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FINANCIAL ANALYSIS 
 

A. Introduction 
 
1. Papua New Guinea’s (PNG) decentralized service delivery framework suffers from funding 
constraints, weak supervision, and limited accessibility of health facilities. With PNG having 
adopted a free primary health care policy in 2014, the Health Services Sector Development 
Program (HSSDP) has no revenue-generating component thereby precluding evaluation of 
financial costs against any financial benefits. Further, as in many Pacific islands as well as other 
developing economies, detailed information on ideal levels of annual operations and maintenance 
(O&M) funding required to sustainably deliver a minimum standard of health care in PNG is 
currently unavailable. However, based on historical data and best available estimates, project 
investments under the HSSDP can be sustainable provided that project-related systems 
improvements in building financial management capacity in the health sector are implemented. 
The proposed additional co-financing of $38 million—through a grant from the Australian 
Department of Foreign Affairs and Trade (DFAT)—will support an expansion of the scope of the 
Health Services Sector Development Program (HSSDP) by upgrading more health facilities and 
providing further staff training. Including these additional resources, total HSSDP funds are now 
expected to augment health sector resources by 4.6% over the HSSDP’s implementation period 
of 2018–2023. 
 
B. Health Facilities 
 
2. Planned new health facility investments under this additional financing aim to build upon 
progress in strengthening community health posts under the ongoing Rural Primary Health 
Services Delivery Project, and ongoing work on at least 8 new facilities—including 2 district 
hospitals and 6 health centers—under the original scope of the HSSDP. This additional financing 
for the HSSDP will upgrade one more health center and eight existing community health posts 
(CHP), aligning with PNG Medium Term Development III Strategy, which lays out the service 
delivery profile by district and other relevant national health standards.1 
 
C. Health Sector Budget 
 
3. The health sector is among PNG’s identified priority sectors (along with education, 
infrastructure, and law and order) for stimulating development. Health sector funding is largely 
coursed through the Department of Health (DOH), Hospital Management Services, and the 
various provincial health authorities (PHA). The introduction of free primary health care in 2014, 
backed by booming liquefied natural gas (LNG) revenues, saw health spending rise by 53%, but 
the onset of fiscal difficulties that affected operations of the entire government resulted in a 
subsequent 38% cut the next year. However, priority recurrent expenditure items—including 
annual O&M costs—were mostly protected from budget cuts that otherwise compressed spending 
for new capital projects. The 2019 Budget allocates about K1.1 billion for recurrent spending in 
health, or about 10.3% of the government’s total recurrent budget. 
 
4.  A gradually improving fiscal situation, which saw a large fiscal deficit equivalent to 4.6% 
of gross domestic product (GDP) in 2016 halved by 2018 through improved revenue collection 
and expenditure control, is contributing to steady increases in overall funding for the health sector. 
Spending on health increased to 9.3% of total public expenditure in 2018 (from 7.1% in 2016) and 
is projected to reach over 10% of allocations by 2020–2022 (Table 1). 

                                                
1 Government of Papua New Guinea. 2018. Medium Term Development Plan 3, 2018–2023. Port Moresby. 
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Table 1: Health Sector Budget Allocations, 2017–2022  
(K million) 

Item 2017 2018 2019 2020 2021 2022 

Department of Health 362.7 532.3 656.4 627.0 528.8 568.1 
Hospital Management Services 470.7 510.8 426.8 539.6 625.2 684.6 
Provincial Health Authorities 288.8 360.8 448.0 459.6 478.6 526.1 
Others 16.7 15.1 22.3 27.6 30.6 29.4 
Total Health Budget 1,138.9 1,419.0 1,553.5 1,653.8 1,663.2 1,808.2 
  % of total public spending 8.6 9.3 9.6 10.2 10.0 10.1 

  % of GDP 1.5 1.7 1.8 1.7 1.6 1.6 
Source: Papua New Guinea 2019 National Budget and ADB estimates. 

 
5. However, financing for frontline health services in PNG remains fragmented, with some 
funds going directly to PHAs, hospitals or church-run providers, and some via provincial 
administrations. Other funding streams are subject to provincial or district negotiations from 
provincial internal revenue, and Provincial and District Services Improvement Programs (PSIP 
and DSIP, respectively) funds. Provincial internal revenue is expected to be the primary source of 
operational funding for rural health services, with the health function grant (an intergovernmental 
transfer from the national government to the provincial governments) designed, to only assist in 
filling the operational funding gap for provinces that do not otherwise have enough internal 
revenue to meet the operational costs of rural health services. Including through support from the 
HSSDP, larger shares of health spending are expected to be coursed through PHAs (all 14 funded 
as of 2018) with a corresponding decline in DOH and hospital management services allocations. 
This gradually reduces fragmentation in funds flows. 
 
