index were likewise lower by 0.43% and 1.20%, 
respectively.       
 
Major economic data released during the week pointed towards slowing growth in the US and affirmed that the European region is 
headed towards a recession.  
 

• Economic activity among manufacturers in the central US region contracted sharply in July. The Federal Reserve Bank of 
Richmond reported that its manufacturing index dropped to negative-17 from a revised negative-1 in June.  

 
• Sales of newly-built homes in the US fell in June to the lowest level in five months. New single-family home sales 

contracted 8.4% month-on-month, missing estimates for a 0.7% month-on-month gain, to a seasonally adjusted annual 
rate of 350,000. Year-on-year, sales jumped 15.1%.  

 
• UK economic output collapsed in the second quarter of the year. In its preliminary estimate, the Office for National 

Statistics said gross domestic product contracted 0.7%, the biggest quarterly contraction since the first quarter of 2009. On 
an annual basis the economy shrank 0.8%. 

 
• Germany's Ifo index for July came in weaker-than-expected, falling to its lowest level in over two years. Ifo said the 

country's key manufacturing sector saw its current business situation "much less favorably" than in the previous month, 
adding that capacity utilization was "clearly lower." 

19-Jul-12 26-Jul-12 % Change

MSCI World 1,247.82 1,227.82 -1.60%

MSCI Europe 90.52 88.67 -2.04%

MSCI Asia-Pacific ex-Japan 412.77 401.88 -2.64%

Dow Jones Industrial Average 12,943.36 12,887.93 -0.43%

S&P 500 1,376.51 1,360.02 -1.20%

Global Equity Performance

0

200

400

600

800

1,000

1,200

1,400

1,600

1,800

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



 

 This material, which is strictly for information purposes only, is for your sole use, does not constitute a recommendation or an offer to sell or a solicitation to buy any financial product. Any information is subject to change 
without notice and BPI is not under any obligation to update or keep current the information contained herein. You are advised to make your own independent judgment with respect to the matter contained in this 
document. No liability whatsoever is accepted for any loss that may arise (whether direct or consequential) from any use of the information contained herein. 
All funds managed by BPI Asset Management 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. 

July 30, 2012 

 
The Valencia region of Spain said it intends to seek aid from the Spanish government. Valencia became the first Spanish region to 
apply for financial aid from the central government's newly-created bailout fund. Valencia has been suffering the consequences of 
liquidity restrictions. Cash-strapped Valencia, which has roughly €20 billion in debt outstanding, hasn't applied for a specific amount 
but has made a generic request for funds, a spokesman for the region's Treasury department said. This development raised fears 
that the national government of Spain may be on the brink of requiring a full-scale bailout.   
 
On Friday, global markets heaved a sigh of relief and pared some losses when ECB President Mario Draghi reiterated his position 
that he is committed towards preserving the stability of the euro by ramping up the ECB’s crisis response by renewing the central 
bank's bond-purchase program. "Within our mandate, the ECB is willing to do whatever it takes to preserve the euro and, believe 
me, it will be enough," ECB President Mario Draghi said in a speech in London, one week ahead of the ECB's next policy meeting 
 
Global Bonds 

 
US Treasury prices expectedly surged during the past week – with some 
tenor buckets hitting all-time time lows – as deepening worries on 
Europe’s fiscal crisis prompted investors to flock safe harbors and ignited 
demand for US Treasuries. The yields of the 10- and 30-year papers 
touched record lows during the week. During the week, the 10-year yield 
shed 6.99 basis points while the 30-year rate plunged 10.97 basis points.  

Spanish government bonds weakened substantially during the week. The 
sovereign’s 10-year yield touched 7.44% - a euro-era record high. This 
was on the back of the Valencia region’s request to seek aid from the 
Spanish national government. 

 
Currencies 

  
The euro weakened for most of the past week, dropping to its lowest level in 
more than 11 years against the yen midweek as investors sought safer 
assets amid mounting concern that European leaders are failing to control 
the region’s debt crisis. The 17-nation currency also slid to its lowest in more 
than two years against the dollar on Tuesday. The euro however recovered 
on Friday amidst assurances from the ECB that the euro will be protected at 
all costs. 
 

 
 
 
The week ahead (July 30 – Aug 3) 
 
The performance of global markets over the past week heavily hinged on developments relating to the long-playing European debt 
crisis. Expect attention to center on the European Central Bank’s policy meeting set for the latter part of the coming week. Market 
watchers will look for concrete evidence backing ECB President Mario Draghi’s assurance that the stability of the common-currency 
euro will be guarded at all costs. 
 
Another key catalyst for risk-taking would be confirmation that the US Federal Reserve will be embarking on another round of 
quantitative easing to jumpstart the cooling US economy. The Wall Street Journal reported earlier last week that “Federal Reserve 
officials, impatient with the economy's sluggish growth and high unemployment, are moving closer to taking new steps to spur 
activity and hiring.” The article however failed to provide further details on the highly-anticipated asset buy-back program. Any new 
reports concerning the program and detailing how it would be carried out would lead investors to further conclude that the Federal 
Reserve is indeed bent on starting QE3. 
 

