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1. PNG has enjoyed atransformational decade
» But the driving forces are approaching exhaustion...
» and PNG’s human development needs—and business opportunities—
remain enormous
2. The government is looking to broaden and extend this boom
» But these efforts bring risks, as PNG’s own history shows
» ...and the resource-intensive type of growth PNG is experiencing brings
special challenges
3. So the focus needs to be on doing things smarter:
» Improving the effectiveness of spending

» Making the business climate more supportive of Papua New Guinean
businesses
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PNG’s transformational decade




PNG's transformational decade
Where we were 10 years ago...

Sliding incomes, low & volatile growth A deteriorating fiscal position
(annual growth and GDP per capita, 100 in 1975) (percent of GDP)
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PNG's transformational decade
Where we were 10 years ago...

Stagnant employment ....and fast-rising prices
(formal employment, indexed 100 in to 1992) (year-on-year growth)
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PNG's transformational decade
Where we were 10 years ago...

...after all, in 2002, commodity-reliant economies were doomed to incomes falling
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(real price indices, deflated by manufacturing prices, 2000=100)

Korea Oil Recent
boom

350

War crises
300

250

200

150
Base metals

100

50

O rrrrrrrrrrrrrrr o110 1rr1r 111 111U 1117111717107 rr7vr1r7r7vr7rv1r1tTTrTTTTTTTTTTTTTTTTTT

1948 1954 1960 1966 1972 1978 1984 1990 1996 2002 2008
Source: World Bank DECPG

@ The World Bank Group
in Papua New Guinea

Sources:, World Bank DEC



PNG’s transformational decade
...and the rest is history...stronger and ‘better quality’ growth

Stronger and less volatile output growth o _
...driven by the non-resource sectors ...driving a surge in formal employment
opportunities
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PNG’s transformational decade
...and far healthier government finances

Improved public finances
(budget balance and public debt, percent of GDP

not including contingent and off-balance-sheet ...and slower price growth
liabilities, currently near 20% of GDP) (year-on-year inflation)
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The last days of this boom
Growth in the region slowed in 2012 — although by less than expected

real GDP growth, in percent
15

» Growth has slowed globally
» But our region remains relativelym
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The strength of the Kina ...and weaker international commodity prices

(PGK per USD and real effective exchange rate) (PNG’s export prices, in PGK terms)
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» Theincomes of cash crop farmers are particularly sensitive to movements in prices,
as farmers cut production when prices fall

» Especially copra and coffee farmers, and especially more recently

(year-on-year change in prices and sales)
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» Together, these factors suggest markedly slower growth over the coming years
» especially excluding the impact of PNG-LNG on the headline GDP statistics

(year-on-year output growth and contributions)
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percent change form a year earlier
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The World Bank Group
in Papua New Guinea

2010
2.3
9.7

10.4
6.2
72
16
78
6.8
6.0
0.1
85
6.4
5.3
76
78
9.5
70

4.3
3.3
75

201
71
8.3
9.3
6.5
5.1
3.9
0.1
b9
A
19
8.0
175
5.5
9.0
10.5
10.6
4.4

2.7
1.6

59

2012
58
75
79
6.1
5.1
6.0
4.7
b2
6.6
2.1
8.2
11.8
6.3
8.0
53
10.0
56

23
1.3
5.1

Forecast

2013
6.6
79
84
6.3
5.0
6.2
5.0
55
6.7
2.2
75
16.2
6.5
4.0
4.0
10.0
5.7

2.4
13

5.5

Changes from May-12
(in percentage points)

2014 2012 2013
6.6 -0.5 -0.4
76 -0.1 -0.1
8.0 0.3 -0.2
6.6 0.0 -0.1
5.1 0.5 -0.1
6.4 18 1.2
4.5 0.2 0.0
b.7 -0.5 -0.8
70 0.0 0.0
2.3 0.6 05
B -0.1 0.0

