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Quarter Highlights

Revenue vs
Expenditure

Budget Deficit

IRC Collected

Total revenue was PGK13.8b. This
is PGK1.7b (or +14.5%) higher than
the 2020 outcome. This was mainly
supported by a +3.3% increase
in donor grants from foreign
governments. On the other side
of the ledger, total expenditure
increased by +3.7% (PGKO0.7b) to
PGK20.1b.

The Government achieved a Budget
Deficit of PGK6.3b, or 6.7% of GDP.
Compared to the previous year, the
deficit balance improved by 2.2%.

Strategic intervention and strong
energy prices helped increase the
country’s tax revenue to PGK5.9b,
which is about +21% higher than the
2022 projections.

1-Year Treasury
Yields

Kina Securities
Index (KSi)

Bank Debit
Card Usage

Market Commentary

Elevated inflationary pressures
continued to take a toll on the global
market during the second quarter.
The tight labor market along with high
energy prices and a broader increase
in food and service prices caused
stagflation, a result of the lingering
effects of the global pandemic, the
on-going Russia-Ukraine war, and
further exacerbated by the Covid-19
lockdowns in China the world’s largest
exporter of goods - producing over

220 types of industrial products,
including  vehicles.  Policymakers
in  some developed economies

have been forced to increase their
benchmark interest rates in an attempt
to bring down inflation to meet policy
targets after witnessing a 40-year high.

The global market was overwhelmed
with central banks' policy actions,
particularly in Q2. Following the June
meeting of the U.S Federal Open
Market Committee (FOMC), Chairman
Jerome Powell announced in a press
conference that the committee had
agreed and raised the funds rate by
75 basis points (bps) - the largest hike
since November 1994. Mr. Powell also
stated that the U.S Federal Reserve
(Fed) will continue to significantly
reduce its balance sheet. Also in June,
the Reserve Bank of Australia (RBA)
increased its cash rate by 50 bps, the
second time in Q2 that the RBA lifted
its rate. The RBA Governor, Philip Lowe,
stated in a media release that “Inflation
in Australia has increased significantly.
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Yield on the Government's 1-year
T-bill touched 2.5% during the period.
This is the first time that 1-year bill has
been this level since December 2012.

The KSi moved up by +1.5% from the
first quarter to end out the first half
of the year, supported by a rise in the
share price of BSP Financial Group
Limited.

Retail activity continued its growth
trajectory, as indicated by the Bank of
Papua New Guinea's latest statistics
on PNG banks’ Retail Electronics
Payments System (REPS). The REPS
recorded 1.5 million transactions
in June, and was up by +29.9% on
a Year-on-Year (YoY) growth for
Bank Debit Card transactions - ATM

withdrawals and EFTPOS purchases.

While inflation is lower than in most
other advanced economies, it is higher
than earlier expected”. Meanwhile the
European Central Bank, based on the
careful assessment of its Governing
Council, has declared to hike its key
interest rate by 25 bps in July. Investors

cautiously navigated the volatile
market landscape in Q2.
In PNG, the |Internal Revenue

Commision (IRC) released an update
on its mid-year performance for 2022.
IRC reported a higher-than-expected
total tax revenue of PGKS5.9billion,
which is +21% higher than the 2022
projections and +38% higher than
the 2021 collections. The successful
first-half was supported by positive
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Market Commentary Continued

strategic interventions and backed
by strong energy prices globally.
The Group has surpassed its first-half
collection target by PGK76million and
is on track to reach the 2022 National
Budget target of PGK10.5billion. IRC
Commissioner-General, Sam Koim,

showed optimism about beating this
year's target when interviewed by The
National Newspaper. IRC hasalso been
assisting the government to address
inflationary concerns with tax reliefs.
On the consumer front, indicative
retail prices in the Nation's Capital

Kina Bank Outlook

Global markets had a difficult first-half
in 2022 with continued rivalry between
central banks and stubborn inflation,
leaving no guarantee that the global
market conditions will be any different
to the last six months. The Russia-
Ukraine war seems far from over, leaving
OPEC+ member countries scrambling
to keep up with their output quotas. As
a result, energy prices will continue to
provide support for inflation to remain
at elevated levels.

Meanwhile the world's second largest
economy - China - raised global
expectations with the possibility of
easing lockdowns/restrictions, which
would provide much needed relief.

PNG FX Market

The Kina exchange rate remained
steady versus the U.S dollar at 0.2840
for the quarter. However, the domestic
currency has appreciated against other
currecies (AUD, JPY, GBP, and NZD) on
the back of a stronger U.S dollar. The
Greenback has been rising with the help
of the Fed's more aggressive monetary
policy stance and recession concerns.
The Greenback is globally regarded as
a safe-haven currency.

