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•	 The Papua New Guinea (PNG) Kina exchange rate has been 
undergoing a structural reform since January 2024 to restore its 
convertibility and address foreign exchange shortages.

•	 Since the implementation of the transitional arrangement, the Kina 
has lost its value against the United States (US) dollar. Between 
January 2024 and April 2025, the Kina depreciated by 8.2 percent.

•	 The depreciation of the Kina has an adverse influence on the decisions 
of individuals, businesses and the government.

•	 Some long-term policy options to support the Kina exchange rate 
include creating a conducive business environment for foreign 
investment, supporting production and export in the non-resource 
sector, developing the domestic capital market, improving remittance 
inflows, and addressing constraints to tourism activities.
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WHAT HAS HAPPENED TO THE KINA SINCE THE 
RECENT EXCHANGE RATE REFORM?

The PNG Government entered a three-year International 
Monetary Fund (IMF) program in 2023 to undertake 
several structural reforms as conditions for the US$918 

million loan (IMF, 2023). One of the reforms was for the 
Bank of PNG (BPNG), the Central Bank, to introduce a 
flexible exchange rate with the objectives of restoring Kina 
convertibility and addressing persistent foreign exchange 
shortages. In order to adopt a flexible exchange rate regime, 
BPNG started implementing the transitional arrangement 
in January 2024. This arrangement so far has had an adverse 
influence on the Kina exchange rate.

The exchange rate is the value of a country’s currency relative to 
the currency of another country. Specifically, the Kina exchange 
rate is measured in terms of other currencies such as US dollar 
and Australian dollar. The rates against currencies of major 
trading partners are determined on a daily basis in the foreign 
exchange market and published at the opening of the day by 
the Central Bank. Traders use the exchange rates to trade goods 
and services. The exchange rate movements are important as 
they influence the decisions of individuals, businesses and the 
government. Hence, this paper investigates the movement of 
the Kina against the US dollar following the implementation 
of the exchange rate reform.

Exchange rate reform

The domestic exchange rate policy has been reformed several 
times since political independence. Throughout this period, 
PNG has adopted four exchange rate systems: (i) fixed regime 
(1975-1993), (ii) managed floating regime (1994-2013), (iii) 
crawl-like regime (2014-2023), and transitional arrangement 
(2024-present). In 2014, BPNG introduced an exchange rate 
trading band of 150 basis points around the official interbank 
exchange rate with the aim to stabilise the Kina against the 
currencies of major trading partners. Under the crawl-like 
regime, the exchange rate dealers like commercial banks and 
finance companies were restricted to transact within the width 
of 150 basis points. This implied that the Kina was neither 
floated nor fixed, instead it made limited movements within 
the trading band.

The IMF described the crawl-like exchange rate regime as a de 
facto peg arrangement, implying that the Kina was pegged at a 
fixed rate to a basket of currencies, where the basket was formed 

from the currencies of major trading partners. Under this 
regime, IMF (2023) established that the Kina was overvalued 
by 13.4 percent in 2022. This implied that the true value of the 
Kina was not reflected in the trading of actual goods and services 
between PNG and its trading partners. The overvaluation of the 
Kina made foreign investment less attractive, impeded export 
growth in the non-resource sector and caused foreign exchange 
shortages. These issues became a concern to the government 
and development partners. Consequently, as a condition of the 
loan, the IMF requested BPNG to remove the trading band by 
the end of August 2023 and move towards a flexible exchange 
rate system (Wangi, 2023).

Following the IMF’s request, BPNG has implemented a 
transitional exchange rate arrangement since January 2024. 
The operation of this exchange rate system is very similar to 
the crawl-like regime adopted in 2014. The difference is that 
the width of the trading margin has been widened to 200 basis 
points only against the US dollar. This implies that the Kina has 
more room to move against the US dollar in the market. Other 
major currencies will be included in this arrangement as a basket 
in the future. Under the current transitional arrangement, with 
the active support of the Central Bank in the foreign exchange 
market, the nominal exchange rate is measured and adjusted 
every six months to ensure it is on the path to restoring full 
convertibility in the long run (BPNG, 2024). Specifically, the 
exchange rate has been put on a transitional path from the 
crawl-like regime to a flexible regime. Under a flexible regime, 
the Kina exchange rate value will be determined by market 
forces of supply and demand, with occasional intervention by 
the Central Bank to prevent significant fluctuations.

The proposed flexible exchange rate arrangement is not new to 
PNG as it was implemented between 1994 and 2014. Then, it 
was known as the floating exchange rate. A notable observation 
during the floating regime was that the Kina depreciated 
significantly against the US dollar and other major currencies 
(Wangi, 2023). To sustain the performance of Kina under the 
proposed regime and to correct the imbalance in the foreign 
exchange market, favourable supply and demand conditions 
will be crucial. And that support will come mainly from 
exports, foreign direct investments, remittances and tourism.
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Movement of the Kina

The Kina already faced a downward pressure against the US 
dollar when the structural exchange rate reform was introduced 
in January 2024 (see Figure 1). Between January 2022 and 
December 2023, the nominal Kina exchange rate depreciated 
against the US dollar by 5.8 percent. The depreciation was 
caused mainly by the buildup of foreign exchange orders in the 
market, where the demand exceeded the supply for US dollar. 
Following the implementation of the transitional reform in 
January 2024, the nominal exchange rate of the Kina depreciated 
by 6.8 percent against the US dollar to 0.2495 as at January 
2025. The depreciation was expected as the Kina did not have 
a strong demand to sustain itself in the market. In April 2025, 
the nominal value of the Kina against the US dollar dropped 
to an all-time low of 0.2457 since political independence. The 
downward movement of the Kina in the first 16 months of 
reform indicated that it had been on the correct path to reach 
full convertibility and clear import orders, which the structural 
exchange rate reform aimed to achieve.

