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Economic Activity

Global economic growth remained subdued in the first
two months of 2019 as economic activity waned in key
advanced and emerging market economies. In the US,
there was low employment growth and activity in the
manufacturing sector in February. The UK economy
faced elevated uncertainties relating to Brexit, which led
to a decline in private sector investments, low business
confidence and dampened activities in the manufacturing
and service sectors. In the Euro area, the indicators
suggest that activity in the manufacturing and service
sectors remained weak in the month. In Japan, growth
momentum remains fragile amidst a weak external sector,
mainly attributed to increased global trade uncertainties
and low demand from China, which further impacted on
its manufacturing activity. Among major emerging market
economies, economic activity in China continued to soften
as its consumer spending moderated, and retail growth
stabilised. India economy showed resilience as indicated by
an expansion in activity in some industries in the private
sector in February.

In the domestic economy, activity picked up in the
December quarter of 2018 as reflected by an increase of 1.5
percent in total employment, mainly driven by the mineral
sector and APEC related activities. In the first two months
of 2019, activity was quiet following the end of the festive
season.

Commodity Prices

International commodity price data published by the
World Bank show increases across all major price indices
in February 2019. Among the main commodity groups,
the energy price index increased by 4.88 percent, non-
energy price index increased by 1.82 percent, whilst the
precious metals price index increased by 2.03 percent. The
pick-up in the energy price index was attributed to a rise
in the average crude oil price of 8.04 percent to US$ 61.1
per barrel in February, which more than offset a decline
in the LNG prices. The increase in the non-energy price
index reflected increases in the agriculture and, metals
and minerals price indices of 0.3 percent and 5.73 percent,
respectively. The price increase in the precious metals was
due to higher prices of gold, platinum and silver (Chart 1).
The international prices for most of PNG’s major export
commodities increased, except for the LNG, cocoa, tea and
logs.

Chart 1: Commodity Price Index(2010=100)
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Source: World Bank

Balance of Payments

Preliminary balance of payments data for the twelve months
to December 2018 show an overall surplus of K1,849.1
million, compared to a surplus of K350.0 million in the
corresponding period of 2017. A higher surplus in the
current account more than offset a deficit in the capital and
financial accounts. The surplus in the current account came
from a higher trade surplus and net transfer receipts, which
more than offset net service and income payments. The
deficit in the capital and financial account was attributed
to a net outflow in direct and other investments, reflecting
equity withdrawals and a build-up in offshore foreign
currency account balances of mineral companies, including
the LNG project, combined with a net Government loan
repayment. The level of gross foreign exchange reserves
at the end of December 2018 was US$ 2,296.1 (K7,602.8)
million, sufficient for 6.5 months of total and 13.7 months
of non-mineral import covers. As at 28th February 2019,
the level of gross foreign exchange reserves was US$2,217.6
(K7,342.9) million.

Exchange Rate

The average kina exchange rate remained unchanged against
the US dollar (US$) at US$0.2970 over the month to 28"
February 2019, while it appreciated against the Australian
dollar (A$) by one basis point to A$0.4162. The appreciation
of the Kina against the Australian dollar was due to the
appreciation of the US dollar against the Australian dollar,
reflecting the increase in the US Federal Reserve rate. The
Trade Weighted Index (TWI) increased by 0.41 percent to
29.28 over the month to 28" February 2019 (Chart 2).



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

Annual headline Retail Price Index (RPI), which measures
the movement of prices of selected items in large retail
shops in Port Moresby, increased by 2.4 percent in
January 2019, compared to an increase of 3.8 percent
over the twelve months to January 2018. There were price
increases in the ‘Food’ and the ‘Rents, council charges fuel/
power’ expenditure groups of 4.1 percent and 0.2 percent,
respectively. These more than offset price declines in the
‘Motor vehicle operation (petrol only)’ sub-group and the
‘Drinks, tobacco and betelnut’ expenditure group of 6.7
percent and 0.1 percent, respectively. Annual ‘RPI excluding
seasonal’ increased by 1.1 percent in January 2019 compared
to an increase of 6.8 percent over the twelve months to
January 2018. Annual ‘RPI ex-seasonal and fuel’ increased
by 1.4 percent in January 2019, compared to an increase of
5.9 percent over the twelve months to January 2018 (Chart
3). Quarterly headline RPI increased by 0.6 percent, whilst
monthly RPI increased by 2.9 percent in January 2019.

