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Quarter Highlights

Revised Growth

in 2022

Brent Crude

BPNG its revised GDP
projections for 2022 in its latest
Monetary Policy Statement. Economy
is still in recovery mode.

released

The IMF projects that Oil Prices will
remain elevated for the remainder
of 2022 - pointing to continued
inflationary pressures for import
dependent economies such as PNG.

Palm Oil prices spiked by +24% in the
first quarter - after leading Global
producer - Indonesia - announced

Domestic Fuel
Prices

Iron Ore

Palm Oil

that it will ban exports.

1 year T-Bills

Market Commentary

The first quarter of 2022 started with
a similar story to the end of last year
dominating the news headlines - supply-
chain disruptions, inflation and the
possibilities of new COVID-19 variants
threatening economic recovery. These
global challenges were exacerbated
by Russia's invasion of Ukraine. The
significance of these two countries to
the global supply of major commodities
- ranging from oil, LNG, precious metal
and wheat - has sparked supply-side
shocks to the global trading system and
increased prices for raw commodities.
The S&P GS Commodities Index -
the widely-recognized benchmark
commodities index that tracks the
performance of the global commodities
market-increased almost +29% during
the first quarter.

The first quarter was also challenging
for the 2 largest economies - the U.S
and China. The U.S. Federal Reserve
raised interest rates as expected,
highlighting the persistent inflation in
the U.S economy over the past year. The

Chinese economy was also slow due
to the property market issues (carrying
over from 2021), as well as another
wave of COVID-19 outbreaks across the
country which triggered lockdowns in
main cities.

On the domestic front, a major concern
to businesses and consumers has been
the impact of global oil prices on the
local price offered atfuel bowsers across
the country. Kina's Economic Note
published last month briefly explains
PNG's fuel price-setting scheme on how
local prices are very sensitive to global
oil price shocks. During the first quarter,
local fuel prices rose +17% from the
start of the year, as Brent Oil shot past
US$100/barrel in the wake of Russia’s
invasion.

The PNG-headquartered companies
listed on the local PNGX stock exchange
released their final 2021 financial
reports. Finance and Banking sector
stocks did very well; with BSP, Kina Bank
and Credit Corporation announcing
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Domestic fuel prices for consumers
spiked during the first quarter - rising
+17% since the beginning of the year.

Global Iron Pricesincreased as China
announced it would relax its ‘green
targets’ in the steelmaking industry.

364-day Treasury Bills continue to
creep lower with excess demand in
the market forcing institutions to bid
aggressively for Government paper.

strong profits for 2021. Domestic retail
activity also continued to grow during
the first quarter, with the Bank of PNG's
data on the use of Bank Debit Cards
(for interbank machine transactions)
showing very active usage, particularly
for ATM cash withdrawals and EFTPOS
purchases. During the first quarter,
there were almost 1.4million interbank
debit card transactions recorded - a
+34% increase on the first quarter
transactional volumes in 2021 - and a
+15% increase on the quarterly average
through the whole of last year.

In terms of the macroeconomic
recovery, both the Bank of PNG (in their
March Monetary Policy Statement) and
the World Bank released their revised
2022 growth forecasts last month: with
BPNG forecasting 2% GDP growth
this year (Kina's MPS Summary can
be found here- insert link). The World
Bank is more optimistic - projecting
4% GDP growth for 2022.
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https://www.kinabank.com.pg/wp-content/uploads/2022/03/one_page_economic_update_3.pdf

Kina Bank Outlook

Since the Russia/Ukraine crisis and a
hawkish Fed signaling more interest rate
hikes, the degree of uncertainty hasrisen
around global markets, particularly with
major commodities and stocks. Rising
interest rates, coupled with inflation
have in the past led to recessions for the
U.S economy.