Over the last three months, the total
FX market tunrnover have totalled up
to PGK11.8 billion, which includes a
total BPNG intervention' of PGK844.70
million. In relative terms, FX activity was
up +13.28% from the prior quarter,
while fell -4.88% on a Year-on-Year basis.

However, reports of a new Covid-19
outbreak heading into Q3 is striking
fears of more lockdowns / restrictions
that will add more inflationary pressure.
On the flip side, policymakers have
already hinted a series of large rate
hikes going into the next six months.
The key focus is to bring down inflation
to reasonable levels before it becomes
entrenched. Onthe other hand, investors
are worried that this approach will trigger
the global economy into recession.

With global inflationary pressures, prices
of goods and services are expected to
rise in the coming months. Net import
economies, such as PNG, will be hard
hit since imports of goods and services
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for petrol fell -3.9% to PGK4.32 a litre,
whilst diesel and kerosene increased
to PGK4.40 (+7.6%) and PGK4.32
(+16.2%) respectively. Fuel prices
in other centres have also changed
based on their domestic freight prices
and retail margins.

outweigh exports. For PNG, the next
six months of this year will be a tussle
to balance the impacts of inflationary
pressures versus fears of a global
recession, which will prove whether or
not the Government's tax relief package
of PGK611 million is effective enough to
buffer the effects on citizens. One could
consider the following scenarios;

a) How far can the government go
to sacrifice more of its tax revenue to
support businesses and households if
inflation continues to surge?

b) What alternative does the Government
have if oil prices plunge due to recession
fears?
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! As the regulator, BPNG normally intervenes with the FX market
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PNG Equities

The Board of a locally listed company, N
Credit Corporation PNG (CCP), PRICE Q2 YTD

declared a final dividend of PGK0.13 PNG Stock Exchange (PNGX)
per share for the second-half

performance of 2021 which brings the Kina Securities Ltd (kst) 3.00 = 0.0% » 1.7%
total dividend for the year to PGK0.18 Credit Corporation PNG (ccp) 1.85 N 156% N 1041%
- this includes an interim dividend of , ,

PGKO0.05 per share. The final dividend BSP Financial Group Ltd (8sp) 12.40 ~29% N 1.2%

will be paid on 28th July 2022. Also in Australian Securities Exchange (ASX)
Q2, the Group Chair, Richard Sinamoi,

told the company’s Annual General Kina Securities Ltd (ksL) 0.81 vVooo59% Vv 58%
Meeting in June that CCP is eyeing to BSP Financial Group Ltd (8rL) 4.95 N 31% N 159%
be listed on the Australian Stock Market o
(ASX). This plan is part of the company’s Newcrest Mining Ltd (vem) 20.89 voo219% v -147%
latest revised strategy. Listing on the Santos Limited (s70) 7.42 Voo41% N 17.6%
ASX will help the company source :
new capital funding for future strategic PNG Market Indiices
opportunities and provide more Ksi 626394 1.5% A 6.9%
liquidity to the shareholders.

KSHi 1535656 1  101% 1 6.7%

The Kina Securities index (KSi), *PNGX prices in PGK; ASX prices in AUD.

which measures all 12 publicly listed

companies in PNG, rallied from the Financial Group Limited. The key price of Credit Corporation PNG rose
previous quarter to recoup more index gained about +6.9% on ayear- to PGK1.85, up by +15.6%. The KSHi is
points than that lost in Q1. The KSi to-date basis. At the same time, the a subset of the KSi, which includes 4
rose +1.5%, mostly supported by the Kina Securities Home index (KSHi) locally listed stocks.

country’s largest commercial bank, BSP  jumped more than +10% as the share

PNG Cash & Fixed Income

The Government's short-dated Treasury
Bills marked losses in back-to-back
quarters, with excess liquidity and

stronger demand continued to put 10,000 3%
downward pressure on yields. Yield
on the 1-year Treasury bill fell to its
lowest peak since December 2012
at 2.55%, down by 250 basis points
(bps) from the prior quarter. However,

PGK'Million
Weighted Average Yield

with the Government's Treasury bond 1,000 2%
(commonly refered to as Government
Inscribed Stocks or GIS for short)
offerings during the quarter helped
reduce some pressure off from the
1-year yield. About PGK4.7 billion was .
raised for the Government by BPNG 100 1%
through GIS and Treasury Bill auctions. 182 273 364
Term/Day
@» Amount Offered (K'm) Bids Received (K'm)
Successful Bids (K'm) (] Weighted Average Yield
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International Equities

