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Papua New Guinea

Growth in 2013 is expected to slow considerably as the construction of a liquefied natural gas project 
winds down. Deficit spending will offset some of this slowdown, but future spending growth must be 
contained to maintain macroeconomic stability. With growth increasingly dominated by mining and gas, a 
challenge for the government will be to stimulate other sectors offering more jobs and higher investment 
in the country’s abundant renewable energy resources. 

Economic performance
The largest developing economy in the Pacific maintained its position 
as one of the fastest-growing economies in Asia and the Pacific in 
2012, with economic growth of 9.2%. Construction was the strongest 
performer, contributing 4.5 percentage points to growth, or nearly half 
of the outcome. Transport, finance, and retail trade added a further 
2.8 percentage points on the strength of domestic demand created by the 
peak construction period of a new liquefied natural gas (LNG) project 
and government expenditure that was higher than expected. Mining 
output recovered from weather and technical disruptions experienced 
in 2011, adding a modest 0.3 percentage points to overall growth in 2012. 
Dragging on growth was falling oil output as reserves declined. Growth 
in agriculture, forestry, and fisheries output also slowed as the sector 
expanded by only 0.2% in 2012, down from 8.1% in 2011. Adding to this 
outcome were poorer growing conditions and moderating export prices, 
which depressed coffee, copra, and cocoa output. New investment in 
processing mills helped to support palm oil production (Figure 3.33.1). 

The current account deficit grew to 17.5% of GDP in 2012 (Figure 3.33.2). 
This reflected moderation in agriculture and mining exports and higher 
imports tied to the construction of the LNG project. With rising imports 
financed largely by foreign direct investment, the large current account 
deficit poses little risk to macroeconomic stability. The central bank’s 
foreign exchange reserves remained at near record highs throughout 
the year. At over $4 billion, reserves were sufficient to cover 11 months 
of imports. 

The headline inflation rate fell to 4.1% in 2012, down from 8.5% in 2011 
(though the outdated consumer price index basket likely underestimates 
inflation). Contributing to this official outcome was a significant rise 
in the value of the local currency due mostly to large inflows of foreign 
direct investment, which saw the exchange rate rise by 16% relative to the 
major import partners of Papua New Guinea (PNG). A higher exchange 
rate, declining commodity prices, and the government’s ongoing tariff-
reduction program reduced prices for tradable goods by 0.2%. Lower 
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3.33.2 Current account components
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import prices late in the year flowed through to non-tradable or domestic 
inflation, causing it to slow to 4.2% in 2012 (Figure 3.33.3). Rising domestic 
prices were mostly attributable to locally produced meat, alcohol, and 
tobacco, as well as transport costs. 

The budget outcome in 2012 was a deficit of 1.2% of GDP against an 
original forecast of a balanced budget (Figure 3.33.4). This reflected lower-
than-expected revenue caused by unanticipated declines in international 
commodity prices, an appreciating currency that depressed the value in 
PNG kina of mining and petroleum taxes denominated in US dollars, and 
higher spending mainly related to national elections.

In response to lower inflation, the central bank lowered its target 
interest rate from 7.75% to 6.75% in September 2012, signaling easing 
monetary policy intentions. However, with the central bank unable to 
fully absorb the high liquidity in the commercial banking system, the 
impact of target interest rate movements on market interest rates and 
inflation continued to be limited. Private sector credit growth remained 
near 10% per annum during 2012, well off its peak of 40% in 2007 
(Figure 3.33.5).

Economic prospects
Economic growth is expected to slow to 5.5% in 2013 before picking up 
again to 6.0% in 2014. The non-mineral economy is expected to slow 
most sharply as the winding down of LNG project construction will 
dramatically curtail construction and transport activity, eventually 
spilling over into lower domestic consumption and retail and wholesale 
trade. Moderating international agricultural prices are expected 
to depress rural incomes derived from the sale of crops for export. 
A significantly increased national budget, which plans for large budget 
deficits of 7.2% of GDP in 2013 and 5.9% in 2014, will counter some of the 
effects of falling domestic demand on the non-mineral economy. 

The mineral sector is expected to lead growth, expanding by 13.0% 
in 2013 as production bottlenecks clear at a number of gold and copper 
mines and production at the new Ramu nickel and cobalt mine ramps 
up. Continued declines in petroleum production, as reserves in major oil 
fields become depleted, will offset some of this growth in 2013, but the 
onset of LNG exports will greatly boost mineral output late in 2014, with 
overall growth in the sector expected to surpass 60% in that year. 

In 2013, an expected easing of the kina exchange rate could fuel 
resurgence in imported inflation, while high government spending is 
likely to stoke domestic inflation. The winding down of LNG plant 
construction will be a counterinfluence subduing price growth later 
in 2013 and throughout 2014. This period will see up to 8,000 workers 
demobilized, easing a shortage of skilled labor and other private 
sector capacity constraints, particularly in construction and transport. 
Declining capital imports associated with the LNG project will relieve 
port congestion. On balance, inflation is projected to bounce back to 6.5% 
in 2013 and 7.5% in 2014.

