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Upcoming 20-year SGS bond auction:
Fair value seen around 2.45%

Tuesday, June 25, 2019
Highlights:

e Tomorrow, MAS will auction $1.9b (with MAS taking $200m) new 20-
year SGS bond maturing on 1 July 2039. Note that this will be the last
long-dated scheduled SGS bond issue this year, so demand from lifers
should be decent. The scheduled SGS bond issuance calendar for the
remainder of 2019 comprises of a 5-year re-opening on 1 August, a 10-year
re-opening on 2 September, a 2-year re-opening on 1 October and a 7-year
re-opening on 1 November, as well as an optional mini-auction on 1
October. In terms of upcoming SGS bond maturities, there is $7.1 billion of
5-year SGS bonds maturing on 1 October this year.
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e However, the post-FOMC bond rally on the back of a dovish US
Federal Reserve has left SGS yields richer than initially expected. The
existing 20-year SGS benchmark bond which matures on 1 August 2036 is

Ireasury Research currently yielding just 2.37% , down from 2.57% on 9 January — on an
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absolute yield level, this is at the low end of the 2.24-2.57% range seen
year-to-date, and also below the five-year average yield of 2.61%. However,
compared to where the 10-year UST bond vyield is currently yielding at

2.01%, it offers a pick-up of 35bps (a level last seen in November 2016).

e The SGS vyield curve has actually bull-steepened since the start of
2019. The 2-20-year SGS bond vyield curve has steepened to 70bps, which
while slightly wider than the 43bps seen at end-2018, but is still near the
historical tights last seen back in 2007. In particular, the 20-30-year SGS
bond vyield spread has also widened to 20bps (widest since June 2013),
after averaging below 12bps since the start of 2018.

e In an environment where the Fed is preparing to trim its Fed Funds
policy rates and the futures market has priced in up to 75bps of Fed
rate cuts this year, the SGS curve is likely to lag any US bond market
moves. This implies there is limited upside for any prospective SGS bond
rallies, barring an outright recession story which is not a mainstream
domestic scenario yet even though the street has marked down 2019 GDP
growth expectations to around 2% and our house forecast is for 1.8% yoy
growth this year. That said, pending the Trump-Xi meeting this weekend on
the sidelines of the G20 summit, there is potential for global bond market to
be whipsawed further.
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We see fair value for the new 20-year SGS bond yield around 2.45%
region. Note that the 20-year bond-swap spread has widened to 16bps (last
seen in March 2010), suggesting that market players have been making
room for the upcoming new 20-year SGS bond issue. The 20-year swap
rate has fallen precipitously to a low of 2.17% on 14 June and is currently
hugging the 2.2% handle, but the existing 20-year SGS bond yield has
already climbed from the recent low of 2.24% on 14 June to its current
2.37%.

The previous 20-year SGS bond auction history suggest that when
yields are trading below 2.4% handle such as for the May 2017 and August
2016 auctions, the bid-cover ratio may be between 1.8-2.2x, albeit those
auctions were for smaller auction sizes of $800m-$1.5b. Moreover, the net
issue size of $1.7 billion for the new 20-year SGS bond is on the larger end
of the spectrum, so it will boil down to competing corporate issues (such as
perpetuals) and the yield differential pickup they offer that could lure some
potential demand away.
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Historical 20-year SGS bond auctions

Issue size Issue Date Amount Bid-to-Cover Cut-off Yield Median Average
(Sm) Applied (SSM) Ratio (%) Yield (%) Yield (%)
2,000 01/09/2010 4,118.3 2.06 2.91 2.85 2.81
1,100 01/03/2011 2,095.4 1.90 3.35 3.28 3.26
1,700 02/09/2013 2,533.2 1.49 3.40 3.25 3.23
1,400 02/05/2014 3,156.0 2.25 3.04 3.00 2.97
1,500 01/08/2016 2,759.4 1.84 2.25 2.21 2.19

800 02/05/2017 1,726.8 2.16 2.39 2.37 2.36
1,500 02/07/2018 3,565.2 2.38 2.86 2.82 2.73
Source: MAS, OCBC
Spread between 20-year SGS and 2-year SGS bonds -
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Spread between 20-year SGS and 10-year UST bond

6 5.2 Lam frice
*WCTI0 Gowt 2002
= B MASE0Y Indiex 2.366 |1

[~ln»m‘-mm-uml 5|
/ . 1% -
[4

WA,

/v/\ »e
/* f\,\/“\f/\/\J /

2000 2008 2009 200 2n Py 200 0 2018 2016 2007 2018 215
Source: Bloomberg, OCBC

Spread between 20-year SGS and swap rate
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This publication is solely for information purposes only and may not be published, circulated, reproduced or distributed in
whole or in part to any other person without our prior written consent. This publication should not be construed as an
offer or solicitation for the subscription, purchase or sale of the securities/instruments mentioned herein. Any forecast on
the economy, stock market, bond market and economic trends of the markets provided is not necessarily indicative of the
future or likely performance of the securities/instruments. Whilst the information contained herein has been compiled
from sources believed to be reliable and we have taken all reasonable care to ensure that the information contained in
this publication is not untrue or misleading at the time of publication, we cannot guarantee and we make no
representation as to its accuracy or completeness, and you should not act on it without first independently verifying its
contents. The securities/instruments mentioned in this publication may not be suitable for investment by all investors. Any
opinion or estimate contained in this report is subject to change without notice. We have not given any consideration to
and we have not made any investigation of the investment objectives, financial situation or particular needs of the
recipient or any class of persons, and accordingly, no warranty whatsoever is given and no liability whatsoever is
accepted for any loss arising whether directly or indirectly as a result of the recipient or any class of persons acting on
such information or opinion or estimate. This publication may cover a wide range of topics and is not intended to be a
comprehensive study or to provide any recommendation or advice on personal investing or financial planning.
Accordingly, they should not be relied on or treated as a substitute for specific advice concerning individual situations.
Please seek advice from a financial adviser regarding the suitability of any investment product taking into account your
specific investment objectives, financial situation or particular needs before you make a commitment to purchase the
investment product. OCBC Bank, its related companies, their respective directors and/or employees (collectively
“Related Persons”) may or might have in the future interests in the investment products or the issuers mentioned herein.
Such interests include effecting transactions in such investment products, and providing broking, investment banking and
other financial services to such issuers. OCBC Bank and its Related Persons may also be related to, and receive fees
from, providers of such investment products.

This report is intended for your sole use and information. By accepting this report, you agree that you shall not share,
communicate, distribute, deliver a copy of or otherwise disclose in any way all or any part of this report or any information
contained herein (such report, part thereof and information, “Relevant Materials”) to any person or entity (including,
without limitation, any overseas office, affiliate, parent entity, subsidiary entity or related entity) (any such person or
entity, a “Relevant Entity”) in breach of any law, rule, regulation, guidance or similar. In particular, you agree not to share,
communicate, distribute, deliver or otherwise disclose any Relevant Materials to any Relevant Entity that is subject to the
Markets in Financial Instruments Directive (2014/65/EU) (“MiFID”) and the EU’s Markets in Financial Instruments
Regulation (600/2014) (“MiFIR”) (together referred to as “MiFID II”), or any part thereof, as implemented in any
jurisdiction. No member of the OCBC Group shall be liable or responsible for the compliance by you or any Relevant
Entity with any law, rule, regulation, guidance or similar (including, without limitation, MiFID Il, as implemented in any
jurisdiction).
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