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Economic Activity

Global economic recovery remained fragile as the
second wave of COVID-19 swept across major
economies in Europe and US, giving rise to uncertainty
over the sustainability of the improvement, particularly
in global trade and demand. In the US, the economy
remained resilient, mainly driven by strong domestic
demand from residential businesses and consumers.
In the euro area, economic activity, particularly in
the service sector plummeted as new restrictions
were imposed to combat the outbreak of COVID-19.
However, buoyant growth in Germany continued to
support the region. In the UK, economic recovery
lost momentum as tighter COVID-19 restrictions
derailed economic recovery, weakened labour market
and renewed fall in domestic demand. In Japan, the
prolonged contraction in economic activity eased,
although persistent weakness in domestic demand
and global demand for export supressed growth. In
the emerging and developing economies, China’s
swift economic recovery continued, notwithstanding
the drag from slow pickup in consumption and retail
sales. In India, economic activity improved, mainly
driven by a surge in domestic demand associated with
the festive season. However, the sustainability of the
rebound in demand is uncertain.

According to the International Monetary Fund (IMF)
World Economic Outlook (WEQO) for October 2020,
global activity is projected to decline by 4.4 percent
in 2020, a less severe contraction than forecast in the
June WEO. The improvement reflected better-than-
expected second quarter economic performance,
especially from the advanced economies. Global
growth is projected at 5.2 percent in 2021.

In the domestic economy, demand remained low.
Inflation picked-up in the June quarter of 2020, as
indicated by the latest Consumer Price Index (CPI)
released by the National Statistical Office (NSO),
which was driven by supply constraints associated
with the COVID-19 pandemic. However, underlying
measures of inflation are still considerably low.

Commodity Prices

International commodity price data published by
the World Bank show increases in all the major price
indices except for precious metals in October 2020.
The energy price index increased marginally by
0.49 percent driven mainly by a significant increase
in natural gas by 13 percent which more than offset
a price decline in average crude oil of 1.72 percent.
The non-energy price index increased by 1.47 percent
reflecting increases in the agriculture and metals
and minerals price indices of 2.03 and 0.44 percent,
respectively. The precious metals price index, which
comprises of gold, silver and platinum decreased
by 1.93 percent reflecting price declines in all three
commodities (Chart 1). The international prices for
most of PNG’s major export commodities improved,
except for crude oil, cocoa, coffee, gold and silver.

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

Preliminary balance of payments data for the eight
months to August 2020 showed an overall deficit
of K448.2 million, compared to a deficit of K837.7
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 a surplus in the trade account and
transfer receipts, combined with lower net service
and income payments. The deficit in the capital and
financial account was attributed to outflows from



direct and other investments reflecting related-party
transactions and build-up in offshore foreign
currency account balances, respectively, combined
with net Government loan repayments. The level of
gross foreign exchange reserves at the end of August
2020 was K7,333.0 (US$2,141.2) million, sufficient for
5.7 months of total and 9.4 months of non-mineral
import covers. As at 30" October 2020, the level
of gross foreign exchange reserves was K6,982.4
(US$2,031.9) million.

Exchange Rate

The average monthly kina exchange rate depreciated
by 0.28 percent against the US Dollar (USD) to
US$0.2860 and appreciated against the Australian
Dollar (AUD) by 1.63 percent to A$0.4012 as at 23
October 2020. High import demand continue to exert
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 demand for foreign currency. The
appreciation of the kina against the AUD reflected
cross-currency movements as the USD appreciated
against the AUD, reflecting the boost in economic
activity following the easing of COVID-19 restrictions
in the US and approval of REMDESIVIR,a COVID-19
drug, by the US Food and Drug Administration.
The average monthly Trade Weighted Index (TWI)
decreased by 0.08 percent to 27.87 over the month to
23 October 2020, compared to the previous month.
This decline mainly reflected the depreciation of kina
against the USD (Chart 2).

