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The precipitous decline in the oil price has taken some of the attention away from Greece, abeit until the
elections next week. Less than four months ago the price of WTI crude was more than $100 a barrel; now it is
languishing below $50.
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What does a falling oil price mean for the global economy and the credit markets? It results in a transfer of
wealth from oil producers to consumers, which should provide a near-term boost to growth (the benefits to
consumers are realised quicker than the losses to producers). But that will be of little comfort to oil exporting
countries such as Russia and Venezuela. Both countries have seen their CDS spreads widen dramatically in
tandem with the declining oil price.

Russia s spreads exceeded 600bps for the first time since March 2009, and the credit deterioration is al the more
evident when one considers that it was trading at 300bps less than two months ago. The sovereign has ample
reserves, but the combination of falling revenue from its main export and the impact of US/EU sanctions will
impinge heavily on growth this year. Corporate defaults and concomitant bad debts in the banking system could



follow, and the government may have to step in and provide capital. The ruble has weakened dramatically, and
the CDS market is implying that Russia will struggle to hold on to its investment grade rating (it has Markit
Implied Rating of ‘CCC’).

Russia may be in atight spot, but Venezuela is in an even worse position. It was downgraded two notches to
Caa3 by Moody’s, the agency citing the impact of lower oil prices on its aready depleted reserves. The
sovereign’s CDS reflect its dire predicament — its one-year contract is trading at 54 points upfront, implying a
78% probability of default.

And it is not just government finances that are feeling the pressure from oil. Companies such as Transocean, an
oil rig operator, have seen their spreads widen sharply. Transocean is an investment grade credit, but its Baa3
rating is on review for downgrade by Moody’s, and the company’s spreads of 825bps imply that a cut to junk
could be forthcoming.
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