The global share market stumbled :

again in Q2. This was after policymakers Price (USD) Q2 ML

backed their more aggressive monetary North America

policy retorics with large rate hikes,  NEVSYINRYA 3077543 v 113% ¥ 153%
leading to sharp sell-offs during the

quarter. Investors exited the share S&P 500 3,785.38 voo165% v 20.6%
markets on recession fears as they J o ¢ o

priced in further rate hikes in the future. NASDAQ 11,028.74 "224% 29.5%
All benchmarks across the globe closed Toronto S&P/TSX 18,861.36 vooo138% Vv 111%
largely with negative returns. The three Europe

major benchmarks in the U.S plunged P

more than -11% over the last three FTSE 716928 v 46% Vo 29%
months. The Dow Jones dropped ¢ o ¢ o
111.3%, the S&P 500 shed -16.5%, and DA% 12.783.77 11.3% 19.5%
the tech-heavy Nasdagq Composite CAC40 5,922.86 voo111% v 17.2%
noted the biggest drop of -22.4%. In Asi

Europe, benchmarks in the Euro Area sla

fell more than -11% (DAX: -11.3% and Nikkei 26,393.04 Vv 51% Vv 83%
CAC40:-11.1%) and the U.K's FTSE 100

declined by -4.6%. Share markets in Hang Seng Index 21.859.79 V0% Vo 6.6%
Asia-Pacific shared similar sentiments Shanghai Composite 3,398.62 N 4.5% Voo 6.6%
with U.S and Europe markets, each o o

falling at a range of -5% returns. India'’s Sensex 53,018.94 voo9s% v 9.0%
Sensex shed -9.5%, while Japan’s Nikkei S&P/ASX 200 6,568.06 Vooo124% Vo 11.8%

shed -5.1%, and Australia’'s S&P/ASX
200 dipped -12.4%.

International Cash & Fixed Income

Yields on Government bonds continued
to rise while the bond prices fell,
intensified by a sharp sell-off during

10 Year Government Bond Yields

the quarter as investors increased COUNTRY YIELD Q2

their expectations about the global United States 3.01% g 0.67% ) 1.50%
economic recession. Investors fear that ) ) o o o

a more aggressive policy could hamper United Kingdom 223% N 0.62% T 1.26%
economic growth. Australia 3.66% 1N 082% T 1.99%
The U.S 10-year Treasury yields rose New Zealand 3.86% T 0.64% T 1.47%
+0.67% to 3.01%. In Europe, the U.K EEnE 1.92% 1T 094% 1 1.72%
10-year tenor added +0.62% to 2.23%

and the French 10-year paper climbed Japan 0.23% T 0.01% T 0.16%

to 1.92%, up +0.94%. Bond yields in
the Asia-Pacific ended strongly with
Aussie yields up +0.82% to 3.66%, the
Kiwi climbed to 3.86% (+0.64%), and
the Japanese bonds added +0.01%
t0 0.23%.
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Commodities

The markets shifted focus from a supply
crisis to the possibility of a recession,
as prices of key commodities eased
on fears that demand would pare.
Nevertheless, energy prices maintained
their dominance on the commodity
front. Oil prices finished higher as
traders shrugged off recession worries
after tight supply was aggravated by a
drop in Libya's exports, coupled with
other OPEC+ producers’ struggle to
meet production quotas. Following
that, Liquified Natural Gas (LNG) prices
surged supported by an increase in
energy usage as heat waves swept
across the Northern Hemisphere. On
the other hand, precious metals, base
metals and agricultural products had
a difficult 3-months, closing below Q1
peaks.
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PRICE (USD)
Agriculture
Coffee (Us cents/ib) 234.00
Cocoa (us$/mt) 2,291.00
Palm Oil (Rm/tn) 5,088.00
Energy
Brent Crude (uss/bbi) 114.81
LNG (us$/mmBtu) 38.66
Light Crude WTI Futures (uss$/bbl) 105.76
Precious Metals
Gold (uss/oz) 1,807.30
Silver (US$/oz) 20.35
Base Metals
Copper (Uss$/ib) 3.71
Iron Ore (us$/mt) 116.67