US Treasury Yield Curve

Tenor 19-Jul 26-Jul  +/- bps

3m 0.076 0.101 2.51

6m 0.132 0.137 0.51

2y 0.214 0.229 1.50

5y 0.609 0.592 -1.66

10y 1.508 1.438 -6.99

30y 2.613 2.503 -10.97

Currencies 

20-Jul 27-Jul % Change

USD/PHP 41.860 41.900 -0.10%

EUR/USD 1.2157 1.2252 0.78%

GBP/USD 1.5623 1.5684 0.39%

USD/JPY 78.49 78.15 0.44%

AUD/USD 1.0378 1.0411 0.32%

USD/CHF 0.9880 0.9801 0.81%

EUR/CHF 1.20106 1.20082 0.02%

EUR/JPY 95.43 95.75 -0.33%
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Philippine Financial Markets 
 

The local equities and fixed income markets benefitted from the central bank’s surprising move of a 25 basis point 
policy rate cut and encouraging words of ECB President Draghi as he pledges to take action to preserve the euro. The 
Philippine peso meanwhile moved sideways as optimism over Europe lifted by Draghi’s statement was negated by 
concerns that the rate cut decision would weaken flows into the local currency. 

 

 
Local Equities  
 

The week started on a sour note with the main-share index falling 1.37% on 
Monday due to renewed jitters on the Euro-zone debt crisis and large 
overnight losses in Wall Street. Sentiment failed to pick up mid-week, with the 
equities market trading in a tight range with consistently low volumes. 
Sentiment improved drastically on Friday, however, erasing the week’s losses, 
as risk-appetite was buoyed by the BSP’s policy rate cut on Thursday and 
reassuring words from ECB Chair Draghi. Week-on-week, the PSEi gained 
8.66 points, or +0.17%, closing above the 5,200 level at 5,219.55. 

 
 
Conglomerates 
 

 Consunji-led DMCI holdings Inc. projects 10% growth in net earnings this year from the Php9.59 billion reported in 
2011. Improved operations of the conglomerate’s water distribution and real estate businesses are expected to offset 
flat growth in its coal mining unit, which reflects weaker demand from China and Europe 

 
Financials 

 
 Earnings of Philippine Savings Bank (PSBank), the publicly-listed savings bank of the Metrobank Group, rose 50% 

year-on-year in the first half of the year on the back of 7% rise in interest income on loans and gains on investments in 
government securities. The growth in interest income is attributed to the double-digit rise in the company’s loan 
portfolio which grew by 14% to Php67 billion, reflecting a double-digit growth in both the consumer segment as well as 
in its Large Enterprise Group (LEG). 

 
Transportation 

 
 Philippine Airlines Inc. (PAL), now a unit of conglomerate San Miguel Corp. (SMC), expects to save as much as 

US$300 million a year from the use of its new Boeing-777 aircraft for long-haul routes while redeploying other jets to 
handle shorter routes. The airline currently has 3 of these aircraft in its fleet while three more are expected to arrive in 
the coming months. PAL expects to breakeven for fiscal year 2012, a reversal from prior years where the airline 
posted losses. 
 

Power 
 

 Energy Development Corp. has withdrawn its plan to enter into two new geothermal projects in Chile. Instead, the 
company will pursue two new projects in Peru and three existing areas in Chile. The company however noted that the 
decision does not have a material effect on the company’s existing operations and financial position since both 
projects were still in preliminary stages of evaluation. 

 

Telecommunications 
 

 Philippine Long Distance Telephone Co. (PLDT) is on track in meeting its full-year 2012 core profit guidance of Php37 
billion, down from the Php39 billion generated last year. PLDT Chair Manuel V. Pangilinan meanwhile noted that the 
telecom’s bottom line is seen to recover by 2013, back to 2011 level and to soar by 2014, with a likelihood of 
exceeding its record-high profit of Php42 billion. The three-year net income guidance has already priced in the impact 
of the acquisition of Digitel Telecommunications Philippines, Inc. but not PLDT’s prospective takeover of GMA 
Network. 

 
 
 
 

20-Jul 27-Jul % Change

PSEi 5,210.89 5,219.55 0.17%

Philippine Stock Exchange Index
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Utilities 
 

 Ayala-led Manila Water Co. revealed that it has spent almost half of its Php50 billion programmed spending for its 
capital investment program since becoming Metro Manila’s East Zone concessionaire in 1997. The water company 
said it has so far spent a total of Php23.6 billion for the rehabilitation of pipes in its area of operation. As of the end of 
2011, Manila Water has laid 4,156 kilometers of pipelines and has brought down water losses from 63% when it took 
over in 1997 to the present level of 11%. 