Chart 3: Annual RPI (percentage change)

RPI exc seasonal

====ALL GROUP RPI

RPI exc seasonal & kerosene and petrol

Domestic Interest Rates & Monetary Aggregates

Over the month to week-ending 22nd February 2019, the
Central Bank Bill (CBB) rate for the 28-day term remained
at 1.39 percent, while the rate for the 63-day term decreased
to 2.34 percent from 2.35 percent. At the Treasury bill
auction, the rates for the 182-day, 273-day and 364-day
terms decreased to 4.66 percent, 6.05 percent and 6.64
percent, respectively, from 4.68 percent, 6.64 percent and

7.52 percent. During the same period, movements in the
weighted average interest rates for wholesale deposits above
K500,000 were mixed at both ends of the maturity structure.
The rates for the 30-day, 90-day and 180-day terms decreased
to 0.03 percent, 1.02 percent and 1.11 percent, respectively,
from 0.43 percent, 1.23 percent and 4.55 percent. The rates
for the 60-day, 273-day and 364-day terms increased to 1.58
percent, 0.63 percent and 3.17 percent, respectively, from
0.43 percent, 0.20 percent and 3.14 percent (Chart 4).

Chart 4: KFR, 28-day Central Bank Bills & 30-day Term Deposits
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Broad money supply declined by 5.8 percent over the year
to January 2019, compared to an increase of 0.5 percent
in the corresponding period of 2018. This was influenced
by declines in net claims on Government and credit to
non-financial public sector and public non-financial
corporations. Monetary base increased by 4.3 percent over
the year to January 2019, compared to a decrease of 15.4
percent in the corresponding period of 2018. This was
mainly due to an increase in commercial banks’ deposits
held at the Central Bank.

Commercial bank lending to public non-financial
corporations, other financial corporations and other
resident sectors increased by K118.8 million to K13,475.6
million between December 2018 and week-ending 22nd
February 2019. This mainly reflected advances to the service,
agriculture, government, transport, and retail sectors, as
well as other businesses. Over the year, the weekly average
lending by commercial banks increased by 2.0 percent to
K13,357.6 million. The commercial bank deposits increased
by K140.9 million to K20,498.7 million between December
2018 and week-ending 22nd February 2019, reflecting
placements mainly by the agriculture, mining, government,
finance, petroleum and service sectors. Over the same
period, the weekly average deposits decreased by 1.9 percent
to K20,388.8 million

Monetary Policy

The Bank maintained its policy signalling rate, the Kina
Facility Rate (KFR) at 6.25 percent for the month of
February 2019.



