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The World Bank has recently released the January/2015 edition of Commodity Markets Outlook. The
Bank expects that all nine key commodity price indices are expected (as of January) to decline for
the year of 2015. The report has given special focus on the recent oil market events and analyzed
the recent plunge in oil price comparing with other two significant price fall down since 1984.
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Global commodity outlook by the World Bank and its highlights
The World Bank has recently released the January/2015 edition of Commodity Markets Outlook. The
Bank expects that all nine key commodity price indices are expected (as of January) to decline for
the year of 2015. The report has given special focus on the recent oil market events and analyzed
the recent plunge in oil price comparing with other two significant price fall down since 1984.
Commodity price indices

The World Bank noted that, although the energy price index experienced the largest drop in 2014Q4
(mostly due to oil), all three industrial commodity price indices (energy, metals and minerals, and agricultural raw materials) have experienced nearly identical declines from their 2011Q1 peaks: 37, 36,
and 35 percent lower as of December 2014.
Figure 1. Commodity price indices

Source: World Bank.
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And the Bank is also predicting that the commodity prices to continue decreasing in 2015 (Table 1).
The forecast is based on the baseline scenario, which assumes no further deterioration in the global
macroeconomic environment and OPEC abstaining from any form of supply management.
TABLE 1. Nominal price indices actual and forecasts (2010 = 100)

The World Bank has lowered the energy and metal indices for 2015 significantly from the commodity
from its outlook in October 2014. The Bank forecasted that energy price index to decrease to 70,
33% lower than the previous outlook. This is mostly due to the oil price drop, which the Bank assumes to average $53/bbl in 2015, 45 percent lower than 2014.
Metal price index was also revised down from 87 to 80, 8% lower than its previous outlook of October 2014. The World Bank expects metal price to decline 5.3 percent in 2015 on top of last year’s
6.6 percent decline. A moderate decline is also expected in precious metal prices as institutional investors view them less attractive “safe haven” investment vehicles; reduced demand by China and
India will also contribute to the weakness.
Special focus: Putting the recent plunge in oil prices in perspective
The plunge in oil price has been given special focus this time. The World Bank has concluded that
the following main forces have pressed the oil price down: revisions of supply and demand expectations combined with the change in OPEC’s objectives, receding geopolitical risks and U.S. dollar appreciation. If the low oil price persists (which actually the WB assumes would happen) it will push
other commodity price down.
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The Bank pointed out that recent development in global oil markets took place against the backdrop
of longer-term strong supply growth, especially from unconventional oil in the United States, and to a
lesser degree Canadian oil sands and the production of biofuels. During the second half of 2014, the
2014 and 2015 oil production outlook for the United States was revised upwards several times, global oil demand forecasts, on the other hand, have been revised downwards repeatedly, consistent
with the fragile recovery of the global economy. These revisions were not that unique, what makes
the adjustments in 2014H2 important, is that they unfolded alongside a number of other significant
(predominantly supply driven) forces in commodity markets, as mentioned above. The World bank
names it a ‘perfect storm’.
There have been only three occasions since 1984 (when oil futures contracts were introduced) when
the price of oil dropped by 60 percent or more in any seven-month period. First, during 1985-86,
when the West Texas Intermediate nearby futures contract (WTI was the world oil price barometer at
the time) declined by 67 percent from $31.72/bbl (November 20, 1985) to 10.42/bbl (March 31,
1986). Second, in 2008, when Brent nearby futures contract (today’s world price indicator) declined
by 75 percent from $146.08/bbl (July 3, 2008) to $36.61/bbl (December 24, 2008). Third, during
2014-15, when the Brent nearby futures contract declined by 60 percent from $115.06/bbl (June 19,
2014) to 46.77/bbl (January 13, 2015).

