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Fed delay boosts Barrick and emerging markets

As the prospect of a 2015 rate hike fades, the weaker US dollar has boosted credit tied to gold and

emerging markets.

— Barrick’s 5-yr CDS has tightened by a quarter in the last month
— European insurance sector bonds have returned 2.33% in October; inflation bonds rally
— Markit iBoxx GEMX Russia has returned 27.2% in 2015, the best performing bond market

this year

Barrick Gold

The price of gold rallied to three month highs
this week, much to the relief of the world’s
largest producer, Barrick Gold. Its share price
has rallied 30% over the past month but
provides only a glimmer of what has been a
challenging year for gold miners.

Barrick Gold corp 5-yr CDS spread
bps
400

350
300
250
200
150
100

50

0
Oct/14 Dec/14 Feb/15 Apr/15 Jun/15 Aug/15

Barrick, which describes itself as “disciplined,
profitable production”, has been anything but
recently if credit markets are anything to go
by. Dragged down by the wider commodities
slump which saw the cost of credit protection
soar among miners, Barrick's 5-yr CDS
spread topped 325bps last month,
tantalisingly in implied junk territory. It was,
however, wider a few months back, reaching
354bps on July 24™, the day the price of gold
hit a six year low.

With operations heavily linked to the price of
gold, last month’s decision from the Fed to
keep interest rates on hold was an important
credit risk factor for Barrick. Its CDS has
tightened 25% since, as the prospect of
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higher interest rates and a stronger US dollar
faded. A strong US dollar is seen as a
negative for gold, which is widely traded in
US dollars. Markets now expect a 2016 lift off,
and this has boded well for gold and Barrick’s
credit position.

Russian bonds gain in price and liquidity
The prospect of a weakening dollar has also
provided a tailwind for oil prices. Russian
government bonds have continued their
advance with the best performing bond
market this year, delivering total returns of
2.57% so far this month, according to the
Markit iBoxx GEMX Russia index. This index
has returned a jaw dropping 27.2% this year,
led by a cooling in tensions in Ukraine.
Russia has been by far the best performing
BRIC nation with Brazil (0.1%), China (4.2%)
and India (7.5%) all trailing.

Corporates bonds have also fared well,
providing a 21% total return according to the
Markit iBoxx USD Corporates Russian
Federation index. This has led to issuers
(non-sanctioned) re-entering the capital
markets after a near one year hiatus.

compiled by markit


http://www.barrick.com/
http://www.barrick.com/
http://www.reuters.com/article/2015/10/08/russia-eurobond-idUSL8N1273R220151008
http://www.reuters.com/article/2015/10/08/russia-eurobond-idUSL8N1273R220151008

Markit Fixed Income Research

markit

Markit iBoxx USD Corporates Russian

Federation Index
20

18
16
14
12
10

==Average number of dealers
qguoting thetop 10
constituents

N A OO

0
Jan/14 Apr/14  Jul/l4  Oct/14 Jan/15 Apr/15 Jul/15 Oct/15

Source: Markit

According to Markit's bond pricing liquidity
analytics, average dealer quote counts have
picked up over the last month to levels seen
earlier this year, a period when corporate
bond returns were fruitful. Seasonality
coupled with volatility during the summer
stemming from Greece and then China forced
dealers to restrict trading of such instruments.
Level are now higher than this time last year,
with approximately 14-15 dealer quotes as
opposed to 12-13, which could indicate dealer
sentiment.

Growth in Russia, however, remains
mundane, as lower export revenues from oil
continue to bite. Any further downside has the
threat of reversing fortunes.

Investors return to FI ETF flows

As a US rate rise becomes ever more distant,
investors have been returning to emerging
markets through ETFs. The iShares
Emerging Markets Local Government Bond
UCITS ETF saw $144m of inflow yesterday,
according to Markit's ETP analytics service.

Insurance shines

Midway through October, European bonds
have enjoyed stellar returns this month with
the Insurance sector proving most rewarding.

Top pertormers so far this

month

Index October 2015* total return
€ Insurance 2.33%
€ High Yield 1.80%
Europe RMBS 1.71%
Europe MBS 1.67%
Europe ABS 1.62%
€ Oil & Gas 1.19%
Europe CMBS 1.12%
€ Basic Materials 1.01%
€ Germany Inflation-Linked 0.93%
€ France Inflation-Linked 0.79%

The Markit iBoxx € Insurance index has
returned 2.33% so far this month on a total
return basis, 53bps more than its nearest
contemporary, € High Yield. Even the energy
and mining based sectors, € Oil & Gas and €
Basic Materials, have failed to match
Insurance returns, led by names such as
French insurer CNP Assurances and the
Spanish name Mapfre.

Also performing well are German and French
inflation linked bonds. With Europe struggling
to spark inflation, rumours of further monetary
stimulus have been rife over the past few
months. This was reignited yesterday when
ECB’s Ewald Nowotny suggested that the
ECB needed to do more to boost growth and
inflation.
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