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PROGRAM ECONOMIC ASSESSMENT 
 
A. Economic and Fiscal Situation 
 
1. Growth performance. Papua New Guinea’s (PNG) economic situation is highly volatile, 
with large natural resource investment projects and related exports of liquefied natural gas, gold, 
and other natural resources driving growth. An extensive subsistence economy and subdued 
private sector activity result in a narrow economic base highly reliant on global commodity prices 
for the country’s natural resource exports. Frequent external shocks, including negative El Niño 
impacts in 2014‒2016, the sharp downturn in global commodity prices in 2015‒2016, a large 
earthquake in 2018, and the impacts of the coronavirus disease (COVID-19) pandemic have 
severely undermined the country’s economic performance.  
 
2. Following the recovery in energy and mineral production that led to gross domestic product 
(GDP) growth of 4.5% in 2019, COVID-19 pushed the economy into a recession in 2020, with 
output having shrunk by 3.5% in 2020, 5.6 percentage points below pre–COVID-19 estimates 
(Figure 1). For 2021, annual growth is estimated at –0.2% before forecasts project a recovery to 
3.5% in 2022 and above 4.9% per year in 2023‒2024, supported by higher global resource prices. 
While a high degree of uncertainty remains driven by global inflationary trends and supply chain 
disruptions as well as the risk of reemerging COVID-19 threats, a planned new liquefied natural 
gas project that could start in 2023 and would see investments of more than $10 billion is an 
upside risk and could lift growth substantially over several years. 
 

Figure 1: Gross domestic product growth performance 
(Annual %) 

 
(…) = negative, COVID-19 = coronavirus disease, e = estimate, f = forecast. 
Sources: Asian Development Bank, International Monetary Fund. 

 
3. COVID-19 impacts. While official COVID-19 numbers of 45,365 confirmed cases and 668 
deaths as of 25 October 2022 are low by international comparison, this reflects low levels of 
testing.1 Indirect impacts on an already fragile health system, nascent private sector, and weak 
public sector are considered significant and have only started to normalize in the course of 2022. 
As of 8 October 2022, only 355,562 people (7.2% of the adult population) have received at least 
one vaccine dose, and 295,700 (6% of the adult population) are fully vaccinated, increasing the 
risks stemming from potential future COVID-19 waves.  
 
4. Fiscal performance. The frequent large shocks feed through to the country’s fiscal 
situation, where limited public administration capacity, multilayered institutional arrangements 

 
1 World Health Organization. Coronavirus Disease Dashboard, Papua New Guinea (accessed 25 October 2022). 
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across government levels, and a complex political economy compound the effects. Following a 
period of expansionary fiscal policy, the government started fiscal consolidation efforts in 2016 
that led to a substantial narrowing of the fiscal deficit to 2.2% and 2.6% of GDP in 2017 and 2018, 
respectively. With lower-than-expected revenue collection including due to low global commodity 
prices, and substantial arrears payments, the fiscal deficit increased again to 5.0% of GDP in 
2019 but was projected to narrow to below 2.0% of GDP over the medium-term, achieving primary 
surpluses to reduce public debt to below 40% of GDP.2 The latter is established as the upper 
bound of the long-term target range for government debt established in fiscal responsibility 
legislation, which provides for an increased threshold of 60% of GDP to mitigate temporary fiscal 
imbalances.3 The law requires the government to reach the long-term target of a debt-to-GDP 
ratio of 40% or lower by 2030. 
 
5. The impact of the COVID-19 pandemic has undermined consolidation efforts driving up 
the fiscal deficit to 8.6% of GDP in 2020 (Figure 2). As a result, public debt increased by 6.9 
percentage points to reach 47.1% of GDP in 2020, pushing PNG into a high risk of external and 
overall debt distress after COVID-19.4 However, both overall and external public debt are still 
assessed to be sustainable, conditional on the implementation of prudent fiscal policies and 
commitments under a second consecutive staff-monitored program with the International 
Monetary Fund (IMF).5 In 2021, the fiscal deficit is estimated to have narrowed slightly to 6.7% 
of GDP and is projected to further decrease to 5.9% of GDP in 2022, with higher resource revenue 
on the back of higher global resource prices balancing the need for an additional support package 
to cushion inflation impacts. Subsequently, the deficit is projected to further decrease to 3.3% by 
2024, stabilizing debt slightly above 50% of GDP in the medium-term (Figure 3). Subject to 
substantial uncertainty, the long-term forecast sees debt levels return to 45% of GDP by 2027 
and 40% by 2030 in line with the target set out in fiscal responsibility legislation (footnote 3). 
 

