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e Foreign exchange shortage has improved significantly since 2025
due to high commodity prices, strong commodity exports, external
budget financing and active central bank interventions.

e Despite the notable improvement in capital inflows, the foreign
exchange market is not clearing completely.

* Foreign exchange rationing will continue for an indefinite period
due to risks associated with volatile commodity prices, end of
International Monetary Fund program, limited foreign direct
investment and the recent grey-listing by Financial Action Task
Force.

* To enhance capital inflows and reduce foreign exchange rationing,
the government should prudently manage resource wealth, support
the non-resource sector to increase export production, and address
investment constraints to attract foreign direct investment.
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he Papua New Guinea (PNG) economy receives
I foreign exchange inflows primarily from the mineral
and agricultural exports, foreign direct investments
and external financing. The mineral and agriculture sectors
contribute over 80 percent of total exports and 70 percent
of total foreign exchange inflows (BPNG, 2025). However,
both sectors are highly vulnerable to shocks such as volatile
commodity prices, wars and pandemics. The negative shocks
have reduced export production and foreign exchange inflows.
The low supply of (inflows) and high demand for (outflows)
foreign exchange have created an imbalance in the foreign
exchange market for over a decade. The imbalance commonly
known as a shortage has led to foreign exchange rationing in the
domestic market. The Bank of Papua New Guinea (BPNG),
the central bank, as the regulator of the foreign exchange
market operations, has corrected the shortage by selling foreign
currency to the authorised foreign exchange dealers (AFED).
This article discusses the conditions of the foreign exchange
market in recent years.

Foreign exchange shortage

The foreign exchange shortage has become a chronic issue
following the global commodity price slump in 2014 (Wangi,
2024). The retention of export proceeds offshore particularly
by firms operating in the mineral sector has added more fuel.
This implies that the local economy has a low supply of foreign
currency in its reserves to effectively conduct international
trade. Hence, the importers, investors, government and
individuals cannot freely convert Kina into foreign currency
to pay for imports, repatriate profits and dividends, service
external debts and send funds overseas for families, respectively.
The foreign exchange shortage has done immense damage to
the local economy by lowering investor confidence, reducing
competitiveness and curtailing employment opportunities.
Businesses have frequently listed foreign exchange shortage as
the top impediment to private sector activities in PNG.

The central bank has been managing the shortage by rationing
foreign exchange. The rationing has generated a large backlog
of foreign exchange orders, implying economic agents such
as importers are waiting in the queue for several months to
access foreign currency. As a result, firms have been importing
fewer goods than their normal orders, which has adversely

affected local production and consumption (Wangi, 2024).
Fuel crisis and delays in the delivery of imported vehicles have
been some notable impacts on the economy. The shortage has
also impeded the transfer of profits and dividends offshore.
As the foreign exchange crisis has deepened, the International
Monetary Fund (IMF) introduced a domestic exchange rate
reform in 2023 to improve foreign currency inflows mainly
through exports and foreign direct investment.

Improvement in foreign exchange

The foreign exchange market has improved significanty in
recent months. The improved availability of foreign currency
has brought great relief to all businesses and individuals that
participate in the foreign exchange market. Firms have been able
to bring imports onshore and repatriate profits and dividends
offshore within weeks after placing their orders, particularly for
essential imports. The positive development in the market has
brought some degree of confidence to businesses in accessing
foreign exchange and further assisted them to plan for their
future orders. Individuals have also enjoyed the improved
foreign exchange market conditions by paying for goods and
services and sending money to families abroad.

The healthy foreign exchange inflows have boosted the
international reserves. For instance, as the inflows over the six
months to August 2025 increased to K13.7 (US$3.4) billion
from K12.3 (US$3.1) billion in the previous six months
to March 2025, gross international reserves increased to
K14.5 (US$3.6) billion over the same period (see Figure 1).
Furthermore, strong capital inflows have reduced the backlogs
of foreign exchange orders and increased the frequency of
intervention to weekly actions. The interventions have been used
to prioritised essential orders over the non-essential orders. As
at end May 2025, BPNG sold K1.9 (US$0.5) billion to AFED
(BPNG, 2025). The improved market conditions have reduced
waiting time for import orders from nearly three months to less
than a month. On a more positive note, the improvement has
prompted BPNG to reduce foreign exchange interventions and
buy surplus foreign currency from the foreign exchange market
for the first time in over a decade.
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Figure 1: Total international reserves: 2010 — 2025
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Source: BPNG
Note: (i) LHS stands for left hand side. (ii) Foreign reserves level in 2025 was as at
end of August.

The improvement in the foreign exchange inflows has been
driven by several factors. First, high commodity prices are the
main contributor. High prices for export commodities such
as gold, copper, coffee, cocoa and palm oil have delivered
substantial amount of foreign exchange inflows to the economy.
In particular, cocoa prices reached historical highs in 2024.
Second, strong commodity exports, particularly coffee, cocoa,
palm oil, gold, copper, and liquefied natural gas (LNG) has
driven the trade surpluses and boosted capital inflows. Third,
active central bank intervention in the foreign exchange market
(see Figure 2). Since May 2024, the central bank has increased
interventions from monthly to weekly basis and improved
foreign currency availability. Fourth, external financing of
budget deficits. In 2025, development partners like the World
Bank, Asian Development Bank and IMF provided financing
support to cover fiscal deficits through loans. The loans were
denominated in foreign currency.

