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WITH GOOD GROWTH PROSPECTS 
 
Last Wednesday, December 14, the US Federal Reserve finally raised interest rates - only the second time in 
more than 10 years. This brought US interest rates to 0.75%. 

While this rate hike was widely expected by 
market participants, the interest rate 
trajectory was a surprise. Though 
consensus expectations were for 2 rate 
hikes next year, the dot plot indicated that 
we may see 3 rate hikes instead. Moreover, 
we may see another 3 each for 2018 and 
2019, bringing US interest rates to 3% over 
the long term.  
 
After Trump's victory, bond yields have 
risen substantially, with US 10-year yields 
doubling from the low. As for the US dollar, 
it may start consolidating after its blistering 
rally which brought it to resistance levels. 
However, the steeper interest rate 
trajectory may cause it to strengthen over 
the medium to long term. As a result, the 
peso is flirting dangerously with the crucial 
50/$ level. The resulting weakness in 
emerging market currencies will weigh on 
equity prices.  
 
Last week, the US stopped a $400M aid 
grant "due to concerns around  the  rule  of       
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Though last week's US interest rate hike came as no surprise, 
the Fed indicated that rates will rise faster than expected. Over 
the medium to long term, this may lead to substantial weakness 
in the peso, which is detrimental to Philippine stocks, especially 
if the currency weakens versus its peers. Coupled with political 
noise which leads to uncertainty, we maintain our defensive 
positioning with a healthy cash level. 
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law and civil liberties in the Philippines". This provoked the President, who once again unleased anti-US rhetoric 
over the weekend. This can partially explain why, despite strong 3Q16 GDP growth figures, foreign selling 
continues practically unabated, with 17 out of the last 20 trading days seeing net foreign selling.  

 
Thus, after experiencing our worst monthly performance in 3 years last month, December is still showing 
relatively dismal performance. In light of these, we maintain our defensive positioning as we keep a healthy cash 
level. 

 
 


