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Financing of consecutive budget deficits affects monetary policy
operations

In Papua New Guinea, ongoing budget deficits pose significant challenges, primarily driven by domestic borrowing through
mechanisms like open market operations and the Temporary Advance Facility. Domestic borrowings complicate the

implementation of effective monetary policy.

The PNG National Research Institute (PNGNRI) has released Spotlight Vol. 18, Issue 7, titled "Financing of Budget Deficits
Affects Monetary Policy Operations in Papua New Guinea," authored by Dr. Thomas Wangi. The article sheds light on the
origins of budget deficits, key sources of domestic financing, and their impacts on monetary policy.

The article focuses on four essential areas:

1.

Budget deficits — Public expenditure has exceeded revenue, leading to budget deficits in recent years. Overspending
in key government programs like the Tuition Fee Free Education Policy and the Connect PNG Road Program has
contributed to excessive expenditure, while revenue has faced constant pressure from declining commodity prices and
low foreign direct investment.

Deficit financing — Domestic financing of budget deficits has relied on the issues of government securities (treasury
bills) at the open market operations, borrowing under the Temporary Advance Facility, and access to slack
arrangements. These financing facilities are available at the Central Bank.

Impact of Budget Deficits on Monetary Policy — The issuance of treasury bills has become more prominent than
central bank bills due to consecutive budget deficits. This has undermined the core function of central bank bills to
manage liquidity in the banking system. The access of Temporary Advance Facility and slack arrangement has
injected substantial cash into the economy and posed a challenge to price stability.

Policy suggestions - While the government has accessed these monetary instruments for cash flow management, it is
crucial to address the risk of rising debt associated with budget deficits. To reduce budget deficits, the government
should enable a greater portion of revenue from its equity holdings in resource projects to flow into the public
account, negotiate better terms in project development agreements for future resource projects, support economic
activities in the non-resource sector, and improve the management and control of public expenditure.

The Media Release can be accessed on the PNGNRI website https://www.pngnri.org.

Facebook: https://www.facebook.com/pngnri
Twitter: https://twitter.com/pngnri
LinkedIn: https://www.linkedin.com/company/national-research-institute-of-papua-new-guinea-nri-/

For enquiries, please contact Samuel Kehatsin on Tel: 326 0061 or Email: Samuel.Kehatsin@pngnri.org.
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