12.2 -5.4 4.4
6.6 - -
75 1.0 -1.0
3.3 0.7 0.0

10.0 0.0 0.0
5.8 0.4 0.1
3.1 -0.3 -0.6
2.0 -0.2 -0.6
58 04 0.2



Broadening and extending the boom
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» Domestic Financing Requirement
Needs: Deficit 7.2% of GDP (K2,548.9) — net external borrowings (K475.9) +
Investing Financing for LNG (K305) = 6.7% of GDP (K2,378)
Availability: Financial Depository Corporations Liquid Assets* + Currency and
Deposits with the Central Banks = K8,203

Note: Bank Loans to the Private Sector K7,896
External Reserves = 15.6 months on non-mining

: 2012
import cover
Public sector debt (2012) 26% of GDP Needed
By comparison, in 2002: M Available
Needs: Deficit 3.7% of GDP,
domestic market borrowing K265.1
Available: Liquid Assets of K384 million

. 2002
Note: Bank Loans to the private sector K1380
External reserves = 6.2 months non-mining import cover Needed
Public sector debt = 69% of GDP W Available
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Focus in PNG generally been on quality
of spending. But 2013 Budget starts to
reverse improvements in public finances

(public debt and its drivers, percent of GDP
not including contingent and off-balance-sheet
liabilities, currently approx 15-20% of GDP)
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Government spending to broaden and extend the boom
...and can generate macroeconomic pressures if no return to sustainable budgets

...and balanced budget by 2017 requires
unwinding new spending in real per capita
terms, which may be difficult,

...S0 macroeconomic risks returning to the
horizon
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Features of the 2013 budget
1. Most of the additional funding for education is a transfer to households

» The tuition fee subsidy appears to be an effective means to support households

» Particularly valuable for the poorest and with least access to cash

» ~20% of HIES respondents cited lack of funds for fees as the reason for
dropping out of school

» But funding for education is not keeping up with rising enroliments

(actual and budgeted allocation to the Education Department and
Provincial governments, and Treasury 207, 2012 Kina m)
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» As the tuition fee subsidy induces higher enrollment, and student numbers grow,
pressure will grow on the quality of education

Features of the 2013 budget
...but this places even more pressure on the quality of education

» Some action in the 2013 budget — eg, funds 3100 new teachers and restores

funding to examinations

Completed studies

Too old

No school fees

No interest

Family did not allow
Did not pass exam

School too far
School not functional
Work

Disability

Displaced

Safety, harassment
Others
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Features of the 2013 budget
...but this places even more pressure on the quality of education

» And PNG’s educational outcomes are well short of comparator countries

(youth literacy rates)
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Features of the 2013 budget
2. Surge of cash to the most devolved levels of government

» 87% increase in transfers to local and district governments, to K 1.5 billion
» Transferring capital project spending from national authorities to

local agencies

» Equal allocation to each district

Kina Million
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Features of the 2013 budget
...addressing weaknesses in the current system?

» Current spending mechanisms clearly have weaknesses

Spending the budget over the course of the year:

Recurrent Development
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Quarterly spending (PGK m; LHS) % m S,.ljli:fg)rly spending (PGK %
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Features of the 2013 budget
...addressing weaknesses in the current system?

» But little evidence that more devolved implementation works better, on average

Assessment of how well a country’s policies and institutions
transform resources into sustainable economic development,
across four dimensions
(higher scores indicate better performance)
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» ...and monitoring spending is generally poorer (AG reports on Provincial Gov't)
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» Various initiatives in the 2013 Budget to start addressing these issues:

>

>

vy

Better costing of projects, including publishing 5-year forward estimates
of spending and revenues

Expanding the chart of accounts (by which spending is classified)
through Provincial to District authorities

Shift to funding well-formed national, provincial and district plans rather
than public investment plans (PIP).

New guidelines for the use of DSIP funds

Integrate the development and recurrent budgets into a single national
budget from 2014

Invest in rolling out the new Integrated Financial Information System
across national departments and to subnational governments

Increase transparency around spending through decentralizing the
responsibility of spending.

Develop subordinate legislation, policies and processes around the PNG
Sovereign Wealth Fund (PNG SWF).

The World Bank Group
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The deeper challenges of resource-heavy growth




The deeper challenges of resource-heavy growth
Why deliver quality services when incentives are weak?

