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The world economy




Covid-19 threw the world economy into its deepest recession since the
1930s, from which it has recovered quite quickly over the past 18 months

World and OECD area real GDP growth
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https://data.oecd.org/gdp/quarterly-gdp.htm#indicator-chart

Almost all developed economies are now confronting the highest inflation
they've experienced in decades
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https://www.bls.gov/bls/inflation.htm
https://www.ons.gov.uk/economy/inflationandpriceindices
https://ec.europa.eu/eurostat/web/hicp
https://www.statcan.gc.ca/eng/subjects-start/prices_and_price_indexes
https://www.stat.go.jp/english/data/cpi/1581-z.html
http://kostat.go.kr/portal/eng/index.action
https://www.abs.gov.au/statistics/economy/price-indexes-and-inflation
https://www.stats.govt.nz/indicators/consumers-price-index-cpi/

Most ‘emerging and developing’ economies - including PNG - are also
experiencing higher inflation
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https://www.bps.go.id/subject/3/inflasi.html#subjekViewTab3
http://www.indexpr.moc.go.th/price_present/tableindexCpi_bot.asp
https://www.ibge.gov.br/en/home-eng.html
https://en.www.inegi.org.mx/
https://www.tuik.gov.tr/Home/Index
http://www.statssa.gov.za/
https://www.bankpng.gov.pg/statistics/quarterly-economic-bulletin-statistical-tables/
https://data.stats.gov.cn/english/index.htm

Every major ‘advanced’ economy central bank, apart from Japan’s, is

now tfightening monetary policy

Maijor central bank policy interest rates

Major central bank balance sheets
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Sources: US Federal Reserve; European Central Bank; Bank of Japan; Bank of England; Bank of Canada; Reserve Bank of Australia; national statistical agencies.



https://www.federalreserve.gov/releases/H41/default.htm
https://www.ecb.europa.eu/press/pr/wfs/html/index.en.html
https://www.boj.or.jp/en/statistics/boj/other/ac/index.htm/
https://www.bankofengland.co.uk/weekly-report/balance-sheet-and-weekly-report
https://www.bankofcanada.ca/rates/banking-and-financial-statistics/bank-of-canada-assets-and-liabilities-weekly-formerly-b2/
https://www.rba.gov.au/

Many ‘emerging market’ central banks have also been raising interest
rates — in some cases quite aggressively — and BPNG started last month
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https://www.bcb.gov.br/en/pressdetail/2392/nota
https://www.banxico.org.mx/indexen.html
https://www.bcentral.cl/en/web/banco-central/home
https://www.resbank.co.za/en/home
https://www.bcrp.gob.pe/eng-docs/Monetary-Policy/Informative-Notes/2021/informative-note-august-2021.pdf
https://www.mnb.hu/web/en
https://www.nbp.pl/homen.aspx?f=/srodeken.htm
https://www.bsp.gov.ph/SitePages/Default.aspx
https://www.bot.or.th/English/Pages/default.aspx
https://www.resbank.co.za/en/home
https://www.bankpng.gov.pg/kfr-rates/

There’s a lot more debt outstanding now than during the last time interest
rates were going up a lot

Debt as a percentage of GDP -
‘advanced’ economies
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Source: Bank for International Settlements, Credit Statistics.
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https://www.bis.org/statistics/about_credit_stats.htm?m=6%7C380

The US economy isn’'t in recession now, despite having had two

consecutive quarters of ‘negative growth’

Quarterly changes in US real GDP
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https://www.bea.gov/data/gdp/gross-domestic-product
https://www.bea.gov/data/gdp/gross-domestic-product
https://www.bls.gov/news.release/empsit.toc.htm
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The Fed is confident it can bring US inflation back down to 2% by 2024
without causing a recession - but financial markets aren’t so sure

US Federal Reserve forecasts for the US economy
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Note: ‘Forecasts’ are the median projections of Federal Reserve Board members and regional Federal Reserve Bank presidents. ‘Inflation’ is as measured by the implicit
price deflator of personal consumption expenditures. Sources: US Bureau of Economic Analysis; US Bureau of Labor Statistics; US Federal Reserve Board.
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https://www.bea.gov/data/gdp/gross-domestic-product
https://www.bea.gov/data/gdp/gross-domestic-product
https://www.bls.gov/news.release/empsit.toc.htm
https://www.federalreserve.gov/monetarypolicy/files/fomcprojtabl20220615.pdf
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By contrast the Bank of England acknowledges that if interest rates rise in
line with market pricing, the UK economy will fall info a recession

