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Economic Activity

In the first month of 2016, there were signs of weakening
activity in both developed and emerging market economies.
The US employment fell by more than expected, activity in
the manufacturing sector remains stagnant and the service
sector lost momentum. In UK, service and manufacturing
sectors grew while, in the Euro zone, business activity
slowed down. In Japan, activity increased in its service
sector. Growth in China’s service sector expanded, which
assisted to partially offset the weakness in its manufacturing
sector while in India, activity in the service sector increased
and the manufacturing sector remained the same. In its
January 2016 World Economic Outlook (WEO) update,
the International Monetary Fund (IMF) projected the
global economy to grow by 3.4 percent in 2016. This
projected growth is expected to be gradual with continued
modest growth in advanced economies and slow growth in
emerging market and developing economies.

In the domestic economy, growth is expected to be subdued
in light of continued low international commodity prices,
weakness in the global economy and other domestic
factors, including the temporary closure of Ok Tedi mine
and the impact of El Nino on agricultural exports and food
production for domestic consumption.

Commodity Prices

Commodity price data available from the IMF as at 4™
February 2016 show that international commodity prices
fell in January 2016. The overall commodity price index
declined by 8.12 percent, mainly reflecting the decline in
energy prices. The fuel price index fell by 15.98 percent
due to a significant fall of 18.3 percent in crude oil prices.
Meanwhile, the non-fuel commodity price index, which
includes food and beverages amongst others, declined
marginally by 0.16 percent, whilst the agriculture price
and metals price indices increased by 0.61 percent and 1.29
percent, respectively. (Chart 1).

Chart 1: IMF Commodity Price Indices (2005=100)
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Balance of Payments

Preliminary balance of payments data for the eleven
months to November 2015 show an overall deficit of
K380.3 million, compared to a deficit of K757.8 million in
the corresponding period of 2014. A deficit in the capital
and financial account more than offset a surplus in the
current account. The surplus in the current account was
due to a higher trade surplus, combined with a net transfer
receipt. The deficit in the capital and financial account
was due to net outflows from other investments, reflecting
build-up in foreign currency account balances of resident
mineral companies, combined with net loan repayment
by the Government. The level of gross foreign exchange
reserves at the end of November 2015 was US$1,909.9
(K5, 600.4) million, sufficient for 10.8 months of total and
18.7 months of non-mineral import covers. The level of
gross foreign exchange reserves as at end of January 2016,
was US$1,847.6 (K5, 523.4) million.

Exchange Rate

The Kina depreciated against the US dollar (USD) by
34 basis points to US$0.3328 on average over the month
to 22nd January 2016, while it appreciated against the
Australian dollar (AUD) by 32 basis points to AU$0.4683.
The kina strengthened against the Australian dollar through
cross currency movements as the AUD depreciated against
the USD following the release of 2015 fourth quarter Gross
Domestic Product (GDP) figure for China, which was lower
than projected. Further declines in crude oil prices also



had a bearing on the AUD, a commodity linked currency.
Over the month to 22™ January 2016, the TWTI increased
by 0.3 percent to 33.60, reflecting the appreciation of the
kina against the AUD (Chart 2) and other major trading
partner currencies.

Chart 2: Kina Exchange Rate Levels - TWI, USD & AUD
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Inflation

The annual headline Retail Price Index (RPI) increased by
3.0 percent to December 2015, compared to 8.4 percent
increase for the twelve months to December 2014. The
increase came mainly from 11.8 percent increase in food
prices and 16.2 percent increase in medical and health care
(exc. Hospital). The increase in the ‘Food’ expenditure
group was due to 24.6 percent increase in the price of fruit
and vegetables, 10.0 percent increase in cereal prices, 8.5
percent increase in Meat and Fish prices and 3.9 percent
increase in the price of miscellaneous food items.

