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General Observations

1. In checking the medium term debt
management strategies and annual
borrowing plans, nearly all government debt
managers DO NOT make reference to
commodity price risk (exception Colombia).

2. It is more likely that there is reference to
commodity prices in the Budget and/or
MTFF and in some countries commodity
price risks are included in scenario analyses.



Volatility of Commodity Price Indices
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Impact on Gross Debt-to-GDP Ratios

Figure 1.1. Revisions to General Government Gross Debt-to-GDP Ratio, 2007-21
(Rebased debt ratio, index 2007 = 100)

1. Emerging Market and Middle-Income Economies, 2. Low-Income Developing Countries
Excluding China

140 - - - - 140

120 - - April 2016~ 120
"¢'.- ------------
APl 2013 fommmmm e .
""" ~—— April 2015
100 - - e - 100
5‘- ....’ ~§~~
s, April 2011 ~ d
. P .\\ April 2011
~
80 - " - - N - 80
April 2007 .
5~‘
April 2007
60 | | | | | | | | | | | | | | | | 60
2007 09 11 13 15 17 19 21 2000 09 11 13 15 17 19 21

Source: IMF staff estimates.
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Australia and the Iron Ore Price Index

Chart A: Recent spot price

developments
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2015-16 Budget

The underlying cash deficit 1s expected
to be $35.1 billionin 2015-16 (2.1 per
cent of GDP). Forecast tax receipts have
been downgraded by $52 billion over the
four years to 2017-18 since the 2014-15
Budget. This has been driven by a near
halving of the iron ore price and
persistently low wage growth. The fall in
commodity prices has contributed to the
largest fall in the terms of trade in over
50 years.

Source: Platts, published in the

Australian 2015-16 Budget
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Debt Management Impact
Increase in the Borrowing Requirement

Chart 1: Face value of CGS on issue projected to 2025-26
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New Zealand and Global Dairy Price

Dairy export prices are forecast to recover from the second half of 2015 onward at a
relatively modest pace (Figure 1.5). Demand for dairy products is expected to pick up as
imports into China return to more normal levels. There could be a larger increase in global
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New Zealand 2015-16 Budget

Scenario One — Lower Trough in the Terms of Trade

Greater weakness in commodity prices and low global inflation...

In the first scenario, world prices for Figure 3.1 — Goods terms of trade (SNA)
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commodities may be larger than
projected.

As a result of weaker commodity prices, global inflation remains low for a longer period. At
the same time, low nominal interest rates hinder an effective response by central banks to lift
demand. Even weaker global inflation flows through to lower import prices for New Zealand,
partly offsetting the fall in export prices, but the goods terms of trade are lower than in the
central forecast until June 2019 (Figure 3.1), when they recover to the same level.




Impact on Malaysia (January 2015)

Statement by the Prime Minister, 20 January 2015

The government’s 2015 budget, announced in October, was based
on oil prices averaging $100 a barrel but this projection was no
longer realistic as global crude prices have dropped by over 50
percent. State oil company Petronas contributes about a third of
Malaysian governmentrevenue.

The government lowered its oil price forecastto $55 a barrel, which
will lead to a revenue shortfall of 8.3 billion ringgit (US$2.3 billion)
despite savings from the removal of fuel subsidies last month.

The economy is forecast to grow between 4.5 and 5.5 percent this
year, while the budget deficit is expected to equal 3.2 percent of
gross domestic product. Earlier, the government forecast the

economy to expand 5-6 percent and the budget deficit to narrow to
3 percent from 3.5 percent in 2014.



Conclusions

1. Most debt managers do not consider commodity
prices or model commodity price risk

- Colombia is one exception
2. Commodity prices are analyzed in the Budget and
MTFF, not directly but with impact on the

parameters such as terms of trade, inflation and
growth in GDP

- Australia, Malaysia and New Zealand are such examples

3. Some countries hedge commodity prices
- Mexico is one case using oil price options
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