Bank of England forecasts for the UK economy
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https://www.bea.gov/data/gdp/gross-domestic-product
https://www.ons.gov.uk/
https://www.bankofengland.co.uk/monetary-policy-report/2022/august-2022
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China’s economy is facing both short-term challenges ...

Quarterly real GDP growth
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http://www.stats.gov.cn/enGliSH/

... and some longer-term demographic and structural ones

Sources of GDP growth Composition of employment
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http://www.stats.gov.cn/enGliSH/

Unless the conflict in Ukraine deepens or broadens, slower world growth
means commodity prices will likely continue falling through most of 2023
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https://www.imf.org/en/Research/commodity-prices

The changing international ‘pecking order’
and its implications for PNG
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The international economic pecking order is going through its most
profound change in a century ...

GDP at current market prices and exchange
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https://www.conference-board.org/data/economydatabase/total-economy-database-productivity
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Inevitably, this rivalry between the world’s two largest economies with very

different ideologies has a sirategic or military dimension ...

Military spending
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https://www.sipri.org/databases/milex
https://armedforces.eu/compare/country_USA_vs_China
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... although China doesn’t have many ‘friends’, and when allies are
factored in the US still appears to have a decisive sirategic advantage

GDP of the US and its allies vs GDP of China Military spending by the US and its allies vs
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Russia, Belarus, Kazakhstan, Kyrgyzstan, Tajikistan, Turkmenistan, Uzbekistan, Pakistan, Iran and Venezuela. Sources: The Conference Board, Total Economy Database, 2021; CORINNA ECONOMIC ADVISORY
Stockholm International Peace Research Institute, SIPRI Military Expenditure Database INDEPENDENT ECONOMICS



https://www.conference-board.org/data/economydatabase/total-economy-database-productivity
https://www.sipri.org/databases/milex

‘Military might’ isn’t the only way in which ‘great powers’ exert power and
influence - it can be done through investment flows ....
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19 Source: International Monetary Fund, Balance of Payments and International Investment Position Statistics. INDEPENDENT ECONOMICS



https://data.imf.org/?sk=7A51304B-6426-40C0-83DD-CA473CA1FD52

... and through ‘aid’

‘Official development assistance’ ODA plus ‘other official flows’
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20 China's Foreign Aid: 2019-2020 Preliminary Figures, JICA Ogata Sadako Research Institute for Peace and Development. INDEPENDENT ECONOMICS



https://www.oecd.org/dac/financing-sustainable-development/development-finance-data/
https://www.aiddata.org/china-official-finance
https://www.jica.go.jp/jica-ri/publication/other/l75nbg000019o0pq-att/Estimating_Chinas_Foreign_Aid_2019-2020.pdf
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China has become a much more important market for commodity

exporters

Total merchandise imports
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https://data.wto.org/
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China is becoming a more important trading partner for PNG - but so are
other Asian economies, and Ausiralia also remains an important partner

Destination of PNG exports
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Source: Bank of Papua New Guinea, Quarterly Economic Bulletfin Stafistical Tables, Section Sé1.
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https://www.bankpng.gov.pg/statistics/quarterly-economic-bulletin-statistical-tables/
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What does all this mean for Papua New Guinea?

a

L O

PNG occupies a very strategically important location in the increasingly contested ‘Indo-Pacific’ region

— China is likely to continue to seek to pull PNG more ‘into its orbit’ (as it is with other developing economies, particularly in
the Pacific)
— while ‘the West’ will conversely want to keep PNG in its ‘camp’

Tensions between China and the US are likely to remain elevated in the wake of US House Speaker Nancy
Pelosi’s visit to Taiwan, and China’s reactions to io

Foreign interests are likely to be keenly interested in PNG'’s strategic resources

