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SECTOR ASSESSMENT (SUMMARY): PUBLIC SECTOR MANAGEMENT1 
 

 1. Sector Performance, Problems, and Opportunities 
 
1. Summary. Papua New Guinea’s (PNG) economic situation is volatile, with a narrow 
economic base highly reliant on global commodity prices for its natural resources exports. Absent 
of vibrant private sector activity, and an extensive subsistence economy, large natural resource 
investment projects and public spending drive growth. Public service delivery is inadequate, both 
due to insufficient financing and weak government capacity for policy development and 
implementation. The latter also delays responsiveness to pressing macroeconomic challenges, 
including a conducive monetary policy and structural reforms to promote private sector 
development. PNG was severely affected by the sharp downturn in global commodity prices in 
2015, which subsequently undermined the fiscal position and required abrupt fiscal consolidation. 
Substantial efforts and reform commitment by the government, combined with a partial recovery 
in commodity prices, has helped PNG stabilize its macro-fiscal situation since 2017 and prioritize 
funding for essential health services. To reach the positive medium-term outlook the government 
needs to continue implementing critical public and private sector reforms. The Health Services 
Sector Development Program (HSSDP) supports reform prioritization, sequencing, and 
implementation; addresses financing needs; and incentivizes reform implementation. 
 
2. Policy and institutional performance. According to the Asian Development Bank’s 
country performance assessment (CPA), PNG’s policy and institutional performance gradually 
improved until 2012‒2013 and has since been deteriorating across all four CPA components 
(economic management, structural policies, policies for social inclusion, and public sector 
management and institutions). The equal-weighted average score of the CPA for PNG decreased 
from 3.4 to 2.8 (on a scale from 0 to 6) from 2012–2017.2 A steep fall in scores in 2016–2017 
coincided with the prolonged downturn in global commodity prices and the resulting deteriorating 
economic and fiscal situation in PNG, exemplifying the impact that large external shocks can have 
on weak public institutions and policy-makers’ limited ability to respond to such shocks swiftly. 
 
3. Macroeconomic management. The sharp downturn in global commodity prices in 2015 
and 2016, coinciding with a severe drought that affected mining and agricultural sectors, led to a 
rapidly worsening macroeconomic situation. Resulting fiscal consolidation further reduced 
aggregate demand. While agricultural production and commodity prices somewhat recovered in 
2018, a large earthquake in February 2018 disrupted production and exports by the gas, oil, and 
mining industries, pushing the economy to a small contraction in 2018. Reductions in the foreign 
exchange backlog and gradual exchange rate adjustment by the Bank of PNG in 2018‒2019 are 
considered key for supporting a quick recovery in business activity and growth. The resulting 
macroeconomic outlook is positive over the medium-term, with growth expected to reach 4.8% in 
2019 and forecast to remain between 2‒4% in 2020‒2023 (footnote 1). However, business 
environment reforms, increases in expenditure quality, and conducive monetary policy are critical 
to support these developments and increase resilience against frequent shocks. 
 

 
1  This summary is based on ADB. 2019. Asian Development Outlook 2019 Update. Manila; International Monetary 

Fund (IMF). 2018. Papua New Guinea 2018 Article IV Consultation Staff Report. IMF Country Report No. 18/352; 
IMF. 2017. Papua New Guinea 2017 Article IV Consultation Staff Report. IMF Country Report No. 17/411. 
Washington, DC; IMF. 2015. Papua New Guinea: Public Expenditure and Financial Accountability Assessment. 
Washington, DC; Country Economic Indicators (accessible from the list of linked documents in Appendix 2); and 
various other documents referenced throughout the document. 

2  The equal-weighted average referred to here does not include country portfolio performance and does not follow 
the composite country performance rating calculation formula. 

http://www.adb.org/Documents/RRPs/?id=51035-003-3
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4. Fiscal management. Fiscal consolidation, required after an expansionary fiscal policy 
stance that coincided with a falling domestic-revenue-to-gross domestic product (GDP) ratio and 
led to unsustainable fiscal deficits from 2012‒2014, continued in 2018 and will be required in the 
foreseeable future. Total expenditure dropped sharply from 27.3% of GDP in 2014 to 19.6% in 
2018, and is expected to further drop over the medium-term before stabilizing between 15‒16% 
in 2022‒2023.3 Tax revenue fell from 18.6% of GDP in 2013 to 12.7% in 2018, and resource 
revenue dropped from 7.4% of GDP in 2011 to 0.7% in 2018 (footnotes 1, 3). Resource revenue 
is projected to remain below 1% of GDP over 2019‒2023, while tax policy and administration 
reforms are expected to halt the negative trend in non-resource revenue by 2021 before gradual 
increases are forecast if reform momentum continues (footnote 1). Public debt increased from 
27.1% of GDP in 2014 to 32.8% in 2018 before fiscal restraint is expected to result in gradual 
reductions (to 31.8% in 2019) that are forecast to continue over the medium-term (footnote 3). 
 
