
 

 

Australia’s commodities exposure drives credit risk 
 
The global commodities slump has seen Australian corporate credit risk surge over the last 12 
months. 
 

 The Markit iTraxx Australia index has risen by 12bps in the last year to date 

 The basis between Australian and Japanese credit has doubled in the last 12 months 

 Natural resources exposed names have led the widening  
 
Natural resources represent over half of all 
Australian exports, which is making both 
investors and policy makers wary in the wake 
of the recent commodities slump. 15 years 
ago, natural resources made up just 32% of 
all Australian exports, and the growing 
reliance on exports for the country’s tax base 
has seen a former government adviser liken 
the country to a “banana republic”. 
 
This reliance is best demonstrated by the fact 
that the country’s tax income fluctuates by 
A$10bn for every $10 swing in the price of 
iron ore. That commodity currently trades at a 
seven year low of $44 per tonne, down from 
$95 12 month ago. Weak Chinese demand 
has seen some industry analysts forecast a 
fall below $40 per tonne in the coming year.   
 
Australia’s economic struggles have only 
been compounded by the continuing 
weakness in coal and oil.  
 
 
Australian credit risk surges 
The country’s reliance on natural resources 
has also seen investors treat Australian 
corporate credit with increased risk in the last 
12 months. Australian corporate credit risk, as 
gauged by the Markit iTraxx Australia index 
which tracks liquid CDS spreads for 
Australian companies, has jumped by 12bps 
in the last 12 months to 97bps.  

 
The recent 52 week high was registered last 
week when the Chinese stock market crash 
sent many commodities to new recent lows. 
 
Australia’s surging corporate credit risk marks 
a strong contrast with Japanese fortunes, as 
the Japan iTraxx index has fallen by 7bps 
over the same period. This means that the 
extra protection required by investors to 
protect Japanese corporate credit over 
Australian issues has doubled in the last 12 
months to 39bps.  
 
Commodities drive surge 
Not surprisingly, mining and oil firms have 
been driving much of the credit deterioration 
trend as three of the five constituents of the 
index seeing the largest amount of credit 
deterioration in the last 12 months. 
 
The worse credit deterioration in the natural 
resources spaces was seen in Woodside 
Petroleum whose CDS spread has jumped by 
a quarter in the last 12 months to 106bps. 
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Mining credit deterioration was led by industry 
giants BHP Billiton and Rio Tinto whose CDS 
spread have jumped by 21bps and 19bps 
respectively. In terms of credit risk, Rio Tinto 
is seen as the riskier of the two with a CDS 
spread of 107bps. 
 
 

 
Australian consumers have also been feeling 
the commodities driven economic slump and 
this has seen the country’s largest retailer 
Woolworth’s lead the credit deterioration. 5 
year CDS spreads in the retailer have surged 
by the 39bps to 87bps in the last 12 months.  
 

 
The other large Australian retailer, 
Westfarmers, has also seen its CDS spreads 
widen significantly, with the 5 year spread 
jumping 19bps to 72bps. 
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