PNG needs to develop a clear sense of where its own strategic interests lie

— preferably one which is widely shared - so that it will survive changes of government — and that other countries will respect
PNG's intention and ability to look after its own interests
— ideadlly, PNG will seek (and be able) to remain on ‘good terms’ with all its neighbours, and with ‘major powers’ in the region

In such a contested region it will be important for PNG to strengthen its ‘state capability’

— thatis, the capacity of ‘the state’ (broadly defined) to ‘look after’ its people (keeping people safe, providing them with
opportunities to improve their lives and that of their children, and providing the goods and services that individuals can’t
provide for themselves)

— the resilience of its political and legal framework
— and the respect and loyalty which the people have for their country and its institutions

There may be opportunities for PNG to benefit from the ‘contest for influence’ between the competing ‘great
powers’
— but in so doing PNG needs to avoid giving the impression that the country can be ‘bought’ SAUL ESLAKE
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With such rich resources, Papua New Guinea shouldn’t be one of the
poorest countries in the Asia-Pacific region

Pc of population living below World Bank

Per capita GDP, 2021 ‘extreme poverty line’ of US$1.90 per day
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https://www.imf.org/en/Publications/SPROLLs/world-economic-outlook-databases#sort=%40imfdate%20descending
http://iresearch.worldbank.org/PovcalNet/povOnDemand.aspx

Climate change and PNG
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PNG could be a much more significant producer of renewable energy -
including (potentially) geo-thermal - and either use it, or export it

Total electricity production, by source, 2018
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https://kidb.adb.org/themes/regional-tables/rt-6-energy-and-electricity
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Three of PNG’s four principal mineral exports are likely to be major
beneficiaries of global efforts to reduce CO, emissions

PNG's production of its four major minerals as  Price outlook for PNG’s four major mineral

a pc of world total

export commodities
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https://www2.bgs.ac.uk/mineralsuk/statistics/wms.cfc?method=searchWMS
https://openknowledge.worldbank.org/bitstream/handle/10986/37223/CMO-April-2022.pdf
https://www.cruxinvestor.com/articles/the-ultimate-guide-to-the-cobalt-market-2022

Opportunities in agriculture and fishing



29

One very significant potential advantage for Papua New Guinea is its
renewable water resources - the fifth highest per capita in the world

Renewable water resources per head of population, 2020
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http://www.fao.org/documents/card/en/c/cb1329en

Papua New Guinea once was, and ought to be, a much bigger rice

producer than it is now

PNG’s rice production
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http://www.fao.org/fishery/statistics/global-production/en

Coffee is one area of agriculture of considerable potential opportunity for
Papua New Guinea
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Source: International Coffee Organization, Historical Data on the Global Coffee Trade; Hon. James Marape MP, A New Book for Papua New Guinea, Address to the Lowy
31 Institute, 251 July 2019.



https://www.ico.org/new_historical.asp
https://www.lowyinstitute.org/publications/address-hon-james-marape-mp-prime-minister-papua-new-guinea

Marine fisheries is another area where PNG has enormous potential for
growth

PNG’s marine fish production
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Source: Food and Agricultural Organization (FAO), Fishery Stafistical Collections - Global Production.
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Conclusion



Conclusions

d The year ahead is likely to be a challenging one for Papua New Guinea

global inflationary pressures are likely to remain intense for at least the rest of this year, and PNG won’t be
immune from those

interest rates will rise further, potentially to levels that risk inducing recessions in some of the world’s largest
‘advanced’ and ‘developing’ economies — and again PNG can’t be immune from that

even if central banks in major economies do manage to pull off ‘soft landings’, global growth will slow
and that will result in lower prices for most commodities, including PNG’s major export commodities

d Geo-political tensions are likely to remain elevated, and could rise further

the Asia-Pacific region — and in particular the south-western Pacific in which PNG is the most populous nation
and the largest economy - will see increased rivalry between the US (and its allies) and China

if Donald Trump (or someone like him) were to win the 2024 US Presidential election, countries large and smali
in the region will face some potentially very difficult choices

O Papua New Guinea has enormous potential to increase its production and exports of strategic
minerals, energy and food products

34

but achieving that potential will require a stable political environment, coherent foreign investment and
taxation policies, and increased investment in education & training, and in infrastructure
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