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Economic Activity

Growth in the global economy continued to be
sluggish predominantly influenced by monetary policy
tightening, to arrest persistent inflationary pressure
and the Russian-Ukraine war. In the US, although
economic growth has remained relatively resilient,
there are signs that demand is softening, employment
growth is slowing, and other economic indicators are
suggesting an imminent slowdown and recession. In
the euro area, while the tightening of monetary policy
by the ECB in response to high inflation showed some
easing in headline inflation, the stance had a negative
impact on investment and economic activity. The UK
economy experienced a slight contraction as result of
afallin production and reduced demand in the service
sector amidst easing inflationary conditions. In Japan,
the economy suffered a setback as factory output
contracted, accompanied by a weaker yen and rising
inflation. In response, firms have stepped up efforts to
help employees by providing them inflation allowance
to combat the effects of rising prices. Among the
emerging market and developing economies, China’s
economy show signs of improvement attributed to a
rebound in consumption and the easing of COVID-19
restrictions. This led to growth in the manufacturing
and service sectors, with an increase in employment
levels. India’s economy strengthened, buoyed by
increased government spending which led to an
increase in consumption.

In its World Economic Outlook (WEO) for January,
the International Monetary Fund (IMF) projects the
global economy to slow to 2.9 percent in 2023 from 3.4
percent in 2022, before rebounding in 2024. The key
factors weighing down the growth projection revision
for 2023 include the Russian-Ukraine war and the
policy measures to counter high global inflation.

In the domestic economy, growth show signs of
recovery supported by an increase in lending to the
private sector which increased by 6.8 percent over the
twelve months to December 2022, compared to an
increase of 0.4 percent over the same period in 2021.
Lending was also broad-based across all sectors, with

the main borrowing sectors being the retail, wholesale,
mining, government, service and mining.

Commodity Prices

International commodity price data published by
the World Bank indicated mixed movements across
major commodity price indices in January 2023. The
energy price index declined by 8.87 percent, mainly
reflecting a decline in the natural gas price, which
more than offset a minimal gain in crude oil prices.
The natural gas price index declined by 40.57 percent,
reflecting declines in natural gas prices by 44.0 percent
to US$20.18 per barrel in Europe, 1.8 percent to
US$20.19 per barrel in the Japan and 4.53 percent to
US$3.27 in the US. Meanwhile, the average crude oil
prices increased by 3.0 percent to US$80.21 per barrel.
The non-energy price index increased by 1.6 percent
due to increases in the metals and non-mineral, and
agriculture price indices by 5.95 percent and 0.32
percent, respectively. The precious metal price index,
which comprises gold, silver and platinum increased
by 4.8 percent mainly reflecting an increase of 5.57
percent in gold prices in the month, as safe haven
investment. The global commodity prices for most of
PNG’s major export commodities declined in January
except for gold, copper, logs and rubber. (Chart 1)
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Balance of Payment

Preliminary balance of payments data for the eleven
months to November 2022 show an overall surplus



of K3,228.2 million, compared to a deficit of K441.8
million in the corresponding period of 2021. This
outcome was due to a surplus of K33,352.5 million
in the current and capital account , which more than
offset a deficit of K29,764.7 million in the financial
account. The outcome in the current and capital
account was due to a higher trade surplus and net
secondary income receipts, combined with lower net
primary income and service payments. The deficit in
the financial account was attributed to net outflows
in direct and other investments reflecting equity
withdrawals and build-up in offshore foreign currency
account balances of mineral companies including the
LNG project under the PDAs, respectively. These
more than offset net inflows in direct investments
reflecting equity investments in resident companies.

The level of gross foreign exchange reserves at the
end of November 2022 was K11,974.5 (US$3,460.6)
million, sufficient for 10.4 months of total and 19.6
months of non-mineral import covers. As at 31
January 2023, the level of gross foreign exchange
reserves was K13,978.97 (US$4,039.92) million.

Exchange Rate

The monthly average kina exchange rate against the
US dollar (USD) was stable at US$0.2840, while it
depreciated against the Australian dollar (AUD) by
2.17 percent to A$0.4116 as at 20" January 2023,
compared to the same period in the previous month.
The stability of kina against the USD was supported
by continued BPNG’s monthly foreign exchange
interventions of US$100.0 million. Demand for
foreign currency, however, continues to remain
elevated around US$1.0 billion level. The depreciation
of kina against the AUD reflected cross currency
movements due to strengthening of the AUD against
USD. This was due to expectations that the Reserve
Bank of Australia will continue its tightening stance
of monetary policy in the first quarter of 2023, due to
inflation concerns. The US Federal Reserve continues
to take a neutral stance in setting its interest rate,
supported by easing inflation outcomes and fears of
recession.

