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Economic Activity

Global economic activity contracted at a slower pace in June 
2020 as countries continue to relax COVID-19 preventative 
measures and revamp their economies.Some are still providing 
fiscal stimulus to boost economic activity. In the US, economic 
activity improved with a pickup in consumer confidence, 
although the resurgence of new COVID-19 cases threatened to 
derail the rebound. In the euro area, the downturn in activity 
eased markedly, supported by a pronounced improvement in 
the services sector, amidst weaknesses in both domestic and 
international demand. In the UK, economic activity increased 
signalling signs of stability after months of decline. In Japan, 
the weak economic activity continued to persist, underpinned 
by a prolonged decline in the manufacturing and export sectors 
amidst lower demand. Among emerging market economies, 
China gained momentum as business activity normalised 
and restriction measures were further eased nationwide. 
In India, economic activity remained low as COVID-19 
preventative measures subdued business operations and 
demand. According to the International Monetary Fund’s (IMF) 
World Economic Outlook (WEO) Update for June 2020, global 
growth forecast for 2020 was revised further downwards to 
negative 4.9 percent, 1.9 percentage points below the April 2020 
WEO forecast. The current forecast reflected a more negative 
impact of COVID-19 on economic activity in the first half of the 
year than anticipated.

In the domestic economy, the national State of Emergency 
(SOE) that was imposed to prevent the spread of COVID-19 
and prepare the healthcare system to cope with the pandemic 
ended on the 16th of June 2020. Economic activity started to 
pick-up but at a slow pace as demand remained weak. Private 
sector demand was depressed and growth in the private sector 
credit remained very low, despite the easing of monetary policy 
by the Bank of PNG and the reduction of lending rates by the 
commercial banks. 

Commodity Prices   

International commodity price data published by the World 
Bank show broad increases across major commodity price 
indices in June 2020. The energy price index recorded a second 
successive month of improvement as the index increased by 
24.74 percent, following the previous increase of 32.16 percent. 
This was mainly attributed to a 29.88 percent increase in the 
average crude oil price to UD$39.46 per barrel in June. The 
non-energy price index increased by 3.95 percent reflecting 

increases of 2.40 percent and 8.34 percent in the agriculture 
and, metals & minerals price indices, respectively.  The 
precious metals price index, which comprises of gold, silver and 
platinum increased by 1.96 percent attributed to price increases 
in all three commodities (Chart 1). The international prices for 
most of PNG’s major export commodities improved, except for 
liquefied natural gas (LNG), coffee and logs. 

Source: World Bank

Balance of Payments

Preliminary balance of payments data for the four months 
to April 2020 showed an overall deficit of K1,234.7 million, 
compared to a deficit of K309.0 million in the corresponding 
period of 2019. This outcome was due to a deficit in the capital 
and financial account, which more than offset a surplus in the 
current account. The outcome in the current account was due 
to higher trade surplus and 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 of direct 
and other investments reflecting related party transactions 
and build-up in offshore foreign currency account balances 
respectively, combined with Government loan repayments. The 
level of gross foreign exchange reserves at the end of May 2020 
was K6,692.7 (US$1,974.3) million, sufficient for 5.0 months of 
total and 8.7 months of non-mineral import covers. As at 30th 

June 2020, the level of gross foreign exchange reserves was 
K7,854.2 (US$2,309.1) million. The increase was due to the 
inflow of the external financing under the IMF’s Rapid Credit 
Facility of USD363.0 (K1,200) million to support Covid-19 
related expenditure.

Exchange Rate

The average monthly kina exchange rate depreciated by 0.34 
percent against the US dollar (US$) to US$0.2891 and against 
the Australian dollar (A$) by 5.9 percent to A$0.4193, over the 
month to 26th June 2020. High import demand continue to exert 
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downward pressure on the kina exchange rate against the USD. 
The Central Bank continued to intervene on the supply side of 
the foreign exchange market to help meet some of the foreign 
currency demand. The depreciation of the kina against the A$ 
reflected cross-currency movements as the A$ appreciated 
against the USD, attributed to an increase in Australian exports, 
mainly mineral exports. The average monthly Trade Weighted 
Index (TWI) decreased by 2.6 percent to 29.1 over the month to 
26th June 2020, compared to the previous month. This decline 
mainly reflected the depreciation of the kina against the A$ 
(Chart 2).

Inflation 

Annual headline Retail Price Index (RPI) to June 2020 declined 
by 1.2 percent. This was mainly driven by substantial price 
declines in the ‘Transport’ and ‘Housing’ expenditure groups, 
which more than offset increases in the other expenditure 
groups. The decline in the ‘Transport’ group reflected a fall 
in fares and price declines in fuel and lubricants. The decline 
in the ‘Housing’ group was driven by a fall in the ‘Cooking’ 
sub-group, mainly reflecting a decline in the price of kerosene. 
The RPI ex-seasonal, and the RPI ex-seasonal and fuel decreased 
by 3.5 percent and 1.2 percent, respectively. Quarterly headline 
RPI fell by 3.0 percent and the monthly headline RPI declined 
marginally by 0.5 percent. 

Source: Bank of PNG

Domestic Interest Rates & Monetary Aggregates 

Over the month to week-ending 26th June 2020, the Central 
Bank Bill (CBB) rates for the 28-day term was unchanged at 

1.38 percent, while the 63-day and 91-day terms decreased by 
0.01 percent and 0.03 percent to 2.23 percent and 2.44 percent, 
respectively. Over the same period, the Treasury Bill (T-bill) 
rates for the 273-day and 364-day terms remained unchanged 
at 6.04 percent and 7.20 percent, respectively. The 182-day term 
decreased by 0.01 percent to 4.66 percent.  The weighted average 
interest rates on wholesale deposits (K500,000 and above) for 
all terms showed mixed movements. The rates for the 30-day, 
90-day, 180-day and 270-day terms increased by 1.93 percent, 
0.07 percent, 0.39 percent and 0.64 percent to 0.23 percent, 0.82 
percent, 1.19 percent and 1.39 percent, respectively.  The rates 
for the 60-day and 360-day terms decreased by 1.70 percent 
and 0.16 percent to 0.66 percent and 1.25 percent, respectively 
(Chart 4).

The broad money supply increased by 8.5 percent over the 
year to May 2020, compared to a decline of 5.7 percent in the 
corresponding period of 2019. This was due to an increase 
in net claims on Central Government and credit to public 
non-financial corporations mainly State Owned Enterprises 
(SOEs). Monetary base increased by 5.6 percent in May 2020, 
compared to a decline of 4.7 percent in the corresponding period 
of 2019. The increase in monetary base was due to increases in 
deposits of commercial banks at the Central Bank and currency 
in circulation. 

Commercial bank lending to public non-financial corporations, 
other financial corporations and other resident sectors increased 
by K175.6 million to K13,676.2 million between 19th June 
2019 and 19th June 2020. The advances were mainly to the 
manufacturing, petroleum, mining and agriculture sectors. 
Over the year, the weekly average lending by banks increased 
by 1.5 percent to K13,690.2 million. The commercial bank 
deposits increased by K1,228.6 million to K21,637.5 million 
during the same period, which mainly reflected placements 
by the government, manufacturing, agriculture and finance 
sectors. The weekly average deposits increased by 5.7 percent 
to K21,452.1 million.

Monetary Policy

The Bank maintained the policy signalling rate, the Kina 
Facility Rate, at 3.0 percent in the month of June.

Source: Bank of PNG
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