D. Financial Sustainability with the Proposed Additional Financing 
 
6. Investment costs for the additional health center and eight CHPs are estimated at $29.6 
million, inclusive of contingencies. There are currently no available normative estimates of annual 
operational funding requirements for health facilities in PNG, but proper costing of health services 
delivery has been identified as a government priority. HSSDP is supporting this costing exercise 
through consultants in coordination with ongoing efforts by the World Bank and DFAT. A recently-
completed countrywide health facility survey estimates average annual costs of running public 
health centers and district hospitals (levels 3–4 health facilities) at about K3.2 million ($1 million).2 
However, comparable church-run levels 3–4 health facilities are operating at lower annual costs 
of about K2.3 million ($0.7 million), while at the same time providing services to populations in 
more remote areas.3 This indicates some room for reducing annual O&M costs if spending 
inefficiencies are adequately addressed. 
 
7. For the purposes of this analysis, recurrent O&M costs are estimated at $750,000 per 
annum for the additional health center and $100,000 per annum for each of the eight CHPs.4 In 
total, additional O&M costs for the 9 new health facilities are estimated to start at K5.2 million in 
2021 (growing with inflation thereafter). Inclusive of the 8 health facilities being upgraded through 
the original scope of the HSSDP, additional O&M costs from project investments are estimated to 
total K26.1 million, or a 1.6% increase on the recurrent health budget starting 2021 (Table 2).5  

                                                
2  Australian Department of Foreign Affairs and Trade and World Bank. 2017. Service Delivery by Health Facilities in 

Papua New Guinea. May (unpublished). 
3  Church-run health facilities essentially operate as government contractors that deliver services in areas where the 

public sector generally is unable to effectively reach. 
4  These estimates are also informed by the recent experience of the project management unit of the ongoing Rural 

Primary Health Services Delivery Project (RPHSDP) in upgrading over 30 community health posts across PNG.  
5  Given recent increases health sector funding (para 4), this estimated increase in recurrent health spending brought 

about by additional O&M costs for new or upgraded health facilities is a lower proportion of projected total health 



3 

 

Table 2: Health Budget Projections, with Project  
(K million) 

Item 2018 2019 2020 2021 2022 2023 2024 2025 

Total health expenditure 1,419.0 1,553.5 1,653.8 1,663.2 1,808.2 1,898.6 1,984.0 2,073.3 
Project investment         
  Original project 35.2 52.9 70.5 70.5 70.5 52.9 … … 
  Additional financing  55.1 55.1 5.9 5.9 5.9 … … 
Additional recurrent costs         
A. New health facilities         
  Original project … … … 20.9 21.8 22.8 23.8 24.9 
  Additional financing … … … 5.2 5.5 5.7 6.0 6.2 
  % of health budget … … … 1.6 1.5 1.5 1.5 1.5 
B. Facility upgrades/ rehab         
  Original project … … … 8.8 9.2 9.6 10.0 10.5 
  Additional financing … … … 2.9 3.0 3.1 3.3 3.4 
  % of health budget … … … 0.7 0.7 0.7 0.7 0.7 
Increase in fiscal space 
(from efficiency gains) … … … … … 7.0 14.0 21.0 

… = not applicable, K = kina. 
Source: ADB estimates. 

 
8. Although PNG’s fiscal difficulties appear to be easing, there remains potentially substantial 
risks to the sustainability of O&M funding for the project’s health facility investments. Through the 
sector development program approach, the HSSDP is putting in place various measures to 
mitigate risks to sustainable O&M funding.  
 
9. The highest impact measure is the prioritization of rehabilitating and upgrading existing 
health facilities rather than establishing additional facilities not yet included in the government’s 
facility network. Existing facilities already receive allocations for human resources, medical 
supplies, and other operational funding, even if their poor state limits service access and only 
allows low quality service provision. Additional O&M funding in those cases will only be necessary 
where the facility level will be increased (e.g., a CHP is upgraded to a health center). This 
approach of prioritizing existing health facilities for rehabilitation and upgrading will continue for 
investments to be supported by the proposed additional financing. Further, facility master planning 
at the province level will be undertaken to determine the most efficient distribution and levels of 
facilities, and prioritized facilities for upgrading or rehabilitation.  
 
