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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. 
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Figure 1.2. Major Realignments in the Global Economy
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4. Import Volume Growth, 2000–15
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2. Commodity Prices
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5. Emerging Market and Middle-Income Economies: 10-Year 

Sovereign Bond Yields, 2014–162
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Impact on Gross Debt-to-GDP Ratios
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economic deceleration and the sharp contraction 
of private investment during the global financial 
crisis (Figure 1.2, panel 4). This trade slowdown has 
eroded the fiscal positions of many emerging market 
and developing economies for which trade is still an 
important source of tax revenues (Box 1.1). 

 • Tighter financial conditions.2 In many emerging 
market and developing economies, external funding 
conditions for the government have become more 
difficult as a result of weaker economic prospects, 
the U.S. Federal Reserve policy rate lift-off, concerns 
about China’s outlook, higher geopolitical risks, and, 
more generally, a rise in global risk aversion (Figure 
1.2, panel 5). In most advanced economies, govern-
ment bond yields are very low, although in selected 
European countries sovereign spreads have picked 
up in early 2016.

 • Geopolitical tensions. Geopolitical uncertainties are 
on the rise, as shown by the growing number of 
armed conflicts, terrorist acts, and countries affected 
by terrorism in the world (Figure 1.2, panel 6). 
The intensification of conflicts has large negative 
impacts on the countries directly affected, for both 
their economic prospects and their fiscal outcomes. 
Geopolitical tensions can also spill over to the fiscal 

2 In the text, the term “tightening of financial conditions” refers to 
the increase in the governments’ borrowing costs. 

positions of other countries through various chan-
nels, including higher security-related spending, the 
need to accommodate refugee flows, and changes in 
perception of risk and confidence. In Europe, for 
instance, the surge of refugees is testing the flexibil-
ity of the fiscal rules framework and the ability of 
countries to integrate migrants into the labor force 
(Box 1.2). 

Advanced Economies: Growing Divergences in 
Fiscal Policy

Advanced economies, as a whole, adopted a neutral 
fiscal stance in 2015: their structural primary balance3 
remained broadly constant after four years of sustained 
improvement (Figure 1.3, panel 1). Against a backdrop 
of weak growth, sizable output gaps, and inflation rates 
close to zero, the fiscal stance is expected to remain 
neutral in 2016. As a result, the average debt-to-GDP 
ratio was stable in 2015 (at 106 percent), and the debt 
ratio is now projected to peak in 2016, one year later 
than projected in the April 2015 Fiscal Monitor.

However, the neutral aggregate stance masks rising 
divergences among advanced economies. Countries 
are taking different approaches to debt reduction 

3 The structural primary balance is a measure that filters out the 
impact of cyclical movements and one-off factors, and allows making 
an assessment of the “underlying” fiscal stance.
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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, 
Excluding China

2. Low-Income Developing Countries

IMF Fiscal Monitor (April 2016)



Australia and the Iron Ore Price Index

Source: Platts, published in the 
Australian 2015-16 Budget

2015-16 Budget
The underlying cash deficit is expected 
to be $35.1 billion in 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. 



Australia 2015-16 Budget
Debt Management Impact

Increase in the Borrowing Requirement

The face value of CGS on issue is projected 
to rise to A$573 billion by 2025-26, 
reflecting a modestly weaker underlying 
cash balance, and its associated higher 
public debt interest expense, accumulating 
over the medium term.

The Australian Office of Financial 
Management (AOFM) has taken the 
opportunity to lengthen the CGS yield 
curve. This has provided for a lower risk 
profile of maturing debt and has been 
achieved during a period when borrowing 
costs have been low by historical standards.



New Zealand and Global Dairy Price 
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Commodity price outlook 

The supply overhang in the market is expected to keep crude oil prices at low levels 
throughout 2015.  This overhang is expected to be eroded as production is cut back. Prices 
are currently still at levels that allow most production to be maintained in the short term. 
However, current prices are below long-term average costs for many producers, particularly 
those operating under more technologically challenging conditions, which has led to a sharp 
reduction in exploration and investment and will lead to slower production growth in the 
future. The macroeconomic forecasts assume that oil prices will gradually return to around 
US$80/barrel, which approximately reflects long-term costs of production.   

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 
dairy demand if Russia returns 
to global markets.  However, 
global inventories of dairy 
products are high, particularly 
in the EU, and there is 
considerable uncertainty over 
the supply response of EU 
producers following the 
removal of milk production 
quotas. Dairy prices are 
assumed to recover towards 
the long-term levels forecast 
by the OECD-FAO of around 
US$3,900/mt towards the end 
of 2016 as supply and demand 
become more balanced.3 

Impact on the New Zealand economy 

The combined impacts of movements in export and import commodity prices are captured in 
the terms of trade, which have an important influence on New Zealand’s income growth. 
Lower export prices reduce producer incomes and therefore influence their consumption, 
investment and saving decisions.  Lower import prices have the opposite effect but it is less 
direct. That is, lower import prices enable producers and consumers to buy more of the lower 
priced goods or other goods for an unchanged income. At a national level, the fall in dairy 
prices is mainly reflected in lower export receipts (reduced income), while the fall in oil prices 
is mainly reflected in lower consumer and intermediate input prices (increased purchasing 
power), and both are reflected in lower nominal GDP. 

The outlook for dairy and other export commodities is similar to the Half Year Update but oil 
prices are considerably weaker. Although still expected to decline in the short term, the 
terms of trade are expected to trough at a higher level and remain higher than the Half Year 
Update throughout the forecast, chiefly as a result of lower import prices (Figure 1.12). 

                                                 

3  OECD-FAO Agricultural Outlook 2014, weighted to reflect New Zealand’s export mix. 

Figure 1.5 – Dairy prices 
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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 
New Zealand’s commodity exports fall 
to a lower level than in the central 
forecast. The potential key drivers of 
such a price fall include the impacts of a 
sharp slowdown in Chinese demand on 
other Asian economies and Australia. 
Alternatively, US monetary tightening 
may lead to falling asset prices, 
currency volatility and tighter credit 
conditions in emerging markets, which 
would also result in lower Asian 
demand. Finally, global supply of soft 
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. 

...result in depreciation of the NZ dollar and slightly lower inflation... 

Lower terms of trade than in the central 
forecast lead to a sharp depreciation in 
the exchange rate over the coming 
year, contrasting with a steady NZ 
dollar TWI projection in the central 
forecast (Figure 3.2). Following this fall, 
the TWI remains at a lower level 
throughout the forecast period. 

Inflation is slightly lower over the next 
year than in the central forecast (Figure 
3.6). Non-tradable inflation recovers at a 
slower pace over 2016 and 2017 as a 
result of weaker domestic demand. 
Tradable inflation is higher over 2016 as a result of the fall in the exchange rate, but the lift is 
partly offset by low global prices for tradable goods and particularly for commodities, 
including crude oil. Headline inflation returns to 2.0% at the end of 2016, similar to the central 
forecast.  

Figure 3.1 – Goods terms of trade (SNA) 
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Figure 3.2 – Trade-weighted NZ dollar index 
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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 government revenue.

• The government lowered its oil price forecast to $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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