Chart 2: Kina Exchange Rate against USD, AUD & TWI
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alcoholic beverage prices, due to supply constraints
associated with the COVID-19 pandemic. Price
increases in other expenditure groups also contributed
to the pick-up in inflation. Price increased in the
following groups: ‘Alcoholic beverages, tobacco and
betelnut’ by 19.4 percent; “Transport’ by 8.4 percent,
and ‘Health’ by 7.2 percent; ‘Restaurants and Hotels’
by 6.2 percent and; ‘Education’ 5.1 percent. For
the annual underlying CPI measures inflation, the
exclusion-based inflation increased by 2.9 percent
and trimmed mean inflation by 2.8 percent. The
quarterly headline CPI increased by 3.4 percent in the
June quarter of 2020. The quarterly underlying CPI
measures of exclusion-based inflation declined by 0.1
percent whilst trimmed mean inflation increased by
0.8 percent.

Chart 3: Consumer Price Index

o—wa-boc.i‘\\oacho
j
(
<\

T e R e sHEn e ie ST W n e s E T e

Mar-20
Jun-20

e==Headline

Source: Bank of PNG

Underlying Trimmed mean Underlying Exclusion Based

Annual headline Retail Price Index (RPI) to October
2020 decreased by 0.4 percent, driven by price
declines in the “Transport, ‘Housing” and ‘Household
equipment’ expenditure groups. The decline in the
‘Transport’ expenditure group reflected prices falls
in the ‘transport fuel and lubricants’ subgroup. The
drop in the ‘Housing” expenditure group was due to
declines in the ‘Cooking’ subgroup. The annual RPI
ex-seasonal decreased by 0.4 percent, while RPI ex-
seasonal and fuel increased by 1.4 percent (Chart
3). Quarterly headline RPI increased by 0.8 percent
whilst the monthly headline RPI outcome for October
2020 recorded no change.

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

Over the month to week-ending 23" October 2020, the
Central Bank Bill (CBB) rates for the 28-day, 63-day
and 91-day terms declined by 0.01 percent each to 1.36
percent, 2.06 percent and 2.40 percent, respectively.
Over the same period, the Treasury Bill (T-bill) rate
for the 182-day term decreased by 0.05 percent to
4.59 percent, while the 273-day and 364-day terms
were unchanged at 6.04 percent and 7.20 percent,
respectively. Terms not reported for both CBBs
and T-bills were not offered during the period. The
weighted average interest rates on wholesale deposits
(K500,000 and above) showed mix movements over
the month to 23 October 2020. The rates for the 30-
day, 180-day and 270-day terms decreased by 0.04
percent, 0.89 percent and 0.60 percent to 2.17 percent,
0.21 percent and 1.50 percent, respectively, while the
60-day, 90-day and 360-day terms increased by 2.19
percent, 1.27 percent and 0.10 percent to 2.75 percent,
1.62 percent and 1.10 percent, respectively (Chart 5).

Chart 5: KFR, 28-day CBB & 30-day term deposits
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Monetary data shows an increase in net claims on
Central Government by 21.8 percent over the year to
September 2020, compared to a decline of 14.5 percent
in the corresponding period of 2019. This reflected an
increase in net issuance of Government securities.
Private sector credit increased by 5.3 percent over the
twelve months to September 2020, compared to an
increase of 2.6 percent in the corresponding period
of 2019. Broad money supply increased by 7.4 percent
over the year to September 2020, compared to a
decline of 0.6 percent in the corresponding period of
2019. This was driven by increases in credit to private
sector and net claims on Central Government.

Commercial banks’ lending to public non-financial
corporations, other financial corporations and
other resident sectors declined by K295.6 million
to K13,420.9 million between December 2019 and
week-ending 23 October 2020. The decline reflected
repayments by the mining and transportation sectors.
Over the year, the weekly average lending by banks
increased by 1.4 percent to K13,679.1 million. The
commercial bank deposits increased by K342.0
million to K21,235.9 million between December 2019
and week-ending 23" October 2020, which mainly
reflected placements by the Government, finance,
agriculture, manufacturing and construction sectors.
The weekly average deposits increased by 4.2 percent
to K21,072.8 million.

