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MTN issuance: all about oil 
Issuance of commodity-linked MTNs rebounded in September, propelled largely by oil-
linked MTNs, which reached their highest level since April 2012. However, oil-linked 
MTNs failed to lift overall MTN performance in Q3, which recorded its weakest quarter 
since Q3 04. A likely combination of reduced backwardation and lower volatility of 
crude oil in Q4 could limit the level of support from oil structures, but we are likely to 
see renewed interest in the PGM sector. 

After the lowest monthly issuance since August 2004, commodity-linked medium-term 
notes (MTNs) rebounded by 78% m/m in September to $0.23bn, bringing total Q3 issuance 
to just $0.79bn, down 31% q/q and 26% y/y, the weakest quarter since Q3 04. Although 
the y/y rate of decline in MTN issuance has been slowing, it is still struggling to turn 
positive. On the flip side, oil-linked MTNs have improved during Q3 13 and September’s 
issuance was the highest since April 2012.  

For the second month running, the energy sector was the main positive for commodity-
linked structured products, accounting for around $0.16bn, or 69%, of total issuance in 
September. The main contribution came from the issuance of the largest-ever SEC-
registered Brent note at $103.4mn. The fall in the Brent price from a two-year high in mid 
September may have whetted the appetite of investors, who were able to benefit from an 
attractive entry point combined with its strong backwardation. This pushed issuance of oil-
linked MTNs to $0.31bn in Q3, up 13% y/y. That said, YTD volumes of $0.76bn were well 
below the $1.3bn during the same period in 2012. Compared with other sectors, crude oil 
has offered a more attractive risk/return profile for structured notes in recent months, 
mainly because of its backwardation and the tense geopolitical situation. However, will this 
situation persist in Q4 13? In September, evidence of a loosening crude oil market was 
observed in the decline in backwardation of both Brent and WTI futures curves, and 
absolute prices have fallen m/m for the first time since May 2013. Over Q4, our oil analysts 
expect fundamentals to be softer relative to Q3, implying supply exceeding seasonal 
demand growth. Thus, our analysts maintain their forecast of $105/bbl for Brent in Q4 13. 
Meanwhile, with lower volatility relative to Q3, the short put strategy of selling puts and 
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FIGURE 1 
Despite a rebound in September, Q3 issuance fell to the 
lowest level since Q3 04… 

 
FIGURE 2 
… and the y/y weakness of commodity linked MTNs 
persisted 
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receiving an option premium is expected to become less attractive. As a result, we may 
struggle to see continuing high interest in oil structures for Q4 13.  

In contrast, precious metals have remained stuck in a rut, achieving just $14mn in 
September, down 84% y/y. Issuance of notes linked to precious metals saw just $36mn in 
Q3, their weakest quarter since Q4 08. This shows that risk appetite for precious metals 
remains subdued among investors. After a small recovery in August, gold sidelined a 
number of positive drivers, and saw its price drop 4.8% in September with ETP holdings 
continuing to dwindle. The physical market will be key in providing support for gold prices 
over Q4. We expect improvement from current levels but not strong demand. On a positive 
note, there has been demand for palladium-linked notes. In our view, palladium is still the 
precious metal with the most constructive fundamental backdrop in the medium term, 
particularly given robust auto demand in the US and China. Meanwhile, our analysts 
continue to watch South African wage negotiations. These pose a potential upside risk in 
the near term for platinum prices, which have been helped by improving auto demand. The 
relatively stronger outlook is likely to attract more investors on palladium and platinum 
linked MTNs in Q4. 

Notes linked to broad-based commodity indices are the only other category to see a m/m 
increase in the notional value of notes issued other than the energy sector, but the volume 
remains unusually low at just $55mn (up 72% m/m and down 47% y/y), compared with a 
monthly average of $153mn YTD and about $179mn in 2012. Meanwhile, after seeing no 
issuance in August, notes linked to commodity baskets have shown minimum signs of 
recovery, receiving only $3mn in September, down 92% y/y. Although the commodity-
linked MTNs are primarily structures linked to broad-based indices or baskets, over the past 
two years there has been an unparalleled focus on the energy sector and precious metals 
which have provided investors with better risk/return profiles in the current market 
dynamics, such as the shape of the curve and the implied volatilities of different options.  

Overall, structured product issuance began Q3 with a modest rebound at $0.43bn in July 
but fell significantly as the quarter progressed. Given the more favourable risk/return profile 
of crude oil, the energy sector has been the pillar of support for structured notes over the 
past quarter. As the outlook for precious metals becomes more constructive, we expect to 
see a shift in investors’ risk appetite towards the precious metals linked MTNs in Q4. 
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