This will prompt business planners and
investorsaliketoapproachtheremaining
months with caution, particularly as
inflation remains ‘persistent’, but we

PNG FX Market

The first quarter recorded a total average
of just under PGK3.5 billion in FX market
turnover. These levels are +28% more
than the average quarterly turnover
of the corresponding period from the
previous 2 years - reflecting increased
inflows into the market. Increased
export flows came from gold exporters,
with the gold price spiking during
the first quarter due to current global
geopolitical tensions. The Bank of PNG
also supported the market with about
PGK664m of foreign currency during
the quarter. The second and fourth
quarters are normally the busier periods
of the year - so we will expect greater
turnover over the next 3 months.

expect global economic activity to still
continue to rise, reflecting the economic
recovery from the pandemic.

Looking forward in the coming months
in PNG, the major cause for concern
will be the increase in prices for
goods and services. BPNG forecasts
headline inflation at 5% this year.
However, with continued elevated
oil prices impacting local fuel costs
(already +17% this year); the global
supply-chain crisis impacting shipping
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container movements dragging on; and
the entrenched structural imbalances
which have impacted the PGK foreign
currency market for some time; the costs
of imports into the country will continue
to impact retail margins.

Upward price pressures will continue
to persist, particularly with the issuing
of writs for the General Elections in
April triggering the start of the election
campaigning period.
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PNG Equities

Corporate earnings for most of the

. . PRICE* (O} YTD
major companies on the PNGX were
released during the first quarter, with the PNG Stock Exchange (PNGX)
2 major commercial Banks, BSP (BFL) _ " o o
el e (RS e oesing By Kina Securities Ltd. (kst) 3.00 T~ 17% N 17%
Return on Equity (ROE) of 28% (BSP) Credit Corporation PNG. (ccp) 1.60 Vooo48% Vv 48%
and 12% (KSL); respectively. The quarter ) )
was also the first in which Santos traded, BSP Financial Group Ltd. (8sp) 12.05 Ve v 1.6%
following its acquisition of Oil Search at Australian Securities Exchange (ASX)
the back end of 2021. , "

Kina Securities Ltd. (ksL) 0.86 - 0.0% - 0.0%

In terms of the first quarter performance, Newcrest Mining Ltd. (ncm) 26.74 N 92% N 9.2%
Kina (KSL) shares closed out +1.7% o A o 2~ o
higher; while Credit Corporation (CCP) Santos Limited (STO) 7.74 22.7% 22.7%
dropped -4.8%. The Kina Securities Index PNG Market Indices
(KSi) remained relatively flat throughout . ¢ o ¢ N
the quarter, while the Home Stocks _ 5,853.76 012 0515
index (KSHi) dropped -3.1%, in part to KSHi 13,950.35 Vv 31% Vv 3.1%

the CCP price drop.
*Prices are in PGK on PNGX; $AUD on ASX.

PNG Cash & Fixed Income

Over the past 3 months, the
Government raised PGK5.2bn through 3.90%
the issuance of Treasury bills, while the

longer-dated Government Inscribed 10,000 6%
Stock (GIS) auction was cancelled.

The 364-dayterm bill fell sharply by more
than 100 basis points during the period,
forcing Deposit-Taking Institutions
to revise their Term Deposit rates to
account for this downward pressure.
Nonetheless, the rates eased and slowly
flatten in the middle of the quarter.
This was after the BPNG dropped its
reduction rate from more than 30bps to
less than 4bps (on average). 100 0%

182 273 364

4%

1,000

PGK'Million

2%

Weighted Average Yield

Data from BPNG's auction results
showed that market sentiment remained Term/Day
strong amide weak rates throughout Q1.
@» Amount Offered (K'm) Bids Received (K'm)
Successful Bids (K'm) [ ) Weighted Average Yield
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International Equities

