
Outlook. Last week, the ten year government bond  rate rose 19 bps to 4.76% but it 
seemed  up for correction  as the Fed rate cut is this week’s biggest event. Instead, it 
remained firm at 4.79% today. A lot of event risks have happened over the weekend to 
shift market sentiment to greater cautiousness; the Saudi oil field attack and its impli-
cations on global inflation and  now a likely hawkish Fed cut instead of a dovish one. 

The  market is pondering the Fed rate cut will be cloaked in hawkish language,  the 
much awaited one as it will give clues whether this week will be the last of the Fed 
cuts this year. The last time was a 25bps cut last July. 

We bet the Fed language is likely to be hawkish and it will be in the context of  a 
strong US economy, shown in the 2% GDP growth in the second quarter and 6% growth 
of consumption expenditures. But there’s  lingering weakness in the manufacturing 
PMI,  now in the contraction level of below 50. That’s the worrisome and unpredict-
able part because it is tied to the global trade war saga, prolonged but ushering a 
somewhat  half-baked deal near term.  How this mix-up of economic data and event 
risks get reflected in the Fed chair’s speech this week is keeping  many sidelined. 
Some Fed members are voting for a 50 bps cut but that’s  the minority view and the 
less popular view. 
  
There’s another event in the US that the market is interpreting just now; the $75bn 
overnight repo operation of the Fed, which was described as a response to credit  
market tightness. Repos are vital to financial markets as they give companies access 
to cash overnight using US Treasuries as collateral. Some are viewing the repo as some 
sort of  Fed’s  accommodation of  President Trump’s calls for sub-zero policy rate, 
which came after the ECB sounded a lot dovish and cut its refinance rate by 10 bps 
to -0.50%.

Locally, there’s also a twist on the easing local rate scenario given earlier BSP’s dovish 
drift,  hinting  of simultaneous cuts either this month or until October, (triple R and 
policy cut).There’s now an emerging view that the BSP might not at all cut the rates 
due to the  attack  on  the Saudi oil fields’ output  by  5.7m barrels per day, jacking up 
global oil prices by 13% overnight last weekend: the Brent closed higher at $70/barrel.   
 
Last weekend saw an  oil supply risk premium emerging  after a terror attack on the 
Saudi oil fields  halved daily output but which is  now almost fully restored based on 
a recent press release by the Saudi Kingdom. That event highlighted not only the 
vulnerability of Saudi oil and global oil supply to terror attacks but also of all oil im-
porting countries including the Philippines. The oil price premium now  overrides  the  
oil price tempering effect of the global growth slowdown, which the IMF said is likely 
to be deeper in 2020. There’s comfort though from the supply  prompt/trigger of  the 
U.S. and other countries’ petroleum reserves, reportedly adequately stockpiled to 
plug global supply shortfalls and thus keeping oil price spikes tempered. Higher oil 
prices tend to spur Philippine inflation by 0.3% for each $10/barrel worth of rise in 
global oil prices. This is the historical correlation in the Philippines. 

Positive Newflow on External Accounts. The BSP reported a $4.8bn surplus in  the 
country’s balance of payments position (BOP) in  the first half of 2019 versus $3.3bn 
deficit in the same period last year. And it was helped by the narrower current ac-
count deficit to $1.7bn in the first seven months of this year versus $3.8bn of the same 
period last year. There’s been higher net receipts in the primary income (largely OFW 
remittances from workers with less than 1 year of  contract) worth  $2.5bn, trade-in-
services of $5.9bn (largely BPO income), and secondary income accounts of $13.3bn 
(OFW remittances with more than a year of contract). On the other hand, the deficit 
in the trade-in-goods account posted a $23.5bn marginal increase as exports grew 
for the fourth month in a row until July and imports contracted for four consecutive 
months, year-on-year. Year-to-date July, exports grew 0.1%  while imports  shrank by 
1.5%.  

Auction. It was apparent that  only the short-end of the curve is responding to BSP’s  
guidance of  rate cuts in the horizon as reflected in last Monday’s Bureau of Treasury’s 
full award of its Php15bn offer,  broken down into Php4bn for 91- and Php5bn for 182-
day T-bills at an average of 3.037%, 3.420%, respectively, lower than previous auction 
of 3.149% and 3.429%. The 364 bills sold Php6bn with higher yield, 3.666% versus 
3.659% of the previous auction. But the seven year was sticky with the full award 
of the Php20bn at an average rate of 4.503% (lower than 4.8% posted in last July’s 
auction) that saw only half of it sold on tenders of Php22.1bn. The total oustanding 
volume of the series now stands at Php100.4bn. 

US Treasuries and Local 10 yrs Bond.  The local benchmark yield curve and US Treas-
uries (UST) both rose 11 bps and 20 bps on average week-on-week (WoW), respective-
ly. The 10 year UST was higher by 35 bps  to 1.90% while the 10-year local benchmark 
yield was also up by 19 bps to 4.76%. Year-to-date, the local ten year  went down 
by 265 bps. Week on-week,  the front-end (364-day T-bill) was slightly steady, (down 
by 1.8 bp to 3.70%); the belly (FXTN 10-63:9.5yrs) was up by 19 bps  to 4.76%, while 
the tail (R25-01:20.5yr) rose by 15.9 bps to 5.13%. Secondary trading average volume 
jumped  55.4% to Php21.07bn, while T-bill volume was also up 26.5% to Php3.73bn.

Liquidity Indicators. The interbank call loan rate (IBCLR)  was down by 0.36% to 
4.408% in August versus 4.773% in July. That’s indicative of market tightness as it 
remains below the benchmark of 4.25%. The  Time Deposit (TD) rates for short-term 
(1 yr and below) and long-term (above 1 year) stood at 3.145% (down by 1.01%) versus 
4.158% and 3.739% (down by 0.92%) versus 4.668% of the previous month, respec-
tively.  For the week August 29-September 4, time deposit rates  for below 1 year, 1-2 
years, and over 2 years were 3.011% (+0.03%), 3.482% (+0.19%), and 3.265% (-0.03%), 
respectively versus the previous week. 
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As of September 17 
ICBLR: 4.343%
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