The 2013 current account deficit is expected to narrow to 15.1% of GDP 
as lower LNG capital imports reduce the trade deficit. A rebound in 
production at existing mines and the ramping up of production at the 
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Ramu facility will help boost export earnings. A further narrowing of 
the current account deficit to 8.4% of GDP is expected in 2014 as LNG 
exports begin. 

Although large budget deficits are planned for 2013 and 2014, public 
debt is expected to remain low by historical standards, peaking at 35% of 
GDP in 2014. While such public indebtedness is moderate, PNG will need 
to ensure that higher spending does not undermine the fiscal buffers that 
have allowed it to withstand recent shocks (Figure 3.33.6).

Foremost is the need for spending to remain in line with the 
government’s own deficit-reduction plan. To keep public debt below 35% 
of GDP, the 2013 budget plans for zero nominal growth in government 
wages and salaries and just 2.5% annual growth in spending on goods 
and services up to 2017. Such recurrent expenditure restraint will be 
difficult to achieve and risks starving service delivery by, for example, 
undercutting salaries for teachers and health workers. The government 
may therefore need to reprioritize spending away from capital investment 
and toward recurrent goods and services to ensure service delivery within 
designated spending limits. 

The government faces growing challenges in financing its deficit 
spending. While domestic bank liquidity remains high, local commercial 
banks are approaching regulatory limits on their lending to the 
government. A result will likely be deficit financing sourced from 
international markets in 2013 and 2014, significantly increasing the 
government’s cost of borrowing and exposure to exchange rate risk.

Fiscal risks arising from the budget must be better coordinated 
with those generated separately. The reduction in public debt over the 
past decade has been offset by a rise in off-budget liabilities, which now 
equal 15%–20% of GDP. Major components include borrowing to finance 
the state’s equity in the LNG project, large unfunded superannuation 
liabilities, and contingent liabilities surrounding the successful 
completion of the LNG project. Progressively reducing these state 
liabilities will be important to taming fiscal risks. 

In the medium-term, the outlook for growth remains strong and 
for public debt to remain low. While government plans to increase 
investment in critical national infrastructure and social services are 
commendable, this priority must be balanced against its need to maintain 
fiscal buffers against future shocks. Building up the country’s economic 
resilience will be vital to avoiding any reprise of past boom–bust cycles. 

Policy challenge—realizing energy potential 
and fostering employment growth
The last decade has witnessed dramatic growth in job creation, with the 
number of jobs in the formal private sector expanding by 70% since 2002. 
Underpinning this achievement has been broad-based growth across the 
non-mineral economy, with finance, retail and wholesale trade, transport, 
manufacturing, and construction all contributing strongly to employment 
(Figure 3.33.7).

As labor-intensive construction of the LNG project draws to a close 
and gas production begins in 2014, the main engine of growth will shift 
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toward mineral exports and away from the non-mineral economy. Unless 
new sources of non-mineral growth can be mobilized, private sector 
employment growth is likely to slow, potentially eroding inclusiveness in 
the country’s economic prospects. 

Central to meeting this challenge will be the government’s ability to 
address structural constraints that discourage higher investment in the 
non-mineral economy. One critical constraint is the worsening adequacy 
of infrastructure for energy supply and distribution, which is now a major 
barrier to productivity, output, and employment growth, as well as to 
improving the welfare of the poor. Power outages are frequent, forcing 
many businesses to invest in generators instead of new machinery and 
technology. Schools and hospitals are unable to function efficiently, while 
the 11% household electrification rate leaves the overwhelming majority 
in the dark and without common appliances. As most private power is 
generated using diesel or gasoline, the portion of all electricity generated 
by hydropower fell from 76% in 1994 to 59% in 2011. This significantly 
raised the average cost of power production and nation’s admirably low 
carbon emissions. 

PNG has abundant energy resources. In addition to natural gas, 
it enjoys high rainfall over rugged mountains, but less than 5% of its 
hydropower potential is currently developed. Unlocking this potential 
will require the government to address a number of challenges through 
a coordinated policy response. For urban centers, PNG needs to upgrade 
deteriorating generation and distribution infrastructure while developing 
a more transparent and clearly defined access regime able to attract 
private investment. Promoting energy access in rural and remote areas 
presents additional challenges, as low population density raises supply 
costs. Current regulatory arrangements pose daunting disincentives for 
investment in new rural electricity infrastructure, as revenues tend to be 
insufficient to cover capital and maintenance costs. Achieving widespread 
rural electrification will thus require implementing a policy that entails 
community service obligations, clearly quantifies the cost of providing 
power in areas where cost recovery from the community is impossible, 
and compensates energy providers accordingly, be they private or public. 

Focusing on reform priorities will be key to unlocking the vast 
potential for energy projects in PNG, expanding access to electricity in 
remote communities, and creating a business environment that can speed 
growth in the non-mineral economy, employment creation, and poverty 
reduction.




