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Foreign exchange shortage not over yet

The foreign exchange shortage has improved significantly in the recent months, but there is no certainty that the
shortage is over, according to a Spotlight article released today by Papua New Guinea National Research Institute

(PNGNRI).

Spotlight, Volume 19, Issue 1, titled “Is the foreign exchange shortage over in Papua New Guinea?” by Dr Thomas
Wangji, states that although foreign exchange reserves have improved, the risks in the foreign exchange market remain
high. Key risks include volatile commodity prices, end of International Monetary Fund program, the recent grey-
listing by Financial Action Task Force and limited inflow of foreign direct investment.

The risks are expected to reduce foreign exchange inflows and increase the clearing time for new foreign exchange
orders especially by the importers. Hence, foreign exchange shortage and subsequent rationing will continue for an
indefinite period.

The paper suggested the following policy options that can enhance capital inflows and reduce foreign exchange
rationing:

e The government should review the existing project development agreements in the mining and petroleum
sector to ensure export earnings are repatriated onshore and to improve tax benefits for the state.

o The government should support the non-resource sector to improve commodity production and export. For
instance, in the agriculture sector, the rundown plantations should be revived through the public-private
partnerships.

e The government should address issues such as law and order, deteriorating public utility services, poor
infrastructure, political instability, stringent regulatory requirements, and the high cost of doing business to
attract sustainable and large-scale foreign direct investment.

However, to end foreign exchange rationing, the central bank should announce a deadline. Once a deadline is in
place, the central bank would manage the amount of foreign exchange it releases to the market to ensure demand
and supply are matched.

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

Also, follow our social media pages:

Facebook: https://www.facebook.com/pngnri
X: https://x.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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