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Mining bonds shunned as commodities slump

With commodity prices slumping, both investment grade and high yield mining sector bonds are

experiencing a sharp selloff.

— Markit iBoxx $ Mining index seen its credit spread widen 15bps this week; near ytd highs
— Anglo American and Freeport bonds led the widening in the investment grade mining index
— Markit iBoxx USD Liquid High Yield Basic Materials Index yield now widest on record

Bearish sentiment for commodities has
resumed amid reduced demand from China.
The world’s second biggest economy faces
challenges in maintaining its projected growth
rate, with some predicting a long term decline
in China’s appetite for commodities.

Iron ore, crude oil and most recently gold
have seen sustained downward pricing
pressure. This has also spread to other

precious metals including copper, zinc and tin.

As a result major commodity exporters,
particularly those that have substantial trade
links with China such as Australia, South
Africa, Indonesia and Brazil, face uphill
challenges.
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The pessimism around commodities and in
particular the mining sector has spread into
credit markets, with bond prices falling. The
Markit iBoxx $ Mining index, made up of
investment grade credits in the sector, has
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seen its spread over benchmark (a measure
of credit risk) widen 15bps this week to
289bps. The level is just shy of January’s
year to date (ytd) high of 293bps.

Interestingly, the closely related Markit iBoxx
USD Liquid Investment Grade Oil & Gas
Index is only 2bps wider this week, even with
recent declining oil prices. This contrast
highlights the resilience of investment grade
oil & gas sector compared to the mining
sector.

Looking deeper into the Markit iBoxx $ Mining
index, two credits stand out as seeing
sustained selloff pressure.
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Freeport, one of the world’s largest producers
of copper and gold has seen its 3.55% bond
due 2022 down 6.35pts (cash basis to par)
this month to date. This translates into a
$127m cumulative loss for investors in just
this single bond. The sharp movement in
price displays fragility and is more
reminiscent of the high yield sector rather
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than a BBB rated investment grade name like High yield
Freeport, Mining sectorbond indices
Vel o) ——iBoxx $ Mining
The price of gold recently dipped below 10 e b L e v
$1,100 per barrel for the first time in five : _ Dasiemaenas e
years and even major commodity producers .
such as Freeport have come under fire from 6
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High Yield Basic Materials Index now stands
at 9.28%; the highest since the index started
in 2009. It has widened 100bps in just the
past month alone, surpassing the recent
highs reached in December 2014.

The other big loser in the sector has been UK
based miner Anglo American. A big iron ore
and copper producer, its bond due 2019 has
hit a new five year low at 119.18pts.

Coal firms Alpha Natural Resources Inc,
Peabody Energy Corp and Arch Coal Inc
have led the trend with their credits now
trading at distressed levels.
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