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Perpetual Series 6: Picking up nickels 
  

Is this a new norm, or would this unravel? Thankful for 3% yields while rates remain low. 
 
 To our surprise, the non-call of ARTSP 4.68% PERP (covered in our 5th series) was a 

seemingly non-event as prices corrected by a mere few points. Meanwhile, the rest of the 
SGD perpetuals still held up well, including WINGTA 4.35% PERP (till it became apparent 
that the issuer similarly skipped the call). 

 Against our view that perpetuals should not be indiscriminately priced to call (3rd series) as 
the chance of missing a call is non-zero (2nd series), the market appears to  price a number 
of perpetuals to call still – though investors are right in certain cases where replacement 
perpetuals could be priced around the 3% handle, which is a record low range for perpetual 
coupons.  

 The suppressed interest rate environment coupled with lack of supply has starved investors 
of alternatives, driving yield-hungry investors to chase down the capital structure. Had 
investors chosen not to sacrifice on structure, we believe a higher grade SGD bond portfolio 
with Neutral (4) Issuer Profile would likely yield just above 2% in today’s environment. 

 In today’s environment, yields around 2-3% in SGD compare very well against peers globally. 
For tenors not exceeding 10Y, BBB-rated corporates in the US trade lower than 2%; Europe 
fares worse at lower than 1%. Meanwhile, rates of some of the safest assets (e.g. 
government bonds) are turning negative. 

 As such, SGD perpetuals could remain supported if interest rates and spreads remain 
suppressed globally. For now, the 3% handle appears to be the new norm for higher grade 
SGD corporate perpetuals.  

 The chase for yield is good news for existing perpetuals, especially ones which are issued 
earlier with wider spreads, as replacement perpetuals could be priced tighter or at similar 
levels. If spreads on straight bonds continue to grind tighter, perpetuals may tag along. 

 Due to technical factors, we turn Neutral on perpetuals as non-call risks have reduced given 
the potential to refinance at similar initial spreads or cheaper despite shifts in 
fundamentals. We favour perpetuals which were issued earlier and/or issued with wider 
spreads, which may see higher chances of call. 

 That said, we remain somewhat cautious on newer or replacement perpetuals in general, 
including ones which may price following the outbreak of COVID-19. We believe that non-
call risks are higher for corporates which cannot refinance cheaper, as we observe that 
issuers which exercise the call typically do so based on economics (2nd series) and maintain 
access to the market in view of their still sound fundamentals. One reason for Ascott REIT to 
miss the call was because the economics did not work out. 

 Despite the strong market technical environment, we caution against chasing perpetuals if 
the spreads compress too close to the seniors. Historically, while certain perpetuals trade at 
smaller senior-sub spreads, the vast majority of senior-sub spreads traded around 100bps 
(3rd series). Versus straight bonds, investors should think if the spread pickup between 
perpetuals and straight bonds adequately compensates for increased risks, including (1) 
subordination, (2) non-call and (3) distribution deferral. Aside from increased risk of 
inflation, a significant uptick in supply (if any) may also limit further compression in spreads. 
Macroeconomic uncertainties remain with no firm visibility on the pace of any economic 
recovery, though it looks increasingly like a ‘K’-shaped one with the haves coming out ahead 
relative to the have-nots. 
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Explanation of Issuer Profile Rating / Issuer Profile Score 
 
Positive (“Pos”) – The issuer’s credit profile is either strong on an absolute basis, or expected to improve to a 
strong position over the next six months. 
 
Neutral (“N”) – The issuer’s credit profile is fair on an absolute basis, or expected to improve / deteriorate to a fair 
level over the next six months. 
 
Negative (“Neg”) – The issuer’s credit profile is either weaker or highly geared on an absolute basis, or expected 
to deteriorate to a weak or highly geared position over the next six months. 
 
To better differentiate relative credit quality of the issuers under our coverage, we have further sub-divided our 
Issuer Profile Ratings into a 7 point Issuer Profile Score scale. 
 

 
 
Please note that Bond Recommendations are dependent on a bond’s price, underlying risk free rates and 
an implied credit spread that reflects the strength of the issuer’s credit profile. Bond Recommendations 
may not be relied upon if one or more of these factors change. 
 
Explanation of Bond Recommendation 
 
Overweight (“OW”) – The bond represents better relative value compared to other bonds from the same issuer, 
or bonds of other issuers with similar tenor and comparable risk profile.  
 
Neutral (“N”) – The represents fair relative value compared to other bonds from the same issuer, or bonds of 
other issuers with similar tenor and comparable risk profile.  
 
Underweight (“UW”) – The represents weaker relative value compared to other bonds from the same issuer, or 
bonds of other issuers with similar tenor and comparable risk profile.  
 
 
Other 
 
Suspension – We may suspend our issuer rating and bond level recommendation on specific issuers from time 
to time when OCBC is engaged in other business activities with the issuer. Examples of such activities include 
acting as a joint lead manager or book runner in a new issue or as an agent in a consent solicitation exercise. We 
will resume our coverage once these activities are completed. 
 
Withdrawal (“WD”) – We may withdraw our issuer rating and bond level recommendation on specific issuers from 
time to time when corporate actions are announced but the outcome of these actions are highly uncertain. We will 
resume our coverage once there is sufficient clarity in our view on the impact of the proposed action. 
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Analyst Declaration 
The analyst(s) who wrote this report and/or her or his respective connected persons does not hold financial interests in the above-mentioned 
issuer or company as at the time of the publication of this report. 
 
Disclaimer for research report 
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 
and/or its related and affiliated corporations may at any time make markets in the securities/instruments mentioned in this publication and together 
with their respective directors and officers, may have or take positions in the securities/instruments mentioned in this publication and may be 
engaged in purchasing or selling the same for themselves or their clients, and may also perform or seek to perform broking and other investment 
or securities-related services for the corporations whose securities are mentioned in this publication as well as other parties generally.  
 
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 
II, as implemented in any jurisdiction). 
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