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Aim of the Study

* Volatile commodity prices are affecting fiscal positions of JICA'’s
client countries, especially natural resource-dependent countries

* Assessment of fiscal policies and risks associated with natural
resources

* Research review and case studies in Malaysia, Mongolia and PNG

* Derive lessons learned and apply them to JICA’s knowledge and
practice on PFM
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JICA’s Yen Loan to RRCs
Outstanding (JFY 2015)

Middle East
and North Africa
3%

RRC: exporters of oil, gas, and metals (copper,
gold, iron, silver) where these commodities
represent a large share of exports (20% or more
of total exports) or fiscal revenues.
- Fiscal Monitor, IMF (Oct. 2015)

Europe
and Central Asia
1%

Latin America
and the Caribbean
1%

Africa
1%
MDB
2%

Source: Author, using figures from JICA’s Annual Report 2016
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Mine Development: Investment, Income and Cost
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Mine Development: Investment, Income and Cost

Investment Allocation
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Revenue and Expenditures (Asia)
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Revenue and Expenditures (Other countries)
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Impediments to Fiscal Discipline

Copper ($/ton) Gold ($/troy ounce)

9500
8500
Crude oil ($/bbl) 7500

6500

Brent

5500
4500

Commodity prices are more volatile jgg

2500

e o o Source: Commodity Market Monthly, IMF (2016)

Source: Commodity Market Monthly, IMF (2016)

A4l High expectations for revenue from new mining; tendency to overborrow

Effects of a sharp PRC slowdown HEE Commodity prices
Percentage points I Trade and policies

1 [ Global financial shock
@ Total effect

2016 2017 . . .
e Lxposure to a rebalancing in China

Source: WEO, IMF (2017)

(2355825;0) Appetite for infrastructure investment

Source: Infrastructures for a Seamless Asia, ADB (2009) PRC us Euro JPN 2y LA RC World

area ex PRC
Source: Asia Development Outlook, ADB (2016)

Expansionary fiscal policy, inflationary pressures, rising welfare spending, etc.

Other factors...
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Crude 0il Price (USD/bhbl)
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Fiscal Discipline and Fiscal Adjustment (1)

Mongolia 1: Fiscal Balance (LHS) and Copper & Cpal Price (RHS) Coal  Copper
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Mongolia Commodity Export

Export share of key commodities (% of total exports)
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Fiscal Discipline and Fiscal Adjustment (2)

PNG : Fiscal Balance (LHS) and-Gold, Copper, Oil Price (RHS) Gold  Copper Oil
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PNG: Commodity Export

Export ProductShare, 2014
(In percent)
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Fiscal Discipline and Fiscal Adjustment (3)
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Good practices and prescriptions

are available...but

« Many resource-rich countries still face
difficulties. (Fiscal deficits and
accumulating debts)

e What works and what doesn’t?

* Fiscal Discipline shall be in place, but is
it...?

®15



Resource and Nonresource Balances

. Revenue
Fiscal Framework

Tax from extraction companies, Tax from exports

of natural resources, Royalties, Mining Tax, Bonus

Investment
md Resource Balance [gud- Exploration Fee, Resource related investments
Savings

3100 (S i Offshore and Domestic Savings

Revenue

Insulate Resource and
Nonresource Balance

- VAT, CIT, PIT, Trade, Other tax, SOE revenue,
. dividends
Stabilize
Investment
_-_
Expenditure

- Current expenditures

Source: Author using Study on Economic and Fiscal Policies in Resource-Rich Countries, [ICA (2016) ®16



What we know about Resource Revenue Management

Resource
Principles Issues to Consider
Revenue
a. Are all tax and fees from natural resources secured and
Contribution made transparent?
to Budget b. Who collects and manages them?
c. What is the projection vis-a-vis non-mineral revenue?
Savings for the future d. What are the allocation rules?
Allocative development and risks e. How do you deal ‘\i\flth the present needs as well as save for
Efficiency 1 _ _ the future generations?
y Staxg.rl"ulgstfor fiscal f. What are the rules of fund transfer to the general account /
stabliization central bank?
. g. Will the infrastructure (and those in public investment plan)
Investment for productive , . .
and sustainable capital enhance sector’s operational efficiency?
Allocative P h. Will they help cure the “Dutch Disease™?
Efficiency 2 : I. How can people benefit from the windfall?
Investment for social . . :
capital j. What areas of human capacity should be strengthened in the
P long-term?
. k. How do you balance the budget?
Fiscal :
. |. How do you consolidate cash flow management?
Discipline / . . , .
. Adherence to fiscal rules | m.How will you meet the people’s expectations?
Operational ) : .
.. n. How are expenditures reviewed and audited?
Efficiency

0. How will you cope with political pressures?

[ )
Source: Author
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What are the Challenges of Institutions?

Issues to Consider Remarks Challenges in
a. Are all tax and fees from natural resources secured |- Central and local gov., SOEs MOF (Central
and made transparent? - Contract terms, costs Bank)
b. Who collects and manages them? - Resource price, horizon T
c. Whatis the projection vis-a-vis non-mineral revenue? |- Increase of non-mineral revenue Revenue
d. What are the allocation rules? . collection
. - Fiscal anchor
e. How do you deal with the present needs as well as
save for the future generations? - Offshore accourt JG 't t
| - Oversight by parfiament Ovitaccoun
f. What are the rules of fund transfer o the general _ Politicagl conﬁnﬁitmem — and cash flow
account / central hank? /Lmanagement

g. Will the infrastructure (and those in public investment
plan) enhance sector’s operational efficiency?
h. Will they help cure the “Dutch Disease™

- Mining sector and its downstream

- Diversify exports

development

| How can people benefit from the windfall?
. What areas of human capacity should be
strengthened in the long-term?

- Social and economic development |
- Human resource development

—~

k. How do you halance the budget?

| How do you consolidate cash flow management?
m.How will you meet the people’s expectations?

n. How are expenditures reviewed and audited?

0. How will you cope with political pressuras?

- Fiscal anchor, MTFF

- Volatile natural resource price
- Audit function, Transparency
- Political commitment

/]

Challenges in

Other Agencies

7

- Fiscal rules
- MTFF
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Policy

[
Source: Author
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Potential Areas of Technical Assistance
in terms of PFM

Increase non-mineral tax revenue by strengthening tax administration

*Mongolia, Indonesia, Vietnam, Cambodia, etc.

Support formulating quality and feasible PPublic Investment Plan,
including PPP formulation

*Bangladesh, Laos, Indonesia, Vietnam, Philippines, etc.

Enhance practical knowledge and skills of PFM and Debt Management by
organizing workshops

*Joint workshops held by JICA /WB and IMF/WB/JICA

Increase transparency by strengthening audits, by supporting becoming an
EITT member

*Mongolia, etc.




Some Key Questions for Discussion

What are the efforts being made to comply with
fiscal discipline?

How do you manage resource revenue? Can you
share your challenges and/or good practices?

How do you control other potential risks associated
with resource windfall?

What type of TA is necessary, If any, to overcome
challenges and/or cope with risks above?

What do your people expect to benefit from
resource windfall? How does your government
keep their commitments?

End of Slides ®20
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