Figure 2: Fiscal balance 
(% of GDP) 

 
(…) = negative, COVID-19 = coronavirus disease, e = estimate, f = forecast, GDP = gross domestic product. 
Sources: Asian Development Bank, International Monetary Fund, Papua New Guinea Department of Treasury. 

 

 
2 International Monetary Fund (IMF). 2020. Papua New Guinea 2019 Article IV Consultation—Staff Report. 

Washington, DC. 
3 Papua New Guinea. 2020. Papua New Guinea Fiscal Responsibility (Amendment) Act 2020. Port Moresby. 
4 IMF. 2020. Request for Disbursement under the Rapid Credit Facility—Staff Report. Washington, DC. 
5 IMF. 2022. Papua New Guinea Request for a Staff-monitored Program and Staff Report. Washington, DC. 
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Figure 3: Public debt 
(% of GDP) 

 
COVID-19 = coronavirus disease, e = estimate, f = forecast, GDP = gross domestic product. 
Sources: Asian Development Bank, International Monetary Fund, Papua New Guinea Department of Treasury. 

 
6. Role and impact of state-owned enterprises. Multiple essential services in PNG—
including energy, water supply, telecommunications, ports, and air transport—are provided 
through state-owned enterprises (SOEs). Kumul Consolidated Holdings (KCH) is the holding 
company for the government’s non-resource sector assets through the General Business Trust 
(GBT), owning the majority of shares in nine SOEs. 6  It is estimated that the government’s 
investment in the GBT SOEs was K10.1 billion (around $2.8 billion) in 2021. SOEs consistently 
demonstrate poor operational and financial performance. Incomplete financial data indicate that 
the overall profitability of SOEs has declined since 2015, with COVID-19 intensifying losses. 
Negative consequences from poor SOE performance, which impact the economic, fiscal, and 
human development performance of PNG, comprise (i) expensive, inefficient, and low-quality 
service provision, which equally affects the public sector as a large user of public services in PNG; 
(ii) a less competitive economy, undermining growth and domestic revenue potential; (iii) a drain 
on scarce public funds in the form of cash infusions, debt forgiveness, and asset donations, with 
only minor dividends to offset this drain;7 and (iv) increased fiscal risk through SOE debt as 
contingent liabilities. 
 
7. Several SOEs have accumulated unsustainable levels of debt, more than half of which 
was contracted after 2015 when projects were not subjected to robust financial and economic 
viability assessments and were often contracted without the approval of the National Executive 
Council (the Cabinet). Only SOE debt that has been guaranteed by the government and has been 
called upon is recorded in the government’s consolidated debt figures. This includes three SOE 
project loans (Solwara, Motu-Kea Port and National Capital District Roads) that the government 
has recognized and for which they have taken over the servicing, but implicit government-
guaranteed debts of SOEs are not captured in central government debt and, more generally, the 
magnitude of all the SOE debt obligations is uncertain. The consolidated SOE debt (including 
KCH) is estimated to be K6.2 billion ($1.74 billion) in July 2022, of which K1.2 billion is commercial 
debt. This figure does not capture unfunded superannuation liabilities relating to pensions. The 
top three SOEs in terms of debt exposure in July 2022 were PNG Ports Corporation (K1.8 billion), 
PPL (K1.4 billion), and KTH (K0.9 billion). In addition to SOE debt and periodic capital injections 

 
6 The nine SOEs in the GBT are Air Niugini Limited, Kumul Agriculture Limited, Kumul Telikom Holdings Limited, Motor 

Vehicle Insurance Limited, National Development Bank, PNG Power Limited, PNG Ports Corporation, Post PNG 
Limited, and Water PNG Limited. The government is also the majority shareholder in two resource companies: Kumul 
Petroleum Holdings and Kumul Mineral Holdings. 

7 SOEs in the GBT provided a total of K93.3 million in dividends in 2021, a slight increase from K78.1 million in 2020 
and K89.2 million in 2019. KCH. 2022. Annual Review 2021. Port Moresby. 
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in specific SOEs, several SOEs have accumulated substantial tax arrears with the Internal 
Revenue Service. 
 
B. Policy and Institutional Performance 
 
8. Weak policy and institutional performance undermine implementation of government 
strategies and essential reforms across sectors and further constrains private sector development 
and domestic resource mobilization, putting public spending on an unstable footing. According to 
the Asian Development Bank’s (ADB’s) country performance assessment (CPA), PNG’s policy 
and institutional performance gradually improved until 2013 but has since been deteriorating in 
most years and across all four CPA components, i.e., economic management, structural policies, 
policies for social inclusion, and public sector management and institutions. The equal-weighted 
average score of the four CPA components decreased from 3.40 to 2.78 (on a scale from 0 to 6) 
from 2013–2020.  
 