Papua New Guinea Key Economic Indicators
Jan-18] Feb-18 Mar-18 Apr-18 May-18] Jun-18) Ju-18 Aug-18| Sep-18 0ct18 Nov-18| Dec-18 Jan-19| Feb-19
1. Consumer Price Index (CP1). Headine | 15 i 5 7 1l s 1l il 3 il |
Food - 03 04 02 28
Underlying . 53 . 65 . y 62 . . 52 . .
2. Headine 43 76 31 42 42 19 20 47 31 45 22 02 24 na
Retail Price Index (RPI) (YOY % Change)
exseasonal 65 67 42 33 36 31 32 27 26 21 19 08 11 na
3. Exchange Rates usD 03095 03085 03075 03075 0.3065 03040 03030 03010 0.2990 0.2980 02970 0.2970 0.2970 0.2965
(mid-rate, eop*)
AUD 0.3826 03957 0.4008 0.4065 0.4051 04115 0.4048 0.4146 0.4140 0.4202 0.4062 0.4208 0.4087 042
GBp 0.2181 0.2220 0.2183 0231 0.233 02319 0.2308 031 0.2285 0.2365 02324 0.2341 0.2263 02229
I 3364 33.04 3276 3357 3334 3365 371 3341 3394 3376 33.68 3278 3229 32.870
NZD 0.4188 0.4263 0.4268 0.4385 0.4338 0.4487 0.4439 0.4526 0.4521 0.4550 04332 0.4425 0.4298 043
4. Balance of Payments
Curtent Account )
PGK millions of kina) 1735.91] 129431 92411 39851 1638.71] 1875.81 170731 185241 1917.71 244.0p 204.9p 253.6p na na
Capital & Financial Account
POK {mllons of ina) -1848.5 1] 122151 -1062.1r 5157 14585 166091 -1529.61 151121 20062 -195L6p 15583p 187209 " n
Overall Balance PGK (millions of kina) 1132 735 1369 157 175.9) 214.9) 177.7) 3387 -86.0] 293.3p 646.0p| 381.0p| na na
Foreign Exchange Reserve (eop, US$
mill (2] 1,740.6, 17355 1686.7 1668.5 1609.2, 17301 17791, 17346 1666.7 22385 2,178.0) 295.71] 2,275.7, 22176,
5, Liuidity (eop) Liquid Assets Margin to Deposit Ratio (%) 4951 50.16. 5027 149.06 50.3] 2.1 293 196 49.48 4813 48,68 50.43 50.11 50.42
Banks' Demand Deposits (Kbn) 148 14.8 148 148 148 148 148 148 148 148 148 148 18 18
6. Money and Credit sroad Money 11 15 23 19 18 2.9 4.9 42 6.1 63 81 4.0 5.8 na
(YOY % Change) Monetary Base 15.4 43 98 10.2 7.6 88 86 97 6.1 13 54 19 43 na
orvate Sector Credit 5.0 38 33 37 63 7.0 65 83 84 99 95 70 42 na
7, ImerestRates (% pa) {monthly Kina Faciity Rate 6.25 625 625 625 625 625 625 625 625 6.5 6.5 6.5 6.5 6.5
weichted averapel
Central Bank Bil (28 day) 140 140 140 140 140 140 140 140 14 139 139 139 139 139
Commercial bank Term Deposit (30 day) 02 0.03 02 032 0.15 036 0.05 0.46 042 02 021 0.05 043 107
Government Treasury Bill (364 day) 8.04 804 8.04 8.04 8.04 8.05 8.04 805 807 806 803 7.9 752 6.69
3-yearTreasury Bond Rate: - 9.46 9.08 95 952 954 953 954 954 - - -
16-yearInscribed stock Rate (> 10years) - .75 - - - 1258 1258 1258 12.58] 12.58] 12.58] 12.58)
4-year Treasury Bond Rate - 1052 1048 1048 - 105 105 - - -
7-yearTreasury Bond Rate: - 1152 - 1.5 1.5 11.54 - 1154 1147 - - -
10-year Treasury Bond Rate - .75 1257, 12.58 12.58 12.58 12.58 12.58 12.08]
8. Commodty Prices (monthly | ) e/t 66.2] 635 642 688 73.4 720 7.7 711 75.4] 76.7 623 54.0) 56.6] 611
average)(c)
LNG ($/mmbtu) (d) 87 92 95 94 94 104 104 109 1.3 1.7 1.7 121] 120 120
Gold ($/troy o2) 13289 13305 13263 13357 1303.6, 12809 1240.1] 12026 11985 12142 12199 12518 12919 13204
Copper ($/mt) 7084.8) 6999.7. 6778.7 6834.6 6820.1 6961.2 62526, 6047.0 6019.6 624.2 6195.5 6088.5 5928.4 6299.0)
Nickel($/tonne) 12731.9 135923 133726 13,9044 143611 15,105.1 137721 134193 125239 124195 11,1980 108323 114163 12669.4
Cobalt ($/tonne) 70125 80950.0 88,8094 90,721.9 90,105.0 81,1975 707875 63425.0 62,275.0 58,987.8 53,450.0 54,900.0 386783 314875
Coffee ($/tonne) (¢) 33290 3147.1 3080.9. 3086.4 31217, 3075.4 2937.6, 28219 27006 3097.5 3141.61] 2877.0) 2918.9 29011
Cocoa ($/tonne) (e) 1943.4 21398 2526.9 2618.7 2657.6, 2408.2 23718 2165.6 21949 21233 217836 22008 2267.8) 2,260.9
Palm Ol ($/tonne) 7014 717.6 7102 7035 681.9 672.0 621.8 598.6 590.5 573.3 5710 570.0 5524 588.3

Notes:

p  provisional.
r  revised.
*  end of period
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