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Economic Activity

Global economic activity improved in the first quarter
of 2017, especially in the advanced economies, with
increased trading and increased production in some sectors,
including the manufacturing sector. Increased stability in
the global financial markets supported the growth. The
US Federal Reserve increased the Federal Funds Rate by
25 basis points to a range of 0.75 percent to 1.00 percent,
while other major economies continued to maintain
accommodative monetary policies. The US economy
experienced steady economic growth from activities in the
manufacturing and service sectors, and employment growth
in the labour market, with inflation rising towards the
Federal Reserve target. Euro-area continued to grow with
unemployment rate declining to the lowest in eight years.
Japan continued on a gradual recover path, mainly attributed
to increased production and exports, although domestic
demand remained weak. Growth in China has been robust
in the first quarter as a result of strong improvements in
housing, infrastructure investments, exports and consumer
spending. Activity in other emerging markets such as India
and Brazil also improved in the quarter.

In the domestic economy, production and export of some
of the export commodities increased in the first quarter
while import demand continued to be strong. It is expected
that production and export of commodities will continue to
slowly improve and thus the external sector to improve in
2017 as it did in 2016, notwithstanding some distractions
from the National Elections.

Commodity Prices

Preliminary data from the International Monetary Fund
(IMF) available on the 10™ of April 2017 show a decline of
3.83 percent in the global commodity prices in March, after
three consecutive months of increases. Energy price index
recorded the highest fall of 5.41 percent due to expectations
of increased supply, especially from the USA. Non-fuel
price index declined by 1.92 percent, agricultural prices fell

by 1.47 percent and metal prices dropped by 0.84 percent.
These declines translated into lower prices for some of
PNG’s major export commodities while prices for other
commodities as such as LNG, cocoa and logs increased.
The global commodity price index, which includes the
energy, non-fuel, metals and agricultural prices, remained
high in the first quarter of 2017, compared to the last quarter
of 2016. (Chart 1).
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Balance of Payments

Preliminary balance of payments data for January 2017
show an overall surplus of K368.0 million, compared to a
surplus of K435.0 million in the corresponding month of
2016. A surplus in the current account more than offset a
deficit in the capital and financial account. The outcome
in the current account was accounted for by surpluses in
the trade and transfers accounts. The deficit in the capital
and financial account reflected higher net outflows in other
investments as a result of a build-up in foreign currency
account balances of mining, gas and petroleum companies.
The level of gross foreign exchange reserves at the end of
January 2017 was US$1,792.9 (K5,625.8) million, sufficient
for 8.3 months of total and 13.8 months of non-mineral
import covers. As at 28th March 2017, the level of gross
foreign exchange reserves was USS$1,737.9 (KS5,439.3)
million.

Exchange Rate

The average kina exchange rate against the US dollar (USD)
remained at US$0.3150 over the month to 24" March 2017,



while it depreciated against the Australian dollar (AUD)
by 4 basis points from AU$0.4129 to AU$0.4125. The
stability against the USD in March was mainly due to an
improvement in foreign exchange inflows, mainly from the
mining and agriculture sectors. The depreciation against the
Australian dollar was a result of cross currency movements.
The Trade Weighted Index (TWI) decreased by 0.5 percent
to 32.60, reflecting the depreciation of the kina against most
major trading partner currencies. (Chart 2).

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

Annual headline Retail Price Index (RPI) in February 2017
decreased by 2.1 percent, compared to an increase of 0.5
percent for the twelve months to January 2017. This was due
to price declines in the ‘Drinks, Tobacco and Betelnut’ and
‘Food’ expenditure groups of 7.9 percent and 1.1 percent,
respectively. Annual RPI ex-seasonal and annual RPI
ex-seasonal and fuel measures increased by 1.3 percent and
0.3 percent, respectively, in February 2017, compared to 1.3
percent and 0.6 percent in January 2017. Quarterly headline
RPI declined by 0.3 percent in February 2017, compared to
an increase of 3.4 percent over the three months to November
2016. The decline was due to price declines in the ‘Food’
group and the ’non-durable’ sub-groups of 2.1 percent and
10.7 percent, respectively. The core RPI outcomes reflected
the stability in the kina exchange rate and low imported
inflation. (Chart 3).
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Fiscal Operations

The fiscal outcome of the National Government for 2016, as
reported in the Final Budget Outcome report, was a budget

deficit of K3,086.9 million, compared to a deficit of K2,532.6
million in 2015. This represents 4.6 percent of nominal GDP.
Total revenue was K10,485.4 million, which was K1,236.1
million short, compared to the planned revenue in the 2016
Supplementary Budget. The lower revenue was mainly
attributed to a significant decline in tax revenue of K404.2
million, and other non-tax revenue of K1,127.7 million.
Total expenditure was K13,572.4 million, K262.3 million
lower than appropriated.

Domestic Interest Rates & Monetary Aggregates

Over the month to week-ending 24" March 2017, the Central
Bank Bill rates for 28-day term increased from 1.17 percent
to 1.20 percent, while there were no allocations for auction
in the other terms. At the Treasury bill auction, the 91-day,
182-day and 364-day rates increased from 2.54 percent,
4.72 percent and 7.79 percent to 2.55 percent, 4.73 percent
and 7.82 percent, respectively. During the same period, the
weighted average interest rates for wholesale deposits above
K500,000 mostly increased. The weighted average rates for
the 30-day, 90-day and 180-day increased to 0.12 percent,
3.43 percent and 1.43 percent from 0.11 percent, 2.46
percent and 0.83 percent, respectively, while the 60-day rate
declined to 0.16 percent from 0.48 percent. (Chart 4).

Chart 4: KFR, 28-day Central Bank Bills & 30-day Term Deposits W/average
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Broad money supply increased by 10.8 percent over the year
to February 2017, compared to an increase of 5.4 percent
in the corresponding period of 2016. This was due to
increases in net claims on the Government, other financial
corporations and credit to private sector. Monetary base
increased by 11.2 percent over the year to February 2017,
compared to a decline of 0.6 percent in the corresponding
period of 2016. This was mainly due to increases in currency
in circulation and deposits of the commercial banks held at
the Central Bank.

Commercial bank lending extended to public non-financial
corporations, other financial corporations and other resident
sectors decreased by K505.2 million to K12,341.3 million
between December 2016 and 24™ March 2017. Over the
year to 24" March 2017, the weekly average lending by
banks increased by 4.6 percent to K12,443.4 million. This



mainly reflected advances to the retail, agriculture, finance,
manufacturing, petroleum, mining, construction, fisheries,
State Owned Enterprises (SOEs), transport, services and
various sectors. The commercial bank deposits decreased
by K173.5 million to K21,328.8 million between December
2016 and 24™ March 2017, reflecting withdrawals mainly
by the manufacturing, petroleum, finance, retail, mining,
agriculture and services sectors. Over the year to 24" March

2017, the weekly average deposits increased by 6.8 percent
to K20,905.8 million.

Monetary Policy
The Bank maintained its policy signalling rate, the Kina

Facility Rate (KFR) at 6.25 percent for the month of March
2017.
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Notes:

a) Balance of Payments data are provisional (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, cobaltand palm oil arealso included as some of PNG's major commodties.

c) The LNG priceis 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 USS$ per tonne, which is widely reported internationally and to be consistent with

many other commodities unit price of measurement.

e) Thereserve figure for September 2016 was corrected.

* end of period
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