10. This can result in significant savings in annual O&M requirements. To illustrate, suppose 
the project identifies: (i) an existing CHP that can be upgraded to a health center; (ii) 4 aid posts 
for upgrading to CHPs; and (iii) another 4 rundown CHPs for rehabilitation. Additional O&M costs 
under this scenario will only amount to K2.9 million, or slightly over half of requirements in the all 
new facilities case.6 Any alternative scenario that combines construction of new facilities with 
some facility upgrades will result in additional O&M requirements that fall between the two 
estimates above. In this way, additional O&M requirements in the all new facilities case can be 
considered as the upper bound estimate. Also, as one of the key criteria in selecting project 
investments, any additional O&M needs to be financed from internal revenue will have to be 
agreed with the concerned province. 

                                                
spending compared with estimates made for the original project (see LD9 Financial Analysis of ADB. 2018. Report 
and Recommendation of the President to the Board of Directors: Proposed Programmatic Approach, Policy-Based 
Loan for Subprogram 1, and Project Loans Papua New Guinea: Health Services Sector Development Program. 
Manila). 

6  This assumes that annual O&M requirements are $50,000 for aid posts (level 1 facility), based on estimated 
requirements of $100,000 for community health posts (level 2), $750,000 for health centers (level 3), and $1 million 
for district hospitals (level 4).  
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11. HSSDP, in close collaboration with the World Bank and DFAT, is supporting DOH efforts 
to further refine estimates of operational funding requirements for the various health facility levels. 
The resulting information will be used to advocate for ringfencing of adequate funding in the 
national budget, to complement provincial internal revenue. This links to the Medium-Term Fiscal 
Strategy support through the HSSDP policy matrix and ongoing ADB technical assistance with 
the Department of Treasury, reflecting government commitment to ringfencing resources for the 
health sector and improving long-term sustainability of funding.  
 
12. Other sustainability measures include: (i) low maintenance facility designs, e.g., 
minimizing utility costs such as electricity, to keep operating costs as low as possible; (ii)  
expanding coverage of the electronic national health information system that provides accurate 
service delivery reports, and has the potential for tracking spending needs against actual 
expenditures to identify specific gaps that need to be filled to safeguard health services delivery; 
(iii) integration of maintenance budgeting and asset management in the PHA manual and suite of 
capacity development programs supported by HSSDP; (iv) awareness raising on the need to 
develop a maintenance culture across the broader public sector; and, importantly, (v) a specific 
reform area in the HSSDP policy matrix (i.e., Reform Area 2.2) ensures that funding for health 
facility maintenance becomes a priority within the national and PHA monitoring regimes. 
  
13. Note also that expected spending efficiency gains—arising from a combination of 
regulatory frameworks and systems improvements, including capacity development interventions 
likewise supported by the ongoing project and program components of the HSSDP—will also help 
generate additional fiscal space that can be channeled toward increasing O&M funding. The 
increased fiscal space derived from greater spending efficiency can be expected to exceed 
inflation-adjusted annual O&M costs in the upper bound estimate (all new health facilities) by 2027 
(or 2024 for the scenario with facility upgrades and rehabilitation), if all complementary policy 
reforms and other project-related interventions in building financial management capacity are 
successfully implemented.7  
 
14. This financial analysis of the proposed additional financing highlights government’s 
continuing commitment to fund future maintenance needs of upgraded health facilities. To support 
this commitment, government is working with development partners to free up substantial 
resources that can be channeled toward more productive O&M spending, while also building the 
capacity of provincial governments to maintain health facilities, including project (original and 
expanded scope) outputs. Institutional and governance reforms will also be accelerated through 
program-supported policy reforms, and project training will clarify mandates and accountabilities, 
determine O&M funding levels required, and build capacity in asset management. 
 

                                                
7  Consistent with the economic analysis of the original HSSDP, efficiency gains are conservatively assumed to build 

up to 0.25% of total government expenditure 5 years after project completion (see LD10 Economic Analysis of ADB. 
2018. Report and Recommendation of the President to the Board of Directors: Proposed Programmatic Approach, 
Policy-Based Loan for Subprogram 1, and Project Loans Papua New Guinea: Health Services Sector Development 
Program. Manila.  


