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August 06, 2012 

 
Global Financial Markets 
 
Global equities started the week strong as investors looked forward to any new economic policies that may be announced 
by the Federal Reserve and the ECB after their respective meetings later in the week. However, global equity indices 
ended the week relatively unchanged as investors sought caution in safer, fixed-income securities after the ECB and the 
Fed failed to follow through on their promises of more definitive policies that would accelerate economic growth.   
 
 

Global Equities 
 
 
Global stocks rallied earlier 
during the week on 
renewed hopes that 
meetings held by the ECB 
and the Federal Reserve 
would result in decisive 
policy actions to bolster 
growth in the economy. 
However, gains 
accumulated over the first 
three days were trimmed by 
week’s end after the 
meetings did not result in 
actions that would help the 
cooling global economy. 
The MSCI World Equity 
Index moved sideways with 
0.58% week-on-week 
increase, led by the MSCI 
Asia-Pacific ex-Japan 
region which gained 4.27%. 
The Dow Jones Industrial 
Average marginally 
declined by 0.07% while the 
S&P500 Index inched up by 
0.37%. 
 
Economic data released 
during the week pointed 
towards a global growth 
momentum that is slowing 
and in much need of 
stimulus. 
 

• US unemployment rates rose last week with jobless claims increasing 8,000 to a seasonally adjusted 365,000 during the 
week ending July 28. The four-week moving average of claims declined 2,750 to 365,500, the lowest level since March. 
 

• The US manufacturing sector constricted in July as orders slowed, based on the final reading of the Markit PMI survey. 
The Markit index dropped to 51.4 against a market estimate of 51.8, from an initial reading of 51.8 and 52.5 in June.  

• The world’s largest economy slowed down in the second quarter. From a revised 2% growth in the first quarter, the US 
economy grew by only 1.5% in the second quarter as consumer spending, which slowed to 1.5% from 2.4% in the first 
quarter, continued to drag growth.  
 

• Reports from the China Federation of Logistics and Purchasing showed that its purchasing managers’ index fell from 50.2 
in June to 50.1 in July, the slowest growth in 8 months and just above the 50 level which separates an expansion from a 
contraction." 

 
At the end of the week, global markets shed accumulated gains amid frustrations at the lack of reassuring and decisive actions from 
both the ECB and the Federal Reserve.   
 
 

Global Equity Performance 

 

  
 

            

              

              

              

              

              

              

              

              

              

              

              

              

              

              

              

              

              

              

              

      26-Jul-12 02-Aug-12 % Change   

  MSCI World   1,227.82 1,234.97 0.58%   

  MSCI Europe   88.67 89.69 1.15%   

  MSCI Asia-Pacific ex-Japan 401.88 419.06 4.27%   

  

Dow Jones Industrial 
Average 12,887.93 12,878.88 -0.07%   

  S&P 500   1,360.02 1,365.00 0.37%   
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August 06, 2012 

 
Global Bonds 

 
Long-term US Treasury prices jumped –with short-term rates marginally 
declining– during the week as investors sought to capitalize on safer 
investments since the European government seemed unable to manage its 
debt and economic woes. The yields of the 10- and 30-year papers went up 
4.01 basis points and 5.06 basis points respectively, while the 3-month yield 
shed 1.52 basis points. 

 
 
 
 
 
Currencies 
  
The euro slid against most of its counterparts after the ECB failed to propose 
adequate measures to limit the region’s debts. The shared-currency 
weakened after the ECB failed to follow-through on past promises by being 
non-committal to any new bond-buying program. 
 

 
 
 
 
 
The week ahead (Aug 6 – Aug 10) 
 
Global market performance this week relied mostly on expected economic stimulus that would result from the much-anticipated 
ECB and Federal Reserve meetings. Given the lack of any satisfactory measures to stabilize the US and the European economy 
investors will most likely be cautious of equities in the coming week.  
 
Market watchers will continue to be on the look-out for further announcements from the ECB and the Federal Reserve as they have 
yet to give any concrete actions to resolve the region’s economic troubles and the cooling US economy. 
 