5. Assessment of fiscal performance and outlook. In comparison to the fiscal analysis 
and forecast carried out by the International Monetary Fund (IMF) Article IV mission in 2017, the 
assessment letter provided highlights an improvement in the fiscal outlook.4 While the fiscal crisis 
in 2015‒2016 was even more severe than expected, trend in primary and overall fiscal balances, 
and gross government debt have been positive in 2017‒2018 and are projected to continue in 
this direction (Figures 1 and 2).5 While subject to external and internal shocks, and continued 
commitment to prudent fiscal policy and persistent reform implementation in the future, it reflects 
the government’s strong reform commitment over the past two years, during which the program 
and ADB technical assistance (TA) supported the development of a medium-term fiscal strategy 
to lead the government’s fiscal position onto a sustainable path. 
 

  
 
6. Health expenditure prioritization. The government has continuously been prioritizing 
key enablers including health and education in its development plans, and has emphasized 
commitment to increasing funding for service delivery at the subnational government level. 
However, budget allocations have not necessarily reflected these priorities in the past, original 
budget allocations are rarely fully funded, and funds flows significantly delayed throughout the 
fiscal year. In 2015 and 2016, actual health funding was below 10% of total government spending, 
and health budget allocations were disproportionally affected from the significant overall budget 

 
3  Government of Papua New Guinea (GoPNG). 2018. 2019 National Budget. Port Moresby; GoPNG. 2019. Final 

Budget Outcome 2018. Port Moresby; GoPNG. 2019. Mid-year Economic and Fiscal Outlook 2019. Port Moresbly. 
4  See IMF Assessment Letter (accessible from the list of linked documents in Appendix 2). 
5  Difference between government and IMF projections are largely due to differences in nominal GDP numbers. 
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cuts (Figures 3 and 4). However, since 2017 the government has demonstrated commitment to 
safeguarding funding for essential health services, as supported under the program, with health 
budgets disproportionally benefitting from increased resources, resulting in gradual increases of 
the share of health to 10.6% of total government spending in 2018.6 For the first time, the final 
budget outcome report in 2018 highlights function grants, which are fundamental for funding the 
operation of rural health services across the country, and medical supplies as key expenditure 
items. Following a Kina 100 million supplementary budget allocation for medical supplies in 2017, 
national government spending for medical drugs stood at Kina 258 million in 2018, or 20% above 
the original budget, and function grants were fully disbursed. While not automatically improving 
health services on the ground, this shows substantial government commitment to health.   
 

  
 
7. Public financial management (PFM). Based on the weaknesses identified by the 2015 
public expenditure and financial accountability (PEFA) assessment, the government continued 
implementing its PEFA Road Map, 2015‒2018.7 In 2018, substantial progress was made in rolling 
out the improved integrated financial management system to the subnational level. In 2019, a 
Chart of Accounts for Provincial Health Authorities was developed and a pilot rollout commenced. 
A new procurement act came into force and an implementation plan was put in place. Further, 
the implementation of measures to strengthen controls of personnel expenditures has 
commenced, budget classification and documentation improvements were implemented, and 
amendments to the regulatory framework in PFM prepared. That said, continued improvements 
and capacity development (particularly in the areas of procurement, payroll, and subnational PFM 
systems) are critical to improve expenditure control. In September 2019 Government directed 
future budget presentations be fully aligned with the IMF Government Finance Statistics (2014) 
manual, thus expediting changes already underway with program support.8 This will, however, 
have implications for budget targets and government’s medium term fiscal strategy.  
 
 2. Government’s Sector Strategy 
 
8. Public sector reform strategies. The country’s cascading strategic planning framework, 
with the PNG Vision 2050, PNG’s Development Strategic Plan (2010–2030), and Medium Term 
Development Plan 3 (2018–2022), outlines PNG’s high-level commitment to effective leadership, 
good governance, performance management and accountability aiming to provide service 

 
6  A slight decrease in health sector share is observed in the 2019 budget (9.6% compared to 9.8% in the 2018 

budget), which is driven by an increase in total capital allocations that were affected by cuts in previous years. 
7  Government of PNG. 2015. Public Expenditure and Financial Accountability Road Map, 2015‒2018. Port Moresby. 
8  IMF. 2014. Government Finance Statistics Manual 2014. Washington D.C. 
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delivery and ultimately quality of life improvements.9 The implementation of these high-level plans 
is done through a number of strategies and reform plans, including a medium-term fiscal strategy 
that provides the framework for the annual budget, the PEFA Road Map 2015‒2018, and PFM 
strategies for the subnational level and the integrated financial management system aiming to 
strengthen PFM and enhance service delivery in provinces and districts.10 
 
9. Implementation of sector strategies. As indicated by the CPA, government agencies’ 
capacity to implement reform measures is severely constraint by weak management and technical 
expertise, a small skills pool, limited financial resources, and an infant performance management 
system. The track record of progress against implementation strategies and set targets has 
therefore been mixed and there is a risk that reform implementation stalls due to dwindling political 
reform commitment, the complex political economy, limited internal capacities, and/or lacking 
external assistance. Sector strategies and reforms therefore need to be strategic, highly prioritized 
and sequenced while ongoing policy dialogue and TA implementation support is critical.  
 
