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Global Economic Activity

Global economic recovery continues to remain
weak despite supply chain pressures easing as
many economies struggle in the face of geopolitical
uncertainty, elevated inflation and tight financial
conditions. The fluctuating oil prices, fluctuating
demand and the introduction of price cap on Russia’s
oil export has contributed to some of these challenges.
In the US, economic activity stabilized, as financial
conditions eased slightly, improved employment and
falling inflation as a result of the reduction in gasoline
prices. In the Euro area, whilst inflation remains
elevated, wage rate have strengthened supported by
robust labour market. In the UK, economic activity
fell as retail sales and manufacturing sector output
tell, while lower inflation outcome was attributed to
lower transportation costs due to lower fuel price.
In Japan, economic activity picked up in the service
sector, as domestic consumption in the services sector
increased asa result of the government’s travel discount
campaign aimed at boosting demand. Among the
emerging market and developing economies, China’s
growth was driven by increased industrial production
especially in the manufacturing sector, robust export
performance and investment in infrastructure. India
recorded growth as its merchandize export increased
while its manufacturing sector was driven mainly by
the mining and power generation, steel and cement
production.

Commodity Prices

International commodity price data published by
the World Bank indicated mixed movements across
major commodity price indices in December 2022.
The energy price index declined by 6.2 percent, mainly
reflecting decreases in the average crude oil price of
10.7 percent to US$78.01 per barrel. The natural gas
price increased by 4.28 percent, 0.89 percent and 0.59
percent in the US, Europe and Japan, respectively’.

'"The overall natural gas price index is a weighted index comprising
of natural gas prices (weighted 10.6) in the US, and Europe and the
liquefied natural gas price (weighted 84.6) in Japan.

The non-energy price index rose by 1.0 percent due to
an increase of 6.6 percent in the metals and mineral
price index, which offset a slight decline 0f 0.69 percent
in the agriculture price index. The precious metal
price index comprises gold, silver and platinum prices
increased by 5.19 percent. The global commodity
prices for all of PNG’s major export commodities
declined during December, except for rubber and
logs (Chart 1).

Chart 1: Commodity Price Indices
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Balance of Payment

Preliminary balance of payments data for the ten
months to October 2022 showed a surplus of K1,136.2
million, compared to a deficit of K350.7 million in the
corresponding period of 2021. This outcome was due to
a surplus of K26,993.9 million in the current account,
which more than offset a deficit of K25,020.5 million
in the capital and financial account. The outcome in
the current account was due to 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 net outflows
from direct and other investments reflecting inter-
company related transactions and build-up in offshore
foreign currency account balances respectively,
combined with loan repayments by the Government
and PNG resident companies.

The level of gross foreign reserves at the end of
October 2022 was K12,504.9 (US$3,551.4) million,
sufficient for 10.4 months of total and 20.8 months



of non-mineral import covers. As at 30" December
2022, the level of gross foreign reserves was K14,298.2
(US$4,132.2.) million.

Exchange Rate

The monthly average kina exchange rate against the
USD was stable at US$0.2840, while it depreciated
against the AUD by 2.7 percent to A$0.4192 as at
16th December 2022, compared to the same period in
the previous month. The stability of kina against the
USD was supported by good inflows to the FX market
and BPNG’s continued monthly foreign exchange
interventions, that has since increased to US$100
million in recent month. Demand for foreign currency,
however, continues to remain elevated around K1.0
billion, reflecting new FX orders in the market.
The depreciation of kina against the AUD reflected
cross currency movements due to strengthening
of the AUD against USD. This was attributed to the
continued tightening by the Reserve Bank of Australia
of its monetary policy stance (cash rate was increased
by 0.25 percentage points to 3.10 percent) to ease
domestic inflationary pressures. The monthly average
Trade Weighted Index (TWI) declined by 2.9 percent
to 29.78 in December compared to the previous
month largely due the depreciation of kina against the
AUS (Chart 2).