US Treasury Yield Curve

Tenor 26-Jul 2-Aug  +/- bps

3m 0.101 0.086 -1.52

6m 0.137 0.132 -0.51

2y 0.229 0.223 -0.55

5y 0.592 0.611 1.93

10y 1.438 1.478 4.01

30y 2.503 2.554 5.06

Currencies 

27-Jul 3-Aug % Change

USD/PHP 41.900 41.850 0.12%

EUR/USD 1.2322 1.2207 -0.93%

GBP/USD 1.5748 1.5520 -1.45%

USD/JPY 78.46 78.14 0.41%

AUD/USD 1.0483 1.0477 -0.06%

USD/CHF 0.9749 0.9864 -1.17%

EUR/CHF 1.20118 1.20133 -0.01%

EUR/JPY 96.67 95.17 1.58%
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Philippine Financial Markets 
 

Local equities benefitted from hopes of stimulus measures and healthy 1
st

 semester earnings of local companies. 
Meanwhile, the fixed income and currency markets had a strong performance at the start of the week amid expectations 
of stimulus measure from major central banks, ECB and US Fed. However, yields of government securities and the peso 
finished the week flat as the lack of action from these central banks waned investor sentiment. 
  

Local Equities  
 

Investors had high expectations for the previous week’s FOMC and ECB 
meetings following the rhetoric released by ECB president Draghi. Speculation of 
assertive monetary easing measures from both regulatory bodies drove markets 
higher at the beginning of the week. However, inaction from both the Federal 
Reserve and European Central bank doused any hopes of further stimulus 
measures for the time being. On the local front, companies have started 
releasing first half earnings with results more or less in-line with analyst 
expectations. Markets traded flat for the remainder of the week absent any 
significant market moving news. Week on week, the PSEi gained 66.36 points or 
1.27% ending the week at 5,285.91. 

 
 

 
Conglomerates 

 
 Mall-leasing firm SM Prime Holdings, Inc. (SMPH) posted a 15% annual growth in net income in the first six months of 

the year. A filing to the stock exchange revealed that SMPH booked a net income of Php4.92 billion in the first half of 
the year from Php4.27 billion in the same period last year. The robust growth is attributed to strong same store sales 
and expansion in its mall portfolio. 
 
 

Financials 

 
 Earnings of the Bank of the Philippine Islands in the first six months of the year surged 52% year-on-year to Php9.4 

billion, translating to a 21% return on equity and a 2.3% return on assets. The strong performance came about as net 
interest income rose by 9% coupled with a 51% hike in net-interest income. 
 

 First Metro Investment Corp., the investment banking arm of the Metrobank group, booked a net income of Php1.9 
billion in 1H2012, 76% higher than year-ago levels. Revenue growth was seen across all segments, led by the 
Investment Banking Group which reported an 18% rise buoyed by gains from participation in various debt issuances. 
The Treasury Group saw its revenues grew by 9% driven by higher interest income from fixed-income securities as 
well as robust trading gains, while revenue of the Investment Advisory Group rose by 3.1% year-on-year. 

 
 Aboitiz-controlled Union Bank of the Philippines revealed that its net income in 1H2012 grew by 42% year-on-year to 

Php4.07 billion, buoyed by higher earnings from lending and hefty trading gains. Net interest income in the first 
semester rose by 8.2% to Php3.67 billion while net trading gains soared to Php3.29 billion, up by 51% from year-ago 
levels. The company expanded its loan portfolio by 14% to Php87.5 billion as of end-June.  

 
 BDO Unibank, Inc. grew its bottom line by 15% year-on-year to Php5.83 billion in the first half of the year, reflecting 

increases in both interest and non-interest income. Net interest income inched up by 1.75% to Php17.4 billion, while 
non-interest income – which includes trading gains and other fees – climbed by 7.69% to Php11.2 billion. 

 
Power 

 
 In a filing to the stock exchange, Manila Electric Co. reported that its net income surged by 60% in the first half of the 

year to Php9.8 billion reflecting the company’s Php759 million gain after selling its shares in Rockwell Land Corp. 
Core net income likewise grew by 15% to Php9.02 billion while consolidated revenues grew by 17% to Php143.6 
billion.  

