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Economic Activity

Global economic growth continue to remained low as
prolonged uncertainties from trade and geo-political
tensions continue to weigh on trade and investment. In the
US, despite the ease in job creation, a solid labour market
underpinned robust consumer spending which continue
to support growth as economic activity broadly remain
subdued. In the Euro area, growth stagnated as weakness
in the external sector persisted and restrained growth in
the manufacturing sector. In the UK, all sectors remained
depressed with growth declining in the dominant service
sector. In Japan, economic activity broadly contracted as
exports declined. Among emerging market economies,
economic activity in China further slowed reflecting
lower growth in industrial production and spending
on infrastructure investment. In India, manufacturing
activity declined sharply as domestic demand fell.

Commodity Prices

International commodity price data published by the
World Bank show declines across the major commodity
price indices in August 2019, whilst precious metal
price index maintained an increase. The energy price
index increased by 6.4 percent. All prices for energy
commodities declined in the month, with a notable decline
in crude oil price of 6.04 percent to USD 57.67 per barrel
from USD61.48 per barrel. The non-energy price index
declined by 3.94 percent reflecting lower price indices of
agriculture and, metals and minerals by 2.97 percent and
6.15 percent, respectively. The precious metal price index
recorded another notable increase of 6.53 percent, mainly
reflecting increase in the prices of silver and gold (Chart 1).
The international prices for some of PNG’s major export
commodities declined, whilst prices of gold, silver, nickel,
palm oil and logs increased.

Chart 1: Commodity Price Index(2010=100)
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Balance of Payments

Preliminary balance of payments data for the six months
to June 2019 show an overall deficit of K388 million,
compared to a surplus of K98 million in the corresponding
period of 2018. There was a deficit in the capital and
financial account, which more than offset a surplus in
the current account. The surplus in the current account
was due to higher trade surplus, combined with lower net
service and income payments. The deficit in the capital
and financial account was attributed to net outflows
from direct investment and other investments as well as
Government loan service payments. The level of gross
foreign exchange reserves at the end of June 2019 was
US$2,045.7 (K6,830.3) million, sufficient for 6.2 months
of total and 14.6 months of non-mineral import covers. As
at 30™ August 2019, the level of gross foreign exchange
reserves was US$1,966.03 (K6,575.34 ) million.

Exchange Rate

Over the month to 27" August 2019, the monthly average
kina exchange rate was unchanged against the US
dollar (US$) at US$0.2945 and appreciated against the
Australian dollar (AUD) to A$0.4342 from A$0.4212. The
stability in kina against the USD mainly reflected good
inflows of foreign exchange and impact of cross currency
movements as USD weakened against other major curren-
cies attributed to the fall in US Treasury yields, following
areduction in the Fed Fund rate by the US Federal Reserve
Bank in June. The appreciation of kina against the AUD
reflected cross currency movements as AUD weakened
against USD. The average monthly Trade Weighted Index
(TWI) increased by 1.53 percent to 29.87 over the month
to 27" August 2019, compared to a decline of 0.59 percent
in the previous month.
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Inflation

Annual headline Consumer Price Index (CPI) increased
by 4.0 percent in the June quarter of 2019, compared to an
increase of 4.5 percentin the March quarter. All expenditure
groups recorded price increases except ‘Communication’
which declined by 3.0 percent. The price increases were in
the ‘Transport’ by 8.4 percent, ‘Restaurants & Hotels’ with
7.0 percent, ‘Recreation’ with 5.1 percent ‘Housing’ with
4.9 percent, ‘Alcoholic Beverages, Tobacco and Betelnut’
with 3.9 percent, ‘Food and non-alcoholic Beverages’ with
3.6 percent, ‘Micellaneous’ with 2.8 percent, ‘Household
Equipment’” with 2.3 percent, ‘Education’ with 2.2 percent
and ‘Clothing and Footwear’ with 1.0 percent. The annual
core inflation measures recorded increases with the
trimmed-mean inflation by 2.5 percent and exclusion-based
by 1.4 percent (Chart 3).
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The annual headline Retail Price Index (RPI) to July 2019
increased by 0.1 percent. This was due to price increases in
the ‘Alcoholic beverages, tobacco and betelnut expenditure
groups over the 12 months to July 2019. The higher betelnut
prices reflected increased demand and unfavourable supply
conditions affecting betelnut production. The higher price
of alcoholic beverages reflected an increase in exercise
duty on alcoholic beverages. The RPI ex-seasonal and RPI
ex-seasonal and fuel fell by 0.4 percent and 0.2 percent,
respectively (Chart 4). Quarterly headline RPI in July 2019
decreased by 1.1 percent and the monthly RPI for July 2019
increased by 1.0 percent.

Chart 4: Annual RPI (percentage change)
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Domestic Interest Rates & Monetary Aggregates

Over the month to 22 August 2019, the Central Bank
Bill (CBB) rate for the 28-day term was unchanged at
1.39 percent, while the 63-day term was offered once at
2.34 percent. There was no auction for other terms. At the
Treasury bill auction, the rates for the 182-day and 273-day
terms were unchanged at 4.70 percent and 6.05 percent,
respectively. The rate for the 364-day term increased from
6.93 percent to 6.96 percent. During the same period,
the weighted average interest rates on wholesale deposits
(K500,000 and above) generally increased at the shorter
end of the maturity structure, whilst they declined at the
longer end. The rates for the 30-day and 60-day terms
increased to 2.07 percent and 2.00 percent, respectively,
from 0.42 percent and 0.25 percent. The rates for the
90-day, 180-day, 273-day and 364-day terms decreased to
1.00 percent, 1.01 percent, 0.55 percent and 1.66 percent,
respectively, from 3.14 percent, 2.51 percent, 1.00 percent
and 2.68 percent (Chart 5).

Chart 5: KFR, 28-day Central Bank Bills & 30.day Term Deposits
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Broad money supply declined by 2.9 percent over the
year to July 2019, compared to a decline of 4.8 percent
over the corresponding period in 2018. This was driven
by the decline in net claims on the Central Government.
Monetary base declined by 4.7 percent over the year to
July 2019, compared to a decrease of 8.6 percent in the
corresponding period of 2018. The declines in the liabilities
to other depository corporations at the Central Bank and
currency in circulation contributed to the decline.

Commercial banks’ lending to public non-financial
corporations, other financial corporations and other
resident sectors increased by K250.4 million to K13,607.2
million between December 2018 and 22" August 2019.
The advances were to the real estate, government,
agriculture and retail sectors, as well as personal loans.
Over the year, the weekly average lending increased by
2.9 percent to K13,471.3 million. The commercial bank
total deposits decreased by K393.2 million to K19,964.6
million between December 2018 and 22nd August 2019,
mainly due to withdrawals by the government and finance
sectors. Over the year to 22" August 2019, the weekly
average deposits decreased by 3.1 percent to K20,151.1
million.



Monetary Policy

The Bank reduced its policy signalling rate, the Kina
Facility Rate (KFR), by 50 basis points from 6.0 percent
to 5.50 percent for the month of August 2019. The Bank

continued to ease its monetary policy stance following the
reduction of 25 basis points in the previous month. The
reduction in the policy rate reflected the continued fall
inflation.
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