Figure 2. Oil price volatility

Source: World Bank.
Note: Price volatility is the standard deviation of daily changes in prices (over a 125-day window).
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The World Bank concluded that the oil price collapse of 2014 share hare two key similarities with the
1985/86 price collapse. On the technology front, there was a boom in unconventional oil production
on both occasions. On the policy front, the drop in oil prices in both episodes coincided with OPEC’s
movement toward targeting market share rather than prices. Given the condition of the large production capacity is still in place and OPEC officials’ statement that the cartel will not act even if prices
decline to $20/bbl, the price of oil is not likely to recover in 2015, even in 2016.
Metals

The decline in prices resumed in 2014Q4, with the World Bank metals price index falling 6.5 percent
(q/q). Both base metals (down 4.7 percent, q/q) and iron ore (down 18 percent q/q) contributed to
the decline. The steep drop in iron ore prices, down for the fourth consecutive quarter, reflects expansion of low-cost producers, particularly Australia and Brazil, in an oversupplied market. For the
whole of 2014, iron ore, copper, lead, and tin prices all fell. The declines in iron ore and tin markets
are driven by supply issues, while those for copper and lead were dominated by weak demand,
namely by China.
Metal prices are expected to decline by more than 5 percent in 2015 (which comes on top of last
year’s 6.6 percent drop) as new supplies will be coupled with weaker demand by China. Specifically,
iron ore is expected to decline the most in 2015 (-22 percent), followed by tin (-8.6 percent), copper
and nickel (-5.3 percent each). Zinc and aluminum prices are expected to gain 1.8 and 3 percent respectively.
The key risk on metals prices would be a sharp slowdown in the Chinese economy. However, a
sharp slowdown of the Chinese economy remains a low probability scenario at present, according to
the bank.
The precious metal index fell to a four-year low in November, with platinum, gold and silver down 7,
10, and 20 percent for the year, respectively. Precious metal price weakness will persist in 2015,
with the index averaging 3 percent lower as institutional investors consider these commodities as
less “safe haven” holdings, and to fall an additional 1 percent in 2016.
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Summary
We have reviewed price forecasts of selected minerals in 2015, released by the World Bank in January 2015 along with the Commodity Markets Outlook and compared with the price forecast at the
previous October 2014 edition.
Table 2. Changes of the forecast of selected commodities (in nominal US dollars)

Commodity

Forecast of January 2015 edition
2015
2016

Forecast of October 2014

Difference (%)

2015

2016

2015

2016

Coal, Australia ($/mt)

67

69.7

75

77.2

-11%

-10%

Crude oil, avg ($/bbl)

53.2

56.9

95.7

96.6

-44%

-41%

Copper ($/mt)
Iron ore ($/mt)
Gold ($/toz)

6500
75
1240

6529
78
1225

6880
105
1240

6872
107
1225

-6%
-29%
0%

-5%
-27%
0%

Source: World Bank

The table 2 shows that the World Bank has lowered its price forecast of 2015 for the commodities
that are important to Mongolia and it is not likely to recover fully in 2016 either. As we repeatedly
stated before, along with other researchers, 2015 will be the tough year for Mongolia, especially
when Mongolia is extremely vulnerable to the external factors. Predictions of international organizations on commodity market and fragile economic recovery of the world are not new; however they
keep lowering their expectations, which are not good news for Mongolia. Therefore, we still keep
concluding that Mongolia should watch very carefully the negative impacts from the external market.
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Disclaimer
Information in this report does not constitute invitation or application or investment advice or service provision for sale and purchase of any stock, future, option or other financial product by Frontier Securities and its related company. This report is not the recommendation to make a specific trade and guarantee for a specific product whether it is appropriate or adequate for buyers. Also, although this presentation is prepared from the
various information sources we deem reliable, we shall not guarantee their accuracies and
rightness. Moreover, past performances do not suggest or guarantee for the future results.
Thus, the Company shall not take responsibility for the loss out of the decision based on
its content. When making a contract on trades using the information in this presentation,
please consult with your business advisor, lawyer, tax & accounting advisor about investment product prices, compatibility, value or other items beforehand. Information and services in this presentation and its provision or usage shall not contradict to the applied
laws and work guidelines or regulations of self regulating organization or shall not be
provided in the legal frame which does not admit such information and its provision; in
the legal frame natural person or legal body shall not use those information and service.
Some of the products and services in this presentation may not be applied for all the legal
frames or not all customers may not use. Also, the Company may change or delete information or other items in this presentation without previous notice.
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