The thesis of Why nations fail (Acemoglu & Robinson, 2012): T T mememw
FURER, PRASFIRITY. LND WETOHTE
» This is a primer of the risks with concentrated, extractive-sector WHY
driven growth (NOT where PNG is today...)
» Economies dominated by a few extractive economic sectors HATI'UHS

tend to have more extractive political institutions

» These rarely encourage innovation to be rewarded,
and growth to become sustained and broadly-based

» The incentives for policy makers to provide quality public services
are weak

» Few citizens pay taxes, and so weaker incentive to demand public services

» A small elite can do better under an extractive status quo than the more inclusive
alternative

» While PNG’s recent boom is notable for the breath of growth across sectors, much
has been linked to a few, narrow investments, or the reforms of the early 2000s

» Risks are likely to be greater when sectors become more capital- or low-skill-
labor intensive — these are less inclusive

@ The World Bank Group
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Average 2005-2009 Mining and Quarrying?! as percentage of

GDP in countries with a share higher than 1%

Percent of Total GDP
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The quality of all the different dimensions of governance is negatively correlated
with the importance of natural resources

Control of Corruption Regulatory Quality
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Rule of Law Score

The quality of all the different dimensions of governance is negatively correlated with
natural resources

Rule of Law Voice and Accountability
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» PNG’s policy and institutional strength » Most recent gains have been in

rating improved to just above the
‘weak’ threshold in the mid-late 2000s,
but has since stagnated

(overall CPIA score)
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Source: World Bank Country Policy & Institutional Assessment, 2011, in World Development Indicators

policies for ‘social inclusion & equity’,
following earlier gains in Economic
Management and in Structural Policies

(CPIA score across four dimensions; solid lines
show WB scores; dashed lines for ADB scores)
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Turning the boom into sustained improvements in living standards
by doing things smarter




Great scope to raise living standards by changing how things are done
Strategic regulatory reforms can be the best support for PNG businesses

While PNG ranks relatively well on a few indicators, in most areas regulation is holding PNG
businesses back
(ranking of PNG, out of 185 countries)

Dealing Trading
Starting a with Getting Registering Getting Protecting Paying ACIOSS Enforcing Resolving
business constru_ct’n electricity  property credit investors taxes borders contracts insolvency
permits
91 159 23 88 83 49 106 120 166 125
» Small and medium enterprises are the largest source of employment and incomes across the

world
» Closing markets to competition and providing subsidies is not a long-term solution to
encouraging locally owned businesses in PNG.

» Rather than working to reduce competition, policy makers’ efforts would more
effectively bring sustained improvements in living standards by working to improve -
owned businesses ability to compete.

» The kinds of reform that will reduce costs for PNG businesses and increase their
competitiveness are not expensive, and they are not difficult.
» Some key reforms are already underway
» Business-enabling reforms provide an environment that will increase the impact of the

government’s wider reforms, and help PNG-owned businesses to can make the most of the
spin-off opportunities presented by large investment projects

@ The World Bank Group
in Papua New Guinea Note: Describes conditions for businesses in the capital city of each country.

Source: 2013 Doing Business Survey



Great scope to raise living standards by changing how things are done
Eg, services lag generally in East Asia/Pacific, but even more so in PNG

(Services as a share of GDP, and per capita income)
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Best Investment
Climate
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1. PNG has enjoyed a transformational decade — but the drivers are coming to an end

2. The government is looking to extend this boom and spread the benefits more widely
» But the delivery mechanisms are imperfect...
» and attention must be paid to overall fiscal sustainability if PNG is to avoid the
experience of the 1990s
3. Theresource-focused nature of PNG’s growth adds to the challenges
» Dutch disease is already evident, hurting cash crop production & rural incomes
» ...and large resource sectors make it harder to build institutions for sustainable,
inclusive growth
4. So the focus needs to be on nurturing the drivers of the next boom:

» Maintaining PNG’s investment climate for resource projects, while keeping
balance in the fiscal regime to support long-term revenues
» Making the business climate more supportive of Papua New Guinean
businesses, especially those outside the resource sector
» Can help businesses more than protecting established players & reducing
competition
» Good regulatory reforms make the government’s other reforms and the economy’s
other opportunities more effective
» PNG has shown it can do this in some key areas



The analytical outlook
Are we entering a sweet-spot for data analysis in PNG?