However, the downward adjustment of the domestic currency 
is worrying because it is expected to continue for an indefinite 
period given the low demand for Kina in the foreign exchange 
market. The demand usually comes from external agents that 
buy the Kina using the US dollar in the foreign exchange 
market. The agents include importers of PNG goods and 
services, foreign businesses and individuals investing in PNG, 
PNG citizens working and living abroad, foreign tourists 
visiting PNG, development partners providing funding to 
PNG, and foreign banks and financial institutions lending 
money to PNG. For instance, foreign importers who want to 
buy PNG goods and services need to convert US dollar to Kina 
since the payments are accepted in domestic currency. This 
transaction demands Kina and supplies US dollar in the foreign 
exchange market. Currently, export volumes, foreign direct 
investments, remittance inflows, and foreign tourist visits are 
low implying that demand for Kina is low. This leads to fall 
in the Kina exchange rate against the US dollar. Furthermore, 
limited activities in the foreign exchange market reduce the 
stock of US dollar in the local economy and subsequently affect 
international transactions.

Figure 1: Monthly nominal exchange rate (PGK/USD), Jan 
2021 to April 2025

Source: BPNG 
Note: PGK stands for PNG Kina and USD stands for US dollar

Impact of exchange rate reform 

The prices of imports have increased in response to the 
depreciation of the Kina since January 2024 (Post Courier, 
2024). Importers have been paying more Kina to buy goods 
and services for consumption and inputs for production. Firms 
have passed the additional cost of imports to the consumers in 
the form of increased prices of goods and services. Subsequently, 
consumers have been paying high prices for basic food items and 
others which have negatively affected their welfare. In addition, 
the high prices have had adverse effects on consumer demand 
and retail sales. For instance, Paradise Food Limited experienced 
a decline in biscuit sales which led to discontinuing one of its 
products in 2024. As the depreciation may continue for some 
time, the high cost of living pressure is expected to remain. 

The depreciation of the Kina was expected to boost export 
volumes and attract foreign direct investments. This would 
improve foreign currency inflows and address the issue of foreign 
exchange shortages. Since the implementation of the reform, the 
volume of exports has responded slowly to depreciation due to 
the unconducive business environment and the long-term nature 
of investment in the non-resource sector. In addition, the recent 
growth in the value of exports has been driven mainly by high 
commodity prices in the mining, petroleum, gas and agriculture 
sectors. So far, the depreciation has not delivered enough foreign 
currency inflows to alleviate foreign exchange rationing and clear 
import orders (The National, 2024).

The government has been affected by depreciation through 
increased debt burden since the implementation of the exchange 
rate reform. In 2023, the value of foreign debt exceeded domestic 
debt for the first time since 2006 (Mambon and Leng, 2023). 
This has generated a high demand for foreign currency to service 
external loans. As the Kina loses its value against the US dollar 
under the transitional arrangement, loans denominated in US 
dollar have become expensive implying that the government has 
been spending more Kina on debt servicing payments. This has 
adversely affected service delivery allocations in the country as 
resources instead have been prioritised on paying off debts.

Policy suggestions

The Kina has depreciated against the US dollar since January 
2024. The depreciation is expected to continue in the medium 
term consistent with the terms of the loan agreement with the 
IMF. Here are some policy options that can support the Kina in 
the long run.

First, create a conducive business environment to attract foreign 
investment. This requires the attention of relevant authorities 
to address social and economic issues such as law and order, 
deteriorating utility services and poor infrastructure. Second, 
the government may support businesses operating in the non-
resource sector with special incentives to encourage large-scale 
production and downstream processing. This can improve 
export capacity, generate foreign reserves and increase demand 
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for Kina. Third, the domestic capital market is underdeveloped 
and has been unattractive to foreign investors. Regulators may 
improve the market, especially by addressing risk elements. 
Fourth, improve the process and enhance participation in 
labour mobility opportunities that are available in Australia 
and New Zealand. The level of remittance increases when many 
people work abroad and send money home. The remittances 
can strengthen the domestic currency and improve foreign 
reserve inflows. Fifth, tourism opportunities are huge and 
need significant investment in the sector including addressing 
constraints such as security issues and high cost of domestic 
travel. The large number of foreign tourists may stimulate 
economic activities and strengthen the local currency.

Conclusion

The Kina exchange rate has depreciated since the implementation 
of the transitional arrangement and is expected to continue under 
the flexible regime. The depreciation has adversely influenced 
the decisions of individuals, businesses and the government on 
consumption, production and external debt repayment. The 
positive benefits of depreciation are yet to be fully realised. To 
ease the pressure from the depreciation of the Kina, relevant 
government agencies to consider creating a conducive business 
environment for foreign investment, supporting investment, 
production and export in the non-resource sector, developing 
the domestic capital market, improving remittance inflows 
through increased participation in labour mobility programs, 
and addressing constraints to tourism activities.
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