 
Mining & Oil 
 

 Philex Mining Corp. saw a 26% drop year-on-year in its core net income in the first semester due to lower gold 
production. A disclosure to the stock exchange revealed that the miner’s earnings fell to Php2.11 billion from last 
year’s Php2.84 billion, reflecting a 19% decline in gold output to 58,861 ounces, down from last year’s 72,784 ounces. 
The company’s disappointing performance mirrors the industry-wide drop in gold production 

 
Philippine Bond Markets 

 
Local bond prices sustained their upward momentum as expectations on 
the reduction in policy rates grew stronger days before the monetary 
board meeting held last Thursday. BSP Governor Tetangco’s statement 
that the central bank has room to “adjust monetary policy settings to 
protect the inflation target on the downside” strengthened the market’s 
view of a policy rate cut, prompting market players to increase their local 
bond holdings. The rally was sustained as the BSP finally decided to cut 
key policy rates by 25 basis points last Thursday. Week-on-week, the yield 
curve shed 7 basis points on average, driven by a sharp drop in the short- 
and long-ends of the curve which declined by 11 and 14 basis points, 
respectively. 
 

Interest rates of Treasury bills dropped across the board, falling below 
their corresponding rates in the secondary market, as investors factored in 
the government’s strong cash position, low inflation environment and 
speculation of a policy rate cut. Rates of the one-year and three-month 
papers fell by as much as 20.9 and 20.8 basis points, respectively, to 
1.8% and 2.279%, while the 182-day Tbill fetched an average yield of 
2.117%, 5.5 basis points lower than that of the last auction. Total tenders 
amounted to Php20.69 billion, nearly three times the Php7.5 billion offer.  
 

Philippine Peso 
 

For the week, the Philippine peso moved sideways as risk-taking buoyed by ECB President Draghi’s pledge to do everything it can 
to preserve the euro was offset by a heavy sell-off at the start of the week ahead of a widely anticipated policy rate cut by the BSP 
and amid heightened concerns on the health of the global economy. The local currency surrendered 4 centavos, closing the week 
at 41.900.   

Inflation in July is seen to fall within the range of 2.6%-3.5% as the strong peso and lower liquefied petroleum gas prices offset 
higher utility costs and crude prices.  

The country’s imports rebounded in May, reversing April’s double-digit decline, lifted by a surge in inbound shipments of fuel and 
transport equipment. The National Statistics Office reported that imports in May grew by 10.1% year-on-year to US$5.39 billion. 
Mineral fuels, lubricant and related materials, which account for 24.0% of the total import bill, soared to US$1.29 billion, 88.1% up 
from the year-ago level. 

The Bangko Sentral ng Pilipinas slashed the overnight borrowing rate and overnight lending rate by 25 basis points each to a record 
low of 3.75% and 5.75%, respectively, during a monetary board meeting last Thursday. Deputy Guinigundo cited receding 
inflationary pressures as the key reason for the reduction, adding that the move will serve as a pre-emptive measure against a 
widely anticipated global economic slowdown. Moreover, the BSP also decided to cut its inflation target in 2013 to 3.2% from 3.4% 
and decided to keep the 2012 target at 3.1% 

The country’s budget deficit in the first half of the year amounted to Php34.5 billion, missing its 1H2012 target by nearly 70% and 
reaching only 13% of the government’s full year target. In June alone, the country incurred a deficit of Php11.7 billion, lower than 
the previous month’s shortfall of Php19.9 billion.  

Tenor 20-Jul 27-Jul  Change

1m 2.39 2.33 -6

3m 2.19 2.01 -18

6m 2.41 2.27 -13

1y 2.61 2.53 -8

2y 3.01 3.01 -1

3y 3.99 3.98 -1

4y 4.56 4.60 4

5y 4.81 4.78 -3

7y 4.89 4.90 0

10y 5.28 5.12 -17

20y 5.77 5.69 -8

25y 6.09 5.91 -17

Average -7

Peso Yield Curve                                       

(PDST-F Reference Rates)
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The week ahead (July 30 – Aug 3)  

The PSEi will likely be confined in a trading range of 5,120 to 5,250 as investors look to take profits ahead of the dreaded ghost 
month of August. The initial euphoria triggered by the BSP's surprising 25 basis point cut in policy rates should die down by the end 
of next week as stocks approach critical resistance levels .From the recent low of 5,116, the PSEi rallied almost 2% on small trading 
volumes that suggests low conviction on the recent uptick. While the cut in rates affirms our bullish long term outlook, valuations 
require support from decent second quarter earnings results. 

Meanwhile, players in the local fixed income and currency markets will shift their attention to the developments abroad as they have 
already priced in the 25 basis point rate cut last Thursday. The Philippine peso is expected to trade range-bound as the BSP stays 
committed to its statement that it would not allow wide fluctuations in the local currency.  