Over the month to 20" January 2023, the Trade
Weighted Index (TWI) decreased to 29.15 from 29.78
in December 2022 mainly influenced by the kina’s
depreciation against AUD and other major trading
partner currencies. (Chart 2)

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

0.50-

-50

0.45- ﬂ}' -45
an, A Wy

0.40- ""r‘,,""d"“ M‘}—..h‘lfﬂ‘m\"‘fn \',I \,! b 8 4U§

u‘\\ﬂl‘“s.t
0.35- 35

USD (AUD) per Kina
séolpm

030 = e e e Ty

O v « = = T =—

28-Jan-22

-
2

=
= 9

[
@ o
™~

23-Jan-23

01-Aug-2
5

25-Sep-22

24-Nov-22

AUD * = TWI_rhs TWI_90dayma_rhs

Source: BPNG
Inflation

The annual headline Retail Price Index (RPI)
increased by 1.2 percent to January 2023, compared
to an increase of 3.5 percent in the previous year. The
increase was due to price increases in the ‘Household
equipment’, ‘Food and non-alcoholic beverages’,
‘Housing’ and ‘Miscellaneous’ expenditure groups of
6.0 percent, 3.9 percent, 1.3 percent and 0.7 percent,
respectively. These increases more than offset price
declines in the “Transport’ and ‘Food and alcoholic
beverages’ groups. The increase in the ‘Household
equipment’ expenditure group reflected an increase
in the ‘Maintenance goods’ subgroup. The increase in
the ‘Food and non-alcoholic beverages’ expenditure
group reflected price increases in all subgroups,
which includes Fruits & vegetables, Non-alcoholic
beverages, Cereals, Sugars and confectionary, Oil and
fats, Fish, Dairy products, eggs and cheese, Other food
products and Meat subgroups. The increase in the
‘Housing’ expenditure group reflected an increase in
the ‘Cooking’ subgroup. The RPI excluding seasonal
items increased by 1.0 percent while RPI excluding
seasonal and fuel increased by 1.2 percent. (Chart 3)

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

Over the month to the 20" January 2023, the Central
Bank Bill (CBB) and Treasury Bill (T-bill) rates
show a broad decline across all maturities. The
CBB interest rate for the 28-day, 63-day and 91-day
terms decreased by 3 basis point (bps), 4 bps and 3
bps, to 1.93 percent, 2.44 percent and 2.69 percent,
respectively. At the T-bill auction, the rates for the
182-day, 273-day and 364-day terms decreased by 13
bps, 8 bps and 46 bps, to 2.56 percent, 2.87 percent
and 3.81 percent, respectively. Both the CBB and
the T-bill auctions were oversubscribed during the
reporting period. Over the same period, the weighted
average interest rates on wholesale deposits above
K500,000 generally increased, except for 30-day and
90-day terms. The interest rates for the 60-day, 180-
day and 360-day terms increased by 10 bps, 1 bps, and
10 bps to 0.60 percent, 1.81 percent and 3.14 percent,
respectively, whilst the rates for the 30-day and 90-
day terms decreased by 15 bps and 147 bps, to 2.04
percent and 1.52 percent. The rate for the 180-day
term rate was unchanged at 0.71 percent.(Chart 4).

Chart 4: Interest Rate
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Broad money supply increased by 14.8 percent over
the 12 months to December 2022, compared to an
increase of 11.7 percent in the corresponding period
of 2021. This was 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 mainly due
to external inflows from budget support financing
sources and mineral export receipts. Monetary base
increased by 31.5 percent in the twelve months to
November 2022, compared to an increase of 10.8
percent in the corresponding period of 2021. This
outcome was driven by increases in the 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 K130.1 million to
K14,271.9 million between December 2022 and week-
ending 20" January 2023. The increase was driven by
loans to the mining, Government, household and
construction sectors. The commercial bank deposit
level increased by K476.0 million to K30,027.3
million between December 2022 and week-ending
20th January 2023,mainly reflecting placements by
the agriculture, Government, mining, construction
and finance sectors.

Monetary Policy

In light of persistent high global inflation, a
depreciation of kina exchange rate against AUD
and an elevated domestic price pressures, the Bank
maintained a tightening monetary policy stance and
increased its policy signalling rate, the Kina Facility
Rate by 25 basis points to 3.50 percent in the month
of January 2023.

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