Economic Activity

a decline in agriculture price index, which more than offset
the increase in metals and mineral price indices. The metal
index which mainly composed of gold and silver prices
decline by 2.70 percent (Chart 1). The international prices
for most of PNG’s major export commodities increased
except for coffee, copra and logs.

Global economic growth is expected to improve slightly
in 2017, mainly reflecting a broad-base growth which
continued into the September quarter in the US, Euro-area,
Japan, and Canada, as well as in the emerging Asia and
Europe. However, the global economic recovery remains
weak with inflation lagging in advanced economies. Growth
in the US is driven by personal consumption, investment
and federal government spending. In the Euro-area, growth
is supported by fixed investments and strong exports. In
Japan, a softer growth reflects improvement in exports
and business spending. Growth in the emerging markets is
anticipated to be solid after strong growth in the September
quarter mainly driven by China, however, weak activity
in the manufacturing sector may affect growth to some
extent. The International Monetary Fund (IMF) in its
World Economic Outlook (WEO) report for October 2017,
revised upward the global growth by 0.1 percentage point to
3.6 percent and 3.7 percent for 2017 and 2018 from the last
forecast in April 2017.
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Balance of Payments
Preliminary balance of payments data for the eight months
to August 2017 showed an overall surplus of K365.6
million, compared to a surplus of K258.2 million in the
corresponding period of 2016. This outcome was due to
a surplus in the current account which more than offset
a deficit in the capital and financial account. The surplus
in the current account was due to a trade surplus and net
transfer receipts, which more than offset net service and
income payments. The deficit in the capital and financial
account was mainly due to net outflows in portfolio and
other investments reflecting investment in short term money
market instruments by resident entities, and a build-up
in offshore foreign currency account balances of mineral
companies, respectively.

In the domestic economy, the level of employment in
the private sector further declined by 0.7 percent in the
September quarter and 3.2 percent on annual basis. Private
sector sales increased by 3.3 percent in the June quarter of
2017, following a decline of 2.0 percent in the March quarter
of 2017. On annual basis, total sales increased by 14.2
percent to June 2017, while excluding the mineral sector,
sales increased by 9.5 percent. These, combined with the
slow recovery in foreign exchange inflows and reduction in
Government expenditure point to a slowdown in economic
activity.
Commodity Prices
Commodity price data from the World Bank published
on the 02nd of November 2017 show mixed developments
across major price indices in October 2017. Energy price
index increased by 3.34 percent, compared to 5.37 percent
in the previous month, driven by price increases of 3.72
percent in crude oil and 1.99 percent in the Natural Gas. The
non-energy price index decreased by 0.02 percent reflecting

The level of gross foreign exchange reserves at the end of
August 2017 was US$1,776.2 (K5,576.6) million, sufficient
for 6.1 months of total and 9.7 months of non-mineral import
covers. As at 31st October 2017, the level of gross foreign
exchange reserves was US$1,711.8 (K5,408.5 ) million.
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Exchange Rate

Fiscal Operations

The average kina exchange rate depreciated against the US
dollar (USD) by 7 basis points to US$0.3124 over the month
to 27th October 2017, mainly due to high import demand. As
part of the Government’s 100-day plan, the Central Bank has
intervened with US$100 million in October to meet some of
the outstanding import orders. The average kina exchange
rate appreciated against the Australian dollar (AUD) by 91
basis points to AU$0.4004 over the month to 27th October
2017. This was due to cross currency movements as AUD
depreciated against USD reflecting low oil and iron ore
prices, a strong US economy driving corporate profits and
gains in shares in the US, Eurozone and Japanese markets.
The Trade Weighted Index (TWI) increased by 3.31 percent
to 32.45 over the same period (Chart 2).

The preliminary fiscal outcome of the Government for
the nine months to September 2017 show a deficit of
K894.6 million, compared to a deficit of K1,356.8 million
in the corresponding period of 2016. This represents 1.2
percent of nominal GDP. The lower deficit, compared
to the corresponding period in 2016 is attributed to a
K946.6 million decline in expenditure to K8,033.1 million,
which outweighs the effect of a K485.0 million decline in
revenue to K7,138.5 million. Compared against the 2017
Supplementary Budget, the total revenue was 65.0 percent
and total expenditure was 62.5 percent.
Domestic Interest Rates & Monetary Aggregates
Over the month to 27th October 2017, the Central Bank Bill
(CBB) rate for the 28-day term increased by 3 basis points
to 1.40 percent, while the 63-day term was offered twice in
October at 2.35 percent. There were no allocations for the
other terms. At the Treasury bill auction, the 91-day rate was
offered twice in October, first at 2.48 percent and second, at
2.45 percent, while the 273-day rate increased to 6.76 percent
from 6.73 percent. The 182-day and 364-day rates remained
unchanged at 4.73 percent and 8.00 percent, respectively.
During the same period, the weighted average interest rates
on wholesale deposits above K500,000 increased except for
the 30-day term. The weighted average rate for the 60-day,
80-day and 180-day terms increased to 0.21 percent, 0.58
percent and 1.05 percent, respectively, from 0.11 percent,
0.25 percent and 0.36 percent. The 30-day term decreased
to 0.19 percent from 0.20 percent (Chart 4).

Inflation
The annual headline Retail Price Index (RPI) in September
2017 increased by 0.3 percent, compared to an increase of
3.4 percent over the twelve months to August 2017. This
was due to price increases in the ‘Motor vehicle operation
(petrol only)’ expenditure subgroup, and ‘Drinks, tobacco
and betelnut’ and ‘Rents, Council charges, fuel/power’
expenditure groups. Annual RPI excluding seasonal items
and RPI excluding seasonal items and fuel increased by
4.6 percent and 4.2 percent, respectively over the twelve
months to September 2017 (Chart 3). Quarterly headline
RPI decreased by 0.6 percent in September 2017 and the
monthly headline RPI for September 2017 increased by 0.9
percent.

Broad money supply increased by 5.8 percent over the year
to September 2017, compared to an increase of 12.1 percent
in the corresponding period of 2016. This was mainly due
to increases in net claims on Government and net credit to
other financial corporations. Monetary base increased by
13.3 percent over the year to September 2017, compared
to an increase of 1.5 percent in the corresponding period
of 2016. This was mainly due to high commercial banks
deposits at the Central Bank.
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petroleum, communication, Government, construction,
fisheries, retail, mining, agriculture and services sectors.
Over the same period, the weekly average deposits increased
by 6.9 percent to K21,559.2 million.

Commercial bank lending to public non-financial
corporations, other financial corporations and other resident
sectors decreased by K293.7 million to K12,552.9 million
over the year to 27th October 2017. This mainly reflected
repayments by the retail, agriculture and construction
sectors. Over the same period, the weekly average lending
by banks increased by 5.2 percent to K12,532.6 million.
The commercial bank deposits decreased by K401.4
million to K21,100.9 million over the year to 27th October
2017, reflecting withdrawals mainly by the manufacturing,

Monetary Policy
The Bank maintained its policy signalling rate, the Kina
Facility Rate (KFR), at 6.25 percent for the month of
October 2017.
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