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Abstract 

We estimate a Phillips Curve for Papua New Guinea (PNG). In do-
ing so, we employ three different measures of the quarterly Output gap to 
embody domestic demand pressures. The model employed is a straight-
forward auto-distributed lag model, and is estimated using a general-to-
specific methodology. The Output gap is seen to be a statistically signif-
icant variable in the determination of Inflation dynamics, with sensible 
estimated magnitudes and signs. Depending on which measure is adopted, 
the long-ran pass-through of the Output gap into Inflation roughyl between 
30 and 60 percent. A historical decomposition of the model, charting the 
relative contributions of the various endogenous variables to Inflation, is 
discussed and interpreted in light of the macroeconomic conditions experi-
enced by PNG over the last two decades. The Output gap is seen to account 
for Inflation in certain periods, such as 2007-2009, better than others, such 
as 2006-2007. 

*The authors are available at nvellodi(6[ bankpng.gov.pg and laba(tf;bankpng.gov.pg respec-
tively. We thank Jan Gottschalk of the IMF for his ongoing support, advice and guidance. The 
current paper is based largely on the final presentation delivered by the PNG team at a Work
shop jointly run by the Pacific Financial Technical Assistance Centre (PFTAC) and hosted by 
the Central Bank of Samoa in Apia, November 2011, entitled "Macroeconomic Tools: Improv-
ing Analytical Tools for Better Economic Performance". As such, we thank the participants 
for their contributions and shared discussions throughout the course. We also thank Aaron 
Batten, Tim Bulman and Thomas Sampson for valuable comments. 
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