Fifth, the IMF’s exchange rate reform. The depreciation of the
Kina under the reform has attracted foreign currency from
some companies as buying of the local currency becomes cheap.
However, the impact of depreciation on foreign exchange
inflows is yet to be established. Sixth, the exploration activities
in the mining and petroleum sectors and commercial activities
in the other sectors have brought some foreign currency to the
country. Seventh, fall in demand for foreign currency. Importing
of goods and transferring of funds offshore have become
expensive due to depreciation of the Kina under the current
exchange rate reform. As a result, foreign currency orders for
imports and fund transfers have dropped. The fall in demand
has supported the availability of foreign currency in the market.

Is the foreign exchange shortage over?

The simple answer is no. The IMF exchange rate reform and
positive developments in the mineral and agriculture sectors
have contributed to improvement in capital inflows but there is
no certainty that the shortage is completely over. In December
2024, BPNG issued a directive to AFED giving priority to
essential orders over the non-essentials (BPNG, 2024). The
directive is still in effect indicating that foreign exchange
rationing will continue for an indefinite period. Furthermore,
BPNG has acknowledged the improvement in capital inflows

and clearing of foreign exchange backlogs in the September
2025 Monetary Policy Statement. However, the central bank
has not provided any information to remove the directive.

Despite the improvement in capital inflows, percentage change
in international reserves recorded in 2023 (1.4%) and 2024
(1.7%) was insignificant (see Figure 1). Factors contributing
to this include active central bank interventions in the foreign
exchange market and servicing of external debts by the
government. The small change in international reserves would
have a negligible impact on central bank intervention. Foreign
reserves for 2025 was as at August and would be expected to
improve slightly after updating data for the rest of the year.

While capital inflows have been significant in recent months,
risks in the foreign exchange market remain high. The World
Bank projected that the global commodity prices would fall
to their lowest level in 2026 (World Bank, 2025). Factors
contributing to the expected fall in commodity prices include
slowdown of global economic activities, high trade tensions
between large economies and high supply of global oil. The
projected price fall will be across some of PNG’s key exports.
As a resource dependent economy, the unfavorable commodity
price movements will reduce export earnings and capital inflows.

The IMF approved US$918 million loan to PNG Government
under the Extended Credit Facility and the Extended Fund
Facility program in March 2023 (IME 2023). The drawdowns
of the loan have actively supported the interventions in the
foreign exchange market since 2023. As the IMF program draws
to a close this year, its support to the foreign exchange market
through the central bank will end. The end of the program will
put pressure on the market unless the intended objectives of the
exchange rate reform are achieved.

PNG was added to the grey list by the Financial Action Task Force
on 13 February 2026 for failing to combat money laundering
and terrorist financing, lack of criminal prosecutions, and low
inter-agency cooperation. The grey-listing is expected to reduce
foreign direct investment and capital inflows as businesses face
higher costs and barriers. The current project negotiations in the
resource and non-resource sectors including special economic
zones are at risk of being delayed or cancelled.

Foreign direct investment is primarily driven by the resource
sector. The last major investment in the sector was the
construction of the LNG project between 2010 and 2014. After
this project, PNG has struggled to attract large-scale foreign
investments in the resource and non-resource sectors. The
small-scale commercial activities have not generated sufficient
foreign exchange inflows to meet the market demand. The lack
of sustainable and large-scale foreign investment will continue
to put pressure on international reserves.

The anticipated slowdown in capital inflows from expected fall
in commodity prices, end of IMF program, grey-listing and
limited foreign investment are expected to increase the clearing
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time for new foreign exchange orders. However, successful
negotiation of major resource projects in the pipeline such as
Papua LNG and Wafi-Golpu and full loan repayment of PNG
LNG project are expected to improve the foreign exchange
market.

Figure 2: Foreign exchange interventions: 2020 - 2025
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Source: BPNG
Note: Intervention in 2025 was as at end of May.

Policy suggestions

The foreign exchange market conditions have improved since
2025 but risks remain high. Here are some policy options
that can enhance capital inflows and reduce foreign exchange
rationing.

Firstly, project development agreements in the mining and
petroleum sectors allow developers to have tax concessions and
keep export earnings offshore. These practices have constrained
foreign exchange inflows. The government should review the
existing project development agreements to repatriate export
earnings onshore and improve tax benefits to the state.

Secondly, the export capacity is small, dominated primarily
by the mining, oil and gas sectors. The non-resource sector
requires strong government support to improve commodity
production and export. For instance, in the agriculture sector,
the rundown plantations should be revived through the public-
private partnerships.

Thirdly, attracting sustainable and large-scale foreign direct
investment has been a huge challenge in recent years. Foreign
direct investment is mainly driven by the resource sector but
constrained by law and order, deteriorating public utility
services, poor infrastructure, political instability, stringent
regulatory requirements, high cost of doing business and other
factors. The government should address the constraints and
create a conducive environment for investors and businesses.

Conclusion

PNG has faced foreign exchange shortage in the recent decade
when high commodity prices ended. The central bank has
responded to the issue by rationing foreign exchange and
reforming the Kina exchange rate. The shortage has improved
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since 2025 due to high commodity prices, strong commodity
exports and active central bank interventions. However, risks
in the foreign exchange market remain high. Key risks include
volatile commodity prices, end of IMF program, limited foreign
direct investment and the grey-listing. The risks indicate that
foreign exchange shortage and rationing will continue for an
indefinite period. To enhance capital inflows and reduce foreign
exchange rationing, the government should prudently manage
resource wealth of the mineral sector, support the non-resource
sector to improve export production, and address investment
constraints to attract 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.
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