
 

 

Commodities bonds hit by slump 
 
The last 12 months have seen energy and mining bonds lose out due to the global commodities 
slump, with both high yield and investment grade bonds still feeling the strain. 
 

 Investment grade commodities bonds have underperformed the market in the last 12 
months 

 High yield commodities bonds have performed worse than their investment grade peers 

 High yield oil & gas bonds have proven more resilient, but markets still wary of risk 
 
Weakness in the commodities market has 
been one of the defining stories shaping 
market returns over the last 12 months. The 
fall from grace of commodities as an asset 
class is best illustrate by the performance of 
the Bloomberg Commodities Index which 
tracks over 20 commodities including 
livestock, metals and energy. The index hit a 
five year low in March of this year and has 
been hovering around the 100 mark ever 
since; around a quarter lower than the levels 
seen 12 months ago. 
 
Commodities bonds underperform 
This commodities slump has seen mining and 
energy bonds underperform the rest of the 
market as investors priced the commodities 
slump into their bond portfolios. Over the last 
12 month, the mining and oil & gas bonds 
which make up the Markit iBoxx $ Mining and 
Markit iBoxx $ Oil & Gas indexes have 
underperformed the wider Markit iBoxx 
$ Corporates index by 0.7% and 2.8% 
respectively.  
 

 
 

This underperformance has been driven by 
increased risk perception, as gauged by the 
index asset swap margin which measures the 
extra yield investors would require in order to 
swap out their exposure to the respective 
bond issuances. 12 months ago, the asset 
swap rate of constituents of the Markit iBoxx 
$ Oil and Gas stood at 150bps. This number 
has since climbed by over a third to 206bps, 
as of latest count. The mining index has seen 
a swing of equal magnitude, with its asset 
swap rate jumping by 38% to 241bps in the 
last 12 months.  
 
High yield even more volatile 
Speculative high yield bonds have fared even 
worse in both sectors with the Markit iBoxx 
USD Liquid High Yield Oil & Gas Index and 
Markit iBoxx USD Liquid High Yield Basic 
Materials Index both down by over 5% in the 
last 12 months. 
 

 
 
Unlike the investment grade universe, the 
non-energy commodities bonds that make up 
the Markit iBoxx USD Liquid High Yield Basic 
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Materials Index have underperformed their Oil 
& Gas peers after seeing a fall of 9% as 
opposed to the 7% fall seen by their oil and 
gas equivalents. 
 
This underperformance in basic material 
bonds has been driven somewhat by the 
performance of coal bonds which make up 
12.7% of the index. The continued oversupply 
of coal has seen the equity market turn 
increasingly bearish in coal names; 
something which has been mirrored in the 
bond world with some Alpha Natural 
Resources issues now trading at ten cents on 
the dollar.  
 
Oil & gas rebounds, but risk still present  
The one redeeming factor in the high yield 
commodities bonds has been the fact that oil 
and gas names have rebounded strongly 
from their lows seen in the closing weeks of 
last year. High yield oil and gas names are up 
by 10.9% on a total return basis from the lows 
seen on December 16th. This has been driven 
by a brightening in investor perception in the 
wake of a stabilisation in oil prices at around 
the $60 per barrel range.  

 
 
This relative stabilisation of energy names 
has seen the asset swap rate of the Markit 
iBoxx USD Liquid High Yield Oil & Gas Index 
fall from 600bps in December to 483bps as of 
latest count. Despite the recent fall in risk 

perception, the index asset swap of the high 
yield oil & gas index is still around 50% higher 
than 12 months ago, showing that investors 
still remain wary of holding energy bonds 
despite the recent rally. 
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