Monetary Policy

The Bank maintained the policy signalling rate, the
Kina Facility Rate at 3.0 percent in the month of
October 2020.
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Retail Price Index (RPI) (YOY % |'e2¢lin€
Change) 21 13 15 34 23 26 14 08 30 35 04r 07 03 04
Ex-seasonal
3. Exchange Rates Usb 02940 02940 02940 02935 02935 0.2935 0.2920) 02910 02900 02890 0.2880) 0.2870) 0.2860 0.2860
(mid-rate, eop*)
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2D 0,469 04579 0577 04361 0.4500 0.4705, 0.4841] 04739 04667 04510 04296 04262 0.4346 0.4324
4. Balance of Payments
Current Account PGK (millions of kina) 2271.4p| 16576p|  18385p|  1255.7p|  1343.9p|  16947p|  14121p 1466.5 p| 12154p 18369p 13790p|  12920p na na
Capital & Financial Account | by millions of kina) -24393p| -16810p|  -807.4p|  -8418p| -20338p| -16216p| -17338p|  -14939p|  -1357.4p|  -685.8p| -19154p| -13552p na na
Overall Balance PGK (millions of kina) 1617 p 26.7p 1029.2 p| 419.8p -689.7 p 724p 3206 p 27.7p 1417 p 1150.1 p| 5282 p 37.1p) na na
Foreign Exchange Reserve
(eop, USS mill) (a) 19463 1,905 2,2101 23381  2171.03]  2142.95| 205626 2034.64 2034.64 2309.15 2143.96 2141.22 2076.47 2031.89
5. Liquidity (eop) Liquid Assets Margin to Deposit Ratio (%) 4829 45.47, 46.24] 48.10] 18.83 482 514 508 477 486 489 487 492 478
Banks' Demand Deposits (K'bn) 14.8 148 148 148 148 148 148 148 148 148 148 148 148 148
6. Money and Credit Broad Money 06 15 13 44 44 57 16 6.6 85 6.5 9.2 84 7.4 6.4
(YOY % Change) Monetary Base 9.1 2.0 42 124 124 48 -1.3] 121 56 6.4 15.8 16 88 55
Private Sector Credit 26 24 61 40| 4 97 28 41 39 7.9 6 55 53 65
. Interest Rates (% pa) (monthly [, "o o5 5 500 500 500 50 30 30 30 30 30 30 30 30
weighted average)
) Central Bank Bill (28 day) 1.39 139 139 139 1.39 139 139 139 138 138 137 137 137 136
Commercial bank Term Deposit (30 day) 0.88 0.86 031 15 040 0.53 3.00 062 042 235 130 109 221 156
Government Treasury Bill (364 day) 7.00 7.03 7.03 7.08 7.09 T2 712 74 720 7:20 718 720 720 720
3-year Inscribed stock Rate 7.99 7.90 7.90| - - : - - - : - - - -
16-year Inscribed stock Rate (> 10 years) 8.39 8.39 8.39 839 84 84 84 84 84 84 84 84 84
4-year Inscribed stock Rate 8.39 8.30 8.30 - - ° ° B . ° ° B B N
7-year Inscribed stock Rate 9.69 9.57| 9.57 - - : - - - - - - - :
10-year Inscribed stock Rate 10.68! 10.55 10.55 - - : - - - - - - - -
8. Commodity Prices ol (37661 500 o3 04 24 16 533 322 210 304 395 221 234 206 399
(monthly
LNG ($/mmbtu) (d) 101 100 101 101 99 o9 102 101 101 o0 78 63 59 60
Gold (3/troy o1 Ls126|  1asa0 Lac1 w72 L5579 15571 15858 16777 17171 17285 18378 19686 19201 1,900.1
copper (/) soas0| 57424 58625 60634 60573 5,685.9 52182, 5,034.8 52423 57169 6,3286 6,496.7 6,701.0) 6,721.9)
Nickel ($/tonme) 33| 12| 1si176|  13m087|  13ssea| 127295 119317 117100 12,1446 12,6999 13,2985  14486.9| 14,8528 153063
Cobatt (8/tonme) 61000 352000 352500 335563  s21200| 53900 301500 295000  295000]  29.1625| 285520  329050] 334995 33,1583
Coffee (8/tome) (& 30038 20542 32738 26168 32017 32255 35422 36155 34337 372463 33378 3,654.1 37258 3453.9)
Cocon (3/tome) (@) 23000 24351 2521 Py 25843 2,7189 2,350.1 22622 23159 2,2613] 2,1000 2,3500 2,460.0 2,2900]
palm Ol (&/tonme) 230 5230 5230 3.0 674 873.0 675.0 6523 585.0) 6115 6626 734.0 7250 725.0)
Notes: BOP figures are monthly flows and not cumulative



