Philequity Corner (February 1, 2010)

By Valentino Sy

PIGS GET SLAUGHTERED
Investors dumped stocks and sought the safe-haven of the US dollar last week as “PIGS” got slaughtered over debt concerns.  “PIGS” is the acronym given to certain highly indebted European countries.  “P” stands for Portugal; “I” is for Italy and/or Ireland; “G” stands for Greece; while “S” is for Spain.  What started out as a debt concern on Greece, after Fitch and S&P slashed its sovereign debt rating last December, has now spread to Portugal, Italy, Ireland and Spain.  
Adding to concerns over Greece defaulting were Portugal’s smaller-than-expected sale of treasury bills last week and news that Spain was raising its budget deficit targets for the next two years.
Investors seek US dollar safe haven
Worries about Greece defaulting and suspicions of a bailout by the European Union sent investors scrambling for the US dollar (see middle pane of chart below).  The greenback closed at an eight-month high of 1.3678 against the euro last week.  
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Stocks and commodities decline
Stocks worldwide have resumed their declines after a brief pause the prior week.  As of last Friday, the S&P 500 index (see upper pane of the chart above) has already declined 7.3 percent from a high of 1,150.45 registered last January 19.  Meanwhile, our own PSE Index (see lower pane) has given up 8.7 percent from a high of 3,133.53 registered last January 15.


The surging US dollar also caused commodities to pullback substantially.  Light sweet crude oil has already fallen 14.4 percent from a high of 83.95 on January 11.  Gold has dropped 13.1 percent and copper has plunged 18.9 percent from their respective highs.
A Greek tragedy
Greek officials shocked the investing community two weeks ago when it announced that its budget deficit for 2009 reached 12.7 percent of GDP.  Under the Maastricht Treaty, they are supposed to keep it at most 3 percent.  

Greece also now has 254 billion euros of debt.  That’s a debt-to-GDP ratio of 100 percent, well above the limit of the treaty, which is 60 percent. 

When Russia defaulted on its debt and sent the world into crisis in 1998, they had a total debt of only 51 billion euros.

Credit default swaps gave clue

The difficulties in the European Union over debt have long been tipped off by the price movement in credit default swaps.  Credit default swaps, essentially, are instruments that insure the protection buyer from a corporate or sovereign default on a loan or bond.  As shown below, the credit default swaps of “PIGS” have been rising since the start of November 2009.
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As of last week, Greece’s 5-year CDS hit 420.  This means that a protection buyer must pay $435 as insurance for every $10,000 of Greece’s 5-year bond.  Meanwhile, the 5-year CDS of Spain, Portugal and Italy hit 170, 229 and 152, respectively.
Warning from “PIGS”
The market’s reaction to the debt woes of “PIGS” should serve as a warning to our government.  Last year’s budget deficit of Php293.2 billion was 17 percent above target and equivalent to 3.7 percent of GDP.  Understandably, much of this can be attributed to the stimulus efforts to offset the global economic slowdown.  But now that the economy is expected to post some modest recovery this year, the government should already put a rein on the deficit.   

Similar to “PIGS”, the investment community may not be tolerant of a deteriorating fiscal deficit as a percentage of GDP.
Investors’ Forum on February 11
We are having an investors’ forum on February 11, 2010, 5PM to 7PM at the PSE Auditorium, PSE Stock Exchange Centre, Ortigas Center, Pasig City.  In this joint forum between Philequity Management Inc and Wealth Securities, we will be discussing our investment outlook and specific strategy for a volatile 2010.  For shareholders and readers who are interested to join, please email geenalyn.tan@philequity.net or czarina.flores@philequity.net. Or call 689-8080 to register.

For comments and inquiries, you can email us at info@philequity.net. You can also view our archived articles at www.philequity.net or www.wealthsec.com.
