Glencore news: Implications for iTraxx investors

Ulf Erlandsson

Recent reports indicate that Glencore (Ticker: GLENLN, CDS ticker: GLENCORE, Baa/BBB+) may have
considerable exposures to methane emissions that previously have not been in the public eye, see
Mining.com, 29 Nov 2021, “Glencore’s Australian coal mine revealed as methane super-emitter.”

At the same time, there are overnight news the activist hedge-fund Bluebell Capital Partners has asked
for a split of the firm into a coal and non-coal component, see Bloomberg, 30 Nov 2021, “Glencore Faces
Activist’s Call to Separate Coal Unit.”

First, we believe that an unremedied methane situation #/gure 1. Glencore spreads. Source: Bloomberg.
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For such long iTraxx Main investors, a potential solution would be to hedge out the Glencore exposure
(buy buying single name CDS protection on GLENCORE, matched maturity and notional exposure),
alternatively to - where possible - shift into the iTraxx ESG index (Bloomberg ticker: ITXEM36 or
equivalent for series matching). For a more technical perspective on these types of trades, refer to
“Carbon negative leveraged investment strategies”, AFIl, 12 Aug 2021, or “ESG in CDS indices: A
practitioner perspective”, AFIl, 14 Aug 2020.

Forinvestors looking to potential spread developments on the back of Bluebell’s approach to company
management, we see this as an interesting long convexity situation. If a split is executed, investors may
end up having their debt referencing to the ‘good’ part of the company, in which case its “ESG value”
should be high and spreads would rally (CDS would go tighter). If current bond investors instead are
stuck in the coal entity, and a new non-coal entity start raising debt, spread are likely to go significantly
wider. In this context, it is worth to note that Bluebell is focusing on creating value for shareholders.
There is a risk that some of that value will be extracted from bond holders.

We would argue that going long convexity through DV01 neutral 5s10s flatteners could be an interesting
position to get positive exposure to either spreads tightening or widening significantly. AFIl discussed
a similar catalyst positioning “Mexiconvexity: Credit ideas on the IMF Pemex Funding”, 8 Sep 2021 and
we would refer back to “CDS Curve Trading Handbook”, Barclays Capital, 2008, for a further deep-dive
into these types of trades. The AFIl team is also open to discuss the topic.
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IMPORTANT DISCLAIMER:

This report is for information and educational purposes only. The Anthropocene Fixed Income
Institute (‘AFII’) does not provide tax, legal, investment or accounting advice. This report is not
intended to provide, and should not be relied on for, tax, legal, investment or accounting advice.
Nothing in this report is intended as investment advice, as an offer or solicitation of an offer to buy or
sell, or as a recommendation, endorsement, or sponsorship of any security, company, or fund. AFll is
not responsible for any investment decision made by you. You are responsible for your own
investment research and investment decisions. This report is not meant as a general guide to
investing, nor as a source of any specific investment recommendation. Unless attributed to others,
any opinions expressed are our current opinions only. Certain information presented may have been
provided by third parties. AFll believes that such third-party information is reliable, and has checked
public records to verify it wherever possible, but does not guarantee its accuracy, timeliness or
completeness; and it is subject to change without notice.

The Anthropocene Fixed Income Institute is a non-profit organization “to monitor, advocate for and
influence the impact of the fixed income and bond markets in the age of human induced climate
change.” For more information about the Institute, please visit wwww.anthropocenefii.org or follow
us using the hashtag #anthropocenefii.
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