PNG has traditionally had a reputation of limited data availability - less analysis
» This may be changing, with important, rich data sets now available
» 2009-2010 PNG Household Income and Expenditure Survey (HIES)

» A rich dataset of living standards, economic activity, and social indicators
of households across PNG

» NEFC work to better track subnational spending, costs, etc
» Census data?

» Various other surveys under-way or being completed

» Macroeconomic data remains highly problematic, although BPNG and
Treasury are working to improve their surveys

» We should make the most of these datasets now, while the data are still
(relatively) fresh, and policy makers are looking for different ways to do things

» A new source of light on our priority analytical questions
» Informing program design

» Providing a baseline to assess the effectiveness of our activities

@ The World Bank Group
in Papua New Guinea
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Linking to the global story
Turning the last days of the boom into lasting improvements in living standards
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Papua New Guinea Economic Briefing
From the last days of the boom, to lasting improvements
in living standards
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the effectiveness of spending =5 far maore funds are allocsted to less developed sress of PNG's public Tinancisl
manzgement systems. Improving this will be key to acdressing PM's significant human development nesds,
documented in the recently-relessed 2005010 PNG Household Income & Expenditure Survey. Ower coming years,
Erowth oo the econamy i likely to siow significantly, beyand the langs impect on hesdiine growth retes of first
progiuction from the PNGANG project. In this enviranment, the foundstions for PNG's next boom will lie in ensuring
business.

& flectrvety ¥ ging entrepn

1 Economic Updste: The sconomy comtinued to expand strongly through 2012, aithough the crivers are
receding and growth will siow through the coming years

Sorgug @ Broad PNG's exanamy continued to expand sTongly Snoush thefirst heif of 2017 aibeit bess quickly

£ than in 2010 2nd 2011 Over 2012, the econamy & likefy ©0 hewe grown by around S percent,
mﬁ”! 3, o ‘comsred with nesr S parcent W in 2011, Domesti: demand remsinad the ey drier, win
e —— pre-lectian spending of EovEMENE Surkds EugmENSng the ENSCts of GREGIng construction ot
raceds the FHEANG project and spimo® imvestments. Indesd, the strangth in FHE's nomiradstie

‘sectars jlargely domesSic sernices| hes sccebemind theecanamy shesdaf its Paciic neighinors.
{Figure 1, Figure 2] Since early 2012, sxtarnesl factors hawe detracted from the domestic
¥ [PE¥] in 2011 and sarfy 2012 and weskening
international commodity prices into the second helf of 2012 had the efects of both reduding
rural production, incomes and government receipts, while aisa siowing the growth in urben

cansumer prices.

Ly (Construction of PRGLNG and of the warious spin-ofT investments rmmeined the key drivers of
ostimasrs suggas da FHE'S ecanamic rowth inta the sacond feif of 2012 While the ot
“’7‘*":"’“’3’”’“’ Suniishad Dy the PRE Nations Rafstics O%os Davenot Daen updeied shos 2005, the Tresry
. Department estimetes St const: Erew by aimast ane-quarber in 2042, ta e
PNG-LNG prgeer doubile the bevel recorded as 25 2003, Growtn in wholessle & reteil trade, 2nd
acdvity acress transport & communications acti in 2012 was only = litthe kess rapid than construction,
oduey domessc Siowing sewaralypears of vary SEong ZrOAER, A1l these $eto Nave Dean Denefting dom the
services...

GnEC surge in demand EssoGEEd Win the PRG-LNG project, which will end as construction
winds down in 2022 202052, Bt there so apesrsta Dea posiie €M trom this demand
et s Sooming Papu Naw Gunesn Simy anpEic and o
<nis D005t Tn 2pecty will De Deneficsl o sumsining s

beyand the PNENG project.

www.worldbank.org/png




Papua New Guinea Economic & Budget Briefing
The challenge of turning the last days of the boom into
lasting improvements in living standards

Tim Bulman

Country Economist
The World Bank in Papua New Guinea

February 25, 2013
Ekonomics Society of PNG, Port Moresby

www.worldbank.org/png

@ The World Bank Group
in Papua New Guinea
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