Global equity markets had a difficult start .
to 2022, as major benchmarks in the Price (USD) Qf ML
U.S., Europe, and Asia fell in January and North America
February, which overshadowed some of 1y 0 1 3467835 V4% v 46%
the gains incurred later in the quarter.
S&P 500 453041 Vv 50% Vv 50%
The Central Bgnks on-going hawklsh NASDAQ 1422052 N 9.1% voo91%
comments on interest rates concerning
inflation pressure were the key drivers Toronto S&P/TSX 21,890.16 1 3.1% 0 3.1%
of the equity markets. The Ukraine war Europe
fostered existing concerns of inflation P
pressure and forced Central Banks to FTSE 7,515.68 2 1.8% 2 1.8%
hike rates, leaving no room for risky DAX 14,414.75 \Z -9.3% Voo 93%
assets as investors sought for safe-haven
assets, particularly bonds and gold. CAC40 665987 Vv 69% Vv 69%
It will be a challenging journey for the =l
global equity market considering the Nikkei 2782143 Vv 34% Vv 34%
on-going war between Russiaandthe | o g 2199685 v 60% v -60%
Ukraine. Itis unclear when the war will
end. Shanghai Composite 3,252.20 voo107% v -107%
Sensex 58,568.51 N 0.5% 0 0.5%
S&P/ASX 200 7,499.59 N 0.7% d 0.7%

Source: Reuters, JP Morgan & KFM

International Cash & Fixed Income

More developed markets saw strong
growth in 10-year Treasury bonds which
were mainly driven by inflation concerns

10 Year Government Bond Yields

- with the U.S. Federal Reserve raising COUNTRY YIELD Q1
rates by 25bps. The U.S. 10-year Treasury United States 234% 1 083% 1T 0.83%
yield rose to 2.34% (up 83bps) and the
2-year bond yield rose 160bps to 2.33%. United Kingdom 1.61% T 0.64% T 064%
The increased yield in shorter-dated AvEiElfe 284% N 117% 1 1.17%
terms relative to longer-term (especially
for the 2-yr/10-yr bonds) in the U.S New Zealand 3.22% 0 0.83% T 0.83%
has traditionally been a precursor for ErEReE 098% M 0.78% 1  0.78%
recession, according to analysts.

Japan 0.22% 0 0.15% 0 0.15%
The European and Australian markets Source: Reuters & KEM

also shared similar sentiments, by with
short-term rates increasing during the
first quarter.

Developed-market Central Banks are
expected by investors to carry out a
further round of interest rate hikes in the
coming months.
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Commodities

It was a volatile first 3 months for
commodity traders, notably in late
February, with Russia’s invasion of
Ukraine adding to production-supply
chain bottlenecks, which exponentially
drove up the prices of some key
commodities into record high territory.
Crude QOil made headlines by breaking
the US$100 per barrel mark after 7
years. Precious metals, including Gold
and Silver also spiked - with the former
used as a hedge against inflation. The
elevated demand pushed up Gold by
+6.7%, whilst Silver notched +7.3%.

In the agriculture space, Palm Oil
outperformed Coffee and Cocoa,
adding +23.9% Q/Q, after the world’s
largest producer, Indonesia, announced
that it would consider reducing export
volumes. Furthermore, production
woes in the second-largest producer -
Malaysia, also added to upward price
pressure as the country was faced with
labor shortages.
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PRICE (USD)
Agriculture
Coffee. (US cents/Ib) 226.00
Cocoa. (US$/mt) 2,650.00
Palm Oil. (Rm/tn) 6,391.00
Energy
Brent Crude. (uss$/bbl) 107.91
LNG. (us$/mmBtu) 35.44
Light Crude. (us$/bbl) 100.28
Precious Metals
Gold. (Us$/0z) 1,954.00
Silver. (US$/0z) 25.13
Base Metals
Copper. (Us$/ib) 4.75
Iron Ore. (US$/) 139.83

Q1

0.1%
5.2%
23.9%

38.0%
16.2%
32.6%

6.7%
7.3%

6.3%
24.1%

YTD

0.1%
5.2%
23.9%

38.0%
16.2%
32.6%

6.7%
7.3%

6.3%
24.1%

Source: Reuters & KFM
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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.



