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AUD fate shifting as China may consider
targeting Aussie coal
Reports that China is considering limiting Australian coal imports - as
diplomatic tensions between the two countries rise – doesn't bode
well for AUD. If such speculation materialises, the fall for the currency
may be quite significant

China coal

Coal getting caught in the crossfire?
Since the first skirmish between Australia and China as the former called for an investigation on
the origins of Covid-19 last month, markets have feared the diplomatic fall-out would
trigger economic retaliation. Recent news flow suggests such fears, and AUD’s shield to trade
tensions is creaking.

Unlike barley and beef, coal is Australia’s second-biggest export,
and China is the second-largest buyer 

After imposing tariffs on Australian barley and beef in addition to an import ban, reports that
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China is targeting Australian coal have intensified. Despite no official confirmation from Chinese
authorities, speculation and media reports about a possible import ban on coal has been enough
to trigger a drop in AUD.

Unlike barley and beef, coal is Australia’s second-biggest export (figure 1), and China is the second-
largest buyer of Australian coal. The consequences for the Australian mining industry would be
quite severe at a time when the Australian economy faces its first major economic downturn in 30
years.  

Fig. 1 & 2 - Australia's dependency on China's coal demand

Source: DFAT, Bloomberg, ING

AUD: Facing large downside risk
Barring today’s correction in AUD, so far the currency has proven to be not too sensitive to the
rising tensions, thanks to the attractive fundamentals. These include a supportive commodity
backdrop - thanks to iron ore’s performance, low Covid-19 contagion, a large fiscal stimulus and
not a very dovish central bank, of course relatively speaking. 

A Chinese ban on Australian coal is mere speculation thus far, but should this prospect materialise,
AUD’s recent resilience suggests the fall may be quite significant.

In particular, it will likely fuel concerns that China will end up targeting other key Australian
exports, such as iron ore, which is likely to have a much more substantial economic impact on
Australia or even LNG (whose prices are already under pressure).

How the resilience of iron ore prices provide a solid fundamental for AUD 

A fully-fledged Australia-China trade war (which includes duties/bans on coal and iron ore)
can, in our view, send AUD/USD back to the 0.60 area.

For now, the risk of this happening should be enough to prompt AUD to lag its procyclical
peers.  

https://www.ft.com/content/6142f1b9-58cc-47e4-b2fb-8212ad792b2d
https://think.ing.com/articles/aud-cast-iron-sentiment/
https://think.ing.com/articles/aud-cast-iron-sentiment/
https://think.ing.com/articles/lng-price-pressure-shut-in-risks/
https://think.ing.com/articles/aud-cast-iron-sentiment/


THINK economic and financial analysis

Snap | 27 May 2020 3

Author

Francesco Pesole
FX Strategist
francesco.pesole@ing.com

Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.

mailto:francesco.pesole@ing.com
http://www.ing.com