 3. ADB Sector Experience and Assistance Program 
 
10. Strategic direction. ADB’s country partnership strategy and country operations business 
plan, 2019–2021 for PNG are aligned with the government’s planning frameworks.11 Public sector 
management is one of the five sector priorities highlighted in ADB’s strategy, with a specific focus 
on increasing accountability and transparency so that the government can more effectively and 
efficiently translate growing public revenues into delivering services and providing infrastructure.  
 
11. Past and ongoing engagement. ADB has been actively engaged in public sector 
management through three complementary avenues: (i) ongoing economic and policy reform 
dialogue, including as part of ADB’s economic monitoring and the annual CPA exercise; (ii) TA in 
fiscal management, PFM, and private sector development; and (iii) the design and implementation 
of policy reforms linked to the policy-based loan component of the HSSDP. Particularly relevant 
for the HSSDP is ADB’s ongoing TA support in fiscal management and strategic budgeting, which 
builds upon two previous TA phases.12 The HSSDP also introduced a technical working group 
comprising the PNG’s Departments of Treasury, Finance, National Planning and Monitoring, and 
Health to lead policy reform design, implementation progress tracking, and inter-agency 
coordination. Subprogram 2 of the HSSDP continues to support prudent fiscal policy making, 
prioritized resource allocation, and key priorities of the PEFA Road Map, 2015–2018 (para.7). 
 
12.  Development partner collaboration. Partnerships are a critical element of ADB’s 
engagement in PNG. Regular consultations between the main partners in the public sector 
management space—the IMF, the World Bank, the Australian government, and the European 
Union—and with government aim to ensure that support is aligned to government priorities, 
duplications are avoided and that the government’s TA needs are comprehensively addressed.13 

 
9  Independent State of Papua New Guinea. 2009. Papua New Guinea Vision 2050. Port Moresby; GoPNG. 2010. 

Papua New Guinea Development Strategic Plan, 2010–2030. Port Moresby; and Independent State of Papua New 
Guinea. 2018. Papua New Guinea Medium Term Development Plan 3, 2018-2022. Port Moresby. 

10  Department of Finance. 2017. Public Financial Management Sub-National Strategy. Port Moresby; and Department 
of Finance. 2017. Integrated Financial Management System Sub-National Roll Out Plan. Port Moresby. 

11  ADB. 2015. Country Partnership Strategy: Papua New Guinea, 2016–2020. Manila; ADB. 2018. Country Operations 
Business Plan: Papua New Guinea, 2019–2021. Manila; and footnote 7. 

12  ADB. 2009. Technical Assistance to Papua New Guinea for Supporting PFM. Manila; ADB. 2012. Technical 
Assistance to Papua New Guinea for Supporting PFM (Phase 2). Manila; and ADB. 2016. Technical Assistance to 
Papua New Guinea for Supporting PFM (Phase 3). Manila. 

13  Subject to government interest, the HSSDP technical working group (para. 11) could evolve into a broader 
government‒development partner policy reform coordination mechanism in the future. 
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PROBLEM TREE FOR PUBLIC SECTOR MANAGEMENT 
 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

Unsustainable financing for and deteriorating delivery of public goods and services 

Lack of basic services 

EFFECTS 

CORE 
PROBLEM 

Negative impact on livelihoods and quality of life of households 

Weaknesses in 
procurement, including 

framework, systems 
and capacity 

Weak fiscal planning and 
strategic budgeting 

Delayed 
and 

unreliable 
data for 
decision 
making 

 

Narrow revenue base highly 
dependent on natural 

resource revenues 

Unreliable 
cash flow 

Fragmented 
financial 
flows to 

subnational 
levels and 

service 
delivery units 

Inefficient use and substantial wastage of funds 

Delays in 
disbursement 

Poor accounting and 
financial reporting 

Fragmented 
and 

incomplete 
budgeting 
formats 

CAUSES 

Outdated 
financial 

management 
information 

system 

Weak fiscal position and planning exposed to external shocks 

Weak private sector environment 

Overvalued 
local 

currency 

Inadequate 
monetary policy 

Foreign 
exchange 

scarcity 

Lack of accountability 
with limited 

repercussions for 
misuse of funds 

 

Inhibited private 
sector development 

Weak tax policy and  

administration 

Causes addressed by the HSSDP; monetary policy and 
domestic revenue issues tackled in coordination with other 
main partners (IMF, World Bank, Australia, European Union). 

Note: 