Chart 2: Exchange Rate & Trade Weighted Index
(Monthly-End of Period)
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Inflation

The annual headline inflation, as released by NSO,
increased by 6.3 percent in the September quarter
of 2022, compared to an increase of 5.5 percent in
the June quarter of 2022. All expenditure groups
recorded increases except the ‘Education, ‘Clothing
and Footwear’ and ‘Restaurants and Hotels, which
declined. The largest increase was in the ‘Alcoholic
Beverages, Tobacco and Betelnut’ group with 14.0
percent, followed by ‘Household Equipment’ group
with 11.4 percent, “Transport’ with 11.3 percent,
‘Food and Non-Alcoholic Beverages’ with 8.0 percent,
‘Health’ with 5.5 percent, ‘Housing’ with 3.3 percent,

‘Communication’ with 3.0 percent, ‘Recreation’ with
2.9 percent and ‘Miscellaneous’ with 1.9 percent.
These more than offset the declines in the ‘Education;,
‘Clothing and footwear’ and ‘Restaurants and Hotels’
expenditure groups of 13.0 percent, 1.6 percent and
1.4 percent, respectively. Annual exclusion-based
inflation was 5.8 percent in the September quarter,
compared to 5.5 percent in the June quarter of 2022.
The annual trimmed mean inflation was 6.4 percent
in the September quarter, compared to 5.6 percent in
the June quarter of 2022.

Chart 3: Consumer Price Index
Annual (percentage change)
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Domestic Interest Rates and Monetary Aggregates

Over the month to the week ending 16™ December
2022, the weighted average rates for Central Bank
Bill (CBB) and Treasury Bill (T-bill) showed mixed
movements. The CBB rate for the 28-day term was
unchanged at 1.95 percent, while the 63-day and 91-
day terms increased by 1 basis point (bp) each, to 2.45
percent and 2.70 percent, respectively. Overall CBB
auctions were oversubscribed during the reporting
period. At the T-bill auction, the rates for the 182-day
and 273-day terms increased by 9 bps and 10 bps, to
2.69 percent and 2.95 percent, respectively. The 364-
day term declined by 3 bps to 4.27 percent. The T-bill
auctions over the period were undersubscribed.

Weighted average interest rates on wholesale deposits
(K500,000 and above) generally decreased, except for
90-day and 270-day terms. The rates for the 30-day,
60-day, 180-day and 360-day terms declined by 39
bps, 123 bps, 92 bps and 215 bps to 0.40 percent, 0.35
percent, 1.42 percent and 1.50 percent, respectively.
The 90-day and 270-day terms increased by 40 bps and
42 bps, to 2.04 percent and 1.52 percent, respectively
(Chart 4).



Chart 4: Interest Rate
Monthly (percentage)
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Broad money supplyincreased by 15.3 percent over the
12 months to October 2022, compared to an increase
of 12.2 percent in the corresponding period of 2021
(see Chart 9). This is driven by an increase in the net
foreign assets (NFA) of the depository corporations,
which more than offset the decline in the net domestic
assets (NDA). The increase in NFA reflected higher
international reserves of the Central Bank.

Commercial banks’ lending to public non-financial
corporations, other financial corporations and other
resident sectors increased by Ké621.1 million to
K14,086.4 million between December 2021 and week-
ending 16th December 2022. The increase was driven
by loans (mainly overdrafts and some term loans) to
the mining, retail, household and transport sectors.
Over the year, the weekly average lending by banks
increased by 4.2 percent to K13,510.0 million. The
deposit level as at 30th December 2022 increased by
K4,324.9 million to K30,017.7 million, compared to the
end of 2021. The increase mainly reflected placements
by the Government, household, construction, finance
and service sectors. Over the year, the weekly average
deposits increased by 14.8 percent to K29,449.8.0
million.

Monetary Policy

The Bank maintained the policy signalling rate, the
Kina Facility Rate at 3.25 percent in the month of
November 2022.

Authorised for release by: Ms Elizabeth Genia, AAICD
Acting Governor
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