Annual RPI ex-seasonal and annual RPI ex-seasonal & fuel
both increased by 3.7 percent and 4.7 percent, respectively,
in December 2015. This is in comparison to an increase
of 2.6 percent and 4.0 percent for the respective measures
of RPI over the twelve months to December 2014. The
quarterly headline RPI increased by 2.3 percent in
December 2015, while the monthly headline RPI declined
by 5.0 percent. The lower outcome in the annual headline
RPI for December 2015 was mainly attributed to lower
international oil prices and imported inflation, which
partially offset the depreciation effect of the kina exchange
rate. (Chart 3)

Chart 3: Annual RPI (percentage change)
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Fiscal Operations

Preliminary estimates of the fiscal operations of the

National Government over the ten months to October
2015 show an overall deficit of K2,142.5 million, compared
to a deficit of K1,834.2 million in the corresponding period
of 2014. This represents 4.2 percent of nominal GDP, and
reflected higher expenditure, which more than offset
an increase in revenue. Total revenue, including foreign
grants, over the ten months to October 2015 was K8,236.3
million, 1.8 percent higher than in the corresponding
period of 2014. This represents 65.2 percent of the revised
budgeted revenue for 2015. The increase in revenue mainly
reflected higher direct and indirect tax receipts, which
more than offset decreases in non-tax revenue and foreign
grants. Total expenditure over the ten months to October
2015 was K10,378.8 million, 4.6 percent higher than in
the corresponding period of 2014 and represents 68.6
percent of the revised budgeted appropriation for 2015.
This outcome reflected higher recurrent and development
expenditures. The budget deficit of K2,142.5 million was
financed from domestic sources totalling K1,926.9 million
and a net external borrowing of K215.6 million.

Domestic Interest rates & Monetary Aggregates

Over the month to 22™ January 2016, the Central Bank Bill
(CBB) rate for 28 days declined to 1.23 percent from 1.32
percent, while there were no auctions for the other terms.
From the earlier weekly auctions, the 63-day, 91-day, 182-
day and 364-day rates increased to 2.55 percent, 2.59 per-
cent, 4.67 percent and 7.64 percent from 2.44 percent, 2.57
percent, 4.65 percent and 7.60 percent, respectively. Over
the same period, the weighted average interest rates on
wholesale deposits above K500,000 generally declined. The
weighted average rates for the 30-day and 60-day terms fell
to 0.72 percent and 0.40 percent from 0.80 percent and 0.72
percent, while the 180-days rate rose to 1.45 percent from
1.36 percent. (Chart 4) There was no placement under the
90-days term for the week-ending 22™ January 2015. There
were three Repo deals done during the month totalling
K230.0 million. The Bank in its open market operations
made a net CBB issuance of K593.5million in the month
of January.

Chart 4: KFR, 28-day Central Bank Bills & 30-day Term Deposits
Weighted Average (%)
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Broad money supply increased by 7.7 percent over the year
to December 2015, compared to an increase of 3.4 percent
in the corresponding period of 2014. This was driven by
increases in credit to the public non-financial corporations



and private sector, combined with higher net claims on
the Government, which exceeded a decline in net foreign
assets.

The monetary base declined by 2.2 percent over the year to
December 2015, compared to an increase of 37.1 percent
in the corresponding period of 2014. This was due to
decreases in deposits of commercial banks at the Central
Bank, which more than offset an increase in currency in
circulation.

Commercial banklending extended to public non-financial
corporations, other financial corporations and other
resident sectors declined by K111.2 million to K11,721.0
million between December 2015 and week-ending 22™
January 2016. This mainly reflected repayments by the
communication, finance, retail, transport and agriculture

sectors. Over the year to 22nd January 2016, the weekly
average lending by banks increased by 12.1 percent to
K11,048.5 million. Commercial bank deposits decreased
by K107.6 million to K20,170.1 million between December
2015 and week-ending 22nd January 2016, reflecting
withdrawals by the communication, petroleum, mining,
finance, maunfacturing, retail, construction and agriculture
sectors. Over the year to 22" January 2016, weekly average
deposits increased by 4.2 percent to K19,603.7 million.

Monetary Policy

While the kina continue to depreciate, the increases in the
RPI measures are considered manageable. The Bank con-
tinued to be cautious and kept the Kina Facility Rate (KFR)
at 6.25 percent in January.