 

 
 
 
 

27-Jul 3-Aug % Change

PSEi 5,219.55 5,285.91 1.27%

Philippine  Stock Exchange  Index
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Mining & Oil 

 
 Philex Petroleum Corp. is expecting to reverse its losses incurred earlier this year as it attempts to match  year-ago 

levels in the second half with the upgrade of Floating Production, Storage and Offloading (FPSO) vessel and the 
resumption of production at the Galoc oil field after being temporarily suspended. The Galoc oil field is said to be the 
main source of revenue as of now. 

 
 
Philippine Bond Markets 

 
Local government bonds started strong the previous week as global 
risk-on sentiment buoyed by expectations of aggressive stimulus 
measures from US and Europe spilled over the local fixed income 
markets. Investor sentiment however waned towards the end of the 
week as the conclusion of key monetary meetings in US and Europe 
disappointed market players. Week-on-week, yields declined by an 
average of 2 basis points, with short end of the curve and belly both 
dropped 1 basis points respectively. 
 

Rate of the 10-year debt paper plunged at an auction during the 
previous week amid strong investors’ demand on the back of the 
country’s strong macroeconomic fundamentals and manageable 
inflation. The 10-year Treasury bonds fetched an average rate of 
4.875%, 54.5 basis points lower than that of the May 8 auction. Total 
bids amounted to Php31.41 billion, 3.49x the government’s Php9 billion 
offer. 

 
Philippine Peso 
 

The Philippine peso pared gains earlier in the week as the ECB, following its meeting later in the week, failed to deliver its promise 
to “do whatever it takes to save the euro” while the US Federal Reserve continued to disappoint the market which expects some 
form of quantitative easing. For the week, the local currency shed 5 centavos, closing the week at 41.850. 

 

Non-performing loan (NPL) ratio of universal and commercial banks improved to 2.18% in May compared to the 2.8% registered in 
the same period last year. The latest figure was also better than the 2.3% recorded in April. The drop was brought about by the 
13.34% decline in NPL combined with a 10.92% growth in total loan portfolio. 

 

The country’s international reserves are expected to have breached the $78 billion mark as of end of July, representing an all-time 
high. Given that the figure is seen to further grow in the coming months, the central bank has revised upwards its year-end 
projection from US$77.5 billion to US$78 billion. This development is positive for the country as the central bank will be given 
increased capability to protect the peso against fluctuations.  

 

The national government’s debt stock is set to climb to Php5.8 trillion by end-2013. In his presentation to the Congress for the 
proposed Php2.06-trillion 2013 budget, Finance Secretary Cesar Purisima said that this figure is equivalent to 49.5% of the 
country’s forecasted gross domestic product (GDP) next year. The government is planning to borrow Php757.75 billion from loca l 
and foreign debt markets next year to finance spending.  

 

The week ahead (Aug 6 – Aug 10)  

Local investors will continue to make their move based on 2nd quarter corporate results that are due to come out in the next 2 
weeks. So far, the earnings results dished out by banking (BPI, BDO. UBP) and property (SMDC, ALI, SMPH) stocks have been 
within our expectations. This will keep investors content for the moment, especially  with consensus 2012 earnings growth trajectory 
inching more towards the 14% mark -- an upgrade from the start-of- year  estimate of +10%. More earnings will be announced from 
TEL, GLO, AEV, AC and SM. 

Tenor 27-Jul 3-Aug  Change

1m 2.33 2.32 -1

3m 2.01 1.99 -2

6m 2.27 2.27 0

1y 2.53 2.52 -1

2y 3.01 2.95 -6

3y 3.98 3.95 -3

4y 4.60 4.60 1

5y 4.78 4.77 -1

7y 4.90 4.88 -2

10y 5.12 5.02 -10

20y 5.69 5.69 0

25y 5.91 5.97 6

Average -2

Peso Yield Curve                                       

(PDST-F Reference Rates)
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Meanwhile, trading in the local fixed income and currency markets will be guided by the release of inflation and export figures this  
week. Investors will also keep an eye on ECB and US Fed as their potential action would determine the outlook of the global 
economy’s health. 