é

Q2

3.2%
-13.6%
-20.4%

6.4%
9.1%
5.5%

-7.5%
-19.0%

-21.9%
-16.6%

&

YTD

3.3%
-9.1%
-1.4%

46.9%
26.8%
39.8%

-1.3%
-13.1%

-17.0%
3.6%




Kina Bank Wealth

Management

EGM | Business, Wealth Management and

Advisory Services

Deepak Gupta
deepak.gupta@kinabank.com.pg
Head of Investments

Michael Rook
michael.rook@kinabank.com.pg
Manager | Research & Analysis
Charles Wama

charles.wama@kinabank.com.pg

Manager | Portfolio Administration &
Compliance

Noelyne Togs
noelyne.togs@kinabank.com.pg

Manager | Retail Wealth Management
Josh Mua

joshua.mua@kinabank.com.pg

Senior Economist

Moses David
moses.david@kinabank.com.pg

Together it's possible

Senior Investment Analyst
Gareth Rus
gareth.rus@kinabank.com.pg
Investment Analysts

Max Kasening
max.kasening@kinabank.com.pg
Senior Portfolio Administrators

Mareta Kokiva
mareta.kokiva@kinabank.com.pg

Teddy Aipeta
teddy.aipeta@kinabank.com.pg

Portfolio Administrators

Serah Kokun
serah.kokun@kinabank.com.pg

Kimberley Melegepa

kimberley.melegepa@kinabank.com.pg

Economics

Karo Tuva
karo.tuva@kinabank.com.pg

Joshua Sialis
Joshua.Sialis@kinabank.com.pg
Shares

Vera Saisagu
Goldstein Napitalai
wealth@kinabank.com.pg

Administration Coordinator

Dagu Hebore
dagu.hebore@kinabank.com.pg




Disclaimer

General Disclosure

This report is for our clients only.
All information contained herein is
obtained by Kina Funds Management
Limited (KFM) and/or Kina Group of
Companies (Kina Group) from sources
believed by it to be accurate and reliable.
Whilst every care has been taken in
the compilation of this Report and all
information is believed to be accurate,
No liability is accepted by KFM and/or
Kina Group or its subsidiaries, or any of
their officers, employees or agents for
any errors or omissions in this Report.
All information is provided “as is” without
warranty of any kind and KFM and/
or Kina Group, in particular, makes no
representation or warranty, express or
implied, as to the accuracy, timeliness,
completeness, merchantability, or
fitness for any particular purpose of
any such information. Opinions and
recommendations are subject to change
without notice and cannot be relied
on without independent confirmation.
This report is not an offer to sell or the
solicitation of an offer to buy any security
in any jurisdiction where such an offer or
solicitation would be illegal. It does not
constitute a personal recommendation
or take into account the particular
investment objectives, financial situations,
or needs of individual clients. Clients
should consider whether any advice
or recommendation in this report is
suitable for their particular circumstances
and, if appropriate, seek professional
advice, including tax advice. The price
and value of investments referred to in
this research and the income from them
may fluctuate. Past performance is not
a guide to future performance, future
returns are not guaranteed, and a loss of
original capital may occur. Fluctuations
in exchange rates could have adverse
effects on the value or price of, or income

derived from, certain investments.
Certain transactions, including those
involving futures, options, and other
derivatives, give rise to substantial risk
and are not suitable for all investors.
This document is confidential
and intended only for authorised
clients of KFM and/or Kina Group.

Conflict Disclosure

KFM and/or Kina Group, its Directors,
officers, employees or agents may own
shares in the Companies stated in this
Report, but under no circumstances shall
KFM and/or Kina Group have any liability
to any person or entity for (a) any loss
or damage in whole or in part caused
by, resulting from, or relating to, any
error (negligent or otherwise) or other
circumstances or contingency within or
outside the control of KFM and/or Kina
Group or any of its Directors, officers,
employees or agents in connection with
the procurement, collection, compilation,
analysis, interpretation, communication,
publication, or delivery of any such
information, or (b) any direct, indirect,
special, consequential, compensatory,
or incidental damages whatsoever
(including without limitation, lost profits),
even if KFM and/or Kina Group is advised
in advance of the possibility of such

damages, resulting from the use of or
inability to use any such information. Past
performance of Companies reviewed
herein are not, and should not be held
as indicators of the of the entities future
performance. The information contained
herein is, and must be construed solely
as, statements of opinion and not
statements of fact or recommendations
to purchase, sell or hold any securities.
KFM and/or Kina Group may seek to do
business with companies mentioned
in research reports. Accordingly, KFM
and/or Kina Group employees and/
or directors may have a conflict of
interest. Investors should be aware of
this potential for conflicts of interest,
and should consider KFM and/or Kina
Group research reports as just one
aspect of their investment decisions.