Papua New Guinea Key Economic Indicators

Jan-15 Feb-15 Mar-15 Apr-15 May-15 Jun-15 Juk-15 Aug-15 Sep-15 oct-15 Nov-15 Dec-15 Jan-16
1. Consumer Price Index (CPI). Headline - - 6.1 . . 5.7 . ) 5.8
rood B E 53 i i 38 i i 41
Underlying - - 5.8 - - 5.0 40
2. ) 39 27 59 16 78 78 69 73 30 na
Retail Price Index (RPI) (YOY % s L2 e 9'5
Change) — “ 2 3 27 25 38 20 45 ) 06 38 37 na
3. Exchange Rates UsD 03715 03675 0.3645 0.3605 0.3565 0.3485 0342 03375 03325 03295
(mid-rate, eop*) 0.3815 03785 03735 - - - - - - - - -
AUD 0489 04849 04892 0.4659 04797 0.4745 04943 0.4985 04971 04814 0.4693 04552 04624
(233 02529 051 . 02012 02397 0.2318 0.231 0231 02299 02232 0.2246 02243 02289
Py 196 511 "e 44.06 4551 4462 4475 432 4181 4138 4143 4004 3978
NzD 0523 05013 0499 0.4891 05143 05427 05476 0.5551 05467 05071 05154 0.4855 05048
4. Balance of Payments
Current Account PGK (millions of kina) 802.6 1066.4 1065.8 r 1,336.6p
13571 81230 1138.40 14204 13502p 2031p na na na
Capital & Financial Account - . -1,064.0 -696.4 -1201r -1,232.2p
e e 16788 -899.31 28217 | 41391 -1365.5p 209p na na na
Overall Balance . . -261.2 370.6 -106.6 1 115.7p
(Rl s il 3192 -107.0 1103 387 146p 273p na na na
:’mg" R EERRERE U 22348 20702 | 216843 2,12890 2,058.80|  2,059.50 2,025.8 2,018.40 1,972.60 2,013.40 1,909.86 1,865.10 1,847.60
5, Liauidity (eop) Liquid Assets Margin to Deposit Ratio (%) 458 463 469 460 ws| a0 36 38 33 236 44 27 4432
Banks' Demand Deposits (K'bn) 1495 148 15 177 167 1512 1510 1483 148 150 151 155 151
6. Money and Credit 6.5 83 6.2 79 25 8.4 43 45 5.7 16 5.8 77 na
Broad Money
(YOY % Change) 3238 24 197 21 94 126 95 26 36 45 49 na
Monetary Base 09
——— 89 94 57 72 51 74 17 33 37 12 03 22 na
9
7, Interest Rates (% pa) (monthly Kina Facility Rate 6.25 6.25 6.25 625 6.25 6.25 6.25 6.25 6.25 6.25 625 625 6.25
weighted average)
Central Bank Bll (28 day) 179 178 176 172 163 146 132 126 126 128 134 132 122
Commercial bank Term Deposit (30 day) 116 097 0386 056 113 099 0.86 106 081 082 102 0.86 059
(Government Treasury Bll (364 day) 738 735 737 737 729 72 741 741 738 740 751 760 765
3-year Inscribed stock Rate - 978 976 977 971 971 973 976 976 9.7 979 9.97
16-year Inscribed stock Rate (> 10 years)
b oIS (monthlY oy s ) 471 548 528 57.5 625 613 543 457 463 470 431 366 298
average)(a)(b)
LNG (§/mmbtu] (c) 13 134 143 102 87 86 89 9.2 96 94 89 838 85
Gold (3/troy 0z) 1,255.8 1,227.2 1,177.9 1,198.2 1,199.2) 11823 11330 11175 11247 1,155.7 1,086.9 1,068.2 1,097.4
Copper ($/mt) 5,790.9 57019 59100 6,030 6,292 58422 54805 50886 52321 52107 48183 46348 44623
Nickel ($/tonne) 14,7614 145313 13,8414 12,7818 13,4833 12,8348 114302 10338.8 9889.7 103193 92534 8,688.0 84799
Cobalt ($/tonne) 30,709.9 29,0388 27,6238 28,444 30,156 304530 314340 292713 277688 | 27,6040 24,5000 24,0673 23,2085
Coffee (/tonne) (d) 42027 39835 36116 36154 35234 3519.0 34070 35234 32573 33938 32904 32798 32271
Cocoa ($/tonne) (d) 29337 29209 2,887.1 28525 3,1088 32183 3334 31671 32668 3,2024 3,360.0 33312 29777
Palm il ($/tonne) 7133 6988 687.5 6876 6965 7075 66238 5845 5495 6138 5865 5887 5800
Notes:

a) Balance of Payments data are provicinal (p) for the current and the two recent months hence updated in the next reporting quarter of the year. Small
(r) means data has been revised.

b) Liquefied Natural Gas (LNG), nickel, cobalt and palm oil are also included as some of PNG’s major commodeties.

¢) The LNG price is an estimate for the current month and subject to change thus updated in the next reporting month as per the data source.

d) The unit price of measurement for cocoa and coffee have changed from US cents per pound to US$ per tonne, which is widely reported
internationally and to be consistent with many other commodities unit price of measurement.
*end of period
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