9. The steepest fall coincided with the prolonged downturn in global commodity prices in 
2015‒2016 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. Slight improvements in the scores of CPA components 
‘policies for social inclusion’ and ‘public sector management and institutions’ in the 2020 CPA 
assessment reflect in part reforms supported under the various budget support policy reform 
matrices supported by ADB and other major development partners. The ongoing COVID-19 shock 
and associated risks of further deteriorating policy and institutional performance highlight the 
importance of reform implementation while securing adequate resourcing of core government 
functions to prevent a vicious cycle in an already fragile context. In the area of economic 
management, the government is pursuing reforms to strengthen monetary and exchange rate 
policies, fiscal policy, and debt policy and management with support from the IMF, ADB, and other 
development partners (footnote 5).8 
 

Figure 4: Papua New Guinea Country Performance Assessment Scores 
(Scale from 0 to 6) 

 
FCAS = fragile and conflict-affected situations, PSM = public sector management. 
Source: Asian Development Bank. 

 

 
8 ADB. 2021. Technical Assistance to Papua New Guinea for Strengthening Fiscal, Debt, and Financial Management. 

Manila. For other key development partner assistance, see Development Coordination (accessible from the list of 
linked documents in Appendix 2 of the Report and Recommendation of the President to the Board of Directors). 
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10. Public financial management. The government continues implementing its Public 
Expenditure and Financial Accountability (PEFA) Road Map, 2015‒2018, which builds upon a 
PEFA assessment carried out in 2015.9 A new PEFA assessment was carried out in 2019‒2020 
and a new reform road map has been developed following some COVID-19 related delays. Both 
await National Executive Council endorsement following the recent general election before 
publishing. Prior to the COVID-19 pandemic, which hindered domestic travel, the government 
made further progress in rolling out the improved integrated financial management system, 
including to most of the provinces and district officers as well as first Provincial Health Authorities 
at the subnational level. Implementation of the new procurement act is progressing, with the 
National Procurement Commission Board and Authority to Pre-Commit Committee fully 
operational. Further, the implementation of measures to strengthen controls of personnel 
expenditures that have seen regular budget overruns in the past continue through improved 
payroll management and manpower planning, which are monitored under the IMF staff-monitored 
program (footnote 5). Additional budget classification and budget documentation improvements 
were implemented, and the regulatory framework for public financial management (PFM) was 
further completed.  
 
11. That said, continued improvements and capacity development, particularly in the areas of 
procurement, payroll, and subnational PFM systems will be critical to increase expenditure control 
and effectiveness. There continues to be considerable scope for improvement in accountability; 
the management of public assets, liabilities, and associated fiscal risks; and the quality, availability, 
comprehensiveness, and timeliness of fiscal accounts. The control of budget execution is limited. 
Payroll controls are weak and have been compromised in the past by the decentralization of 
responsibility for controls and reconciliations to the spending departments and provinces. There 
are concerns regarding the persistent lack of reliability of accounting records. The financial 
statements are generally submitted with substantial delay. From a service delivery perspective, 
weaknesses in PFM practices threaten timely and effective fund flows for essential services. The 
government introduced measures to strengthen anticorruption efforts, including through the 
development of an anticorruption strategy and the passing of the Independent Commission 
Against Corruption Act 2020. However, the act is facing a court challenge. Renewed efforts are 
needed by the new government to fully establish the commission and enable an effective fight 
against misuse of funds and corruption.  
 
12. State-owned enterprise governance. The policy and legal framework governing the 
operational performance of SOEs has been weak prior to the reform program, providing 
considerable scope for political considerations to override commercial imperatives, including 
affecting board composition of government majority-owned SOEs under the GBT. The legal 
framework also lacked clarity on the role of KCH to monitor SOE performance, and on corporate 
planning and accountability requirements for SOEs. As a result of multiple responsibilities, political 
interference, and insufficient capacity, KCH had not been discharging its SOE oversight functions 
effectively, which contributed to weak corporate planning as well as a lack of timely and 
transparent reporting and disclosure by SOEs. This in turn has been reducing accountability and 
performance further. Limited guidance has been provided on the selection and performance 
evaluation of board members and management. As a result, the boards and management of 
SOEs have lacked qualified and experienced personnel and some have been appointed through 
nontransparent processes, reducing the quality of oversight and corporate governance further.  
 

 
9 IMF. 2015. Papua New Guinea Public Expenditure and Financial Accountability Assessment. Washington, DC; 

Government of PNG. 2015. Public Expenditure and Financial Accountability Road Map, 2015‒2018. Port Moresby. 
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13. Processes for procurement in some SOEs have been weak, reducing efficiency and value-
for-money. Some SOEs have high debt exposure, and some have pursued less than attractive 
commercial opportunities in the absence of functioning oversight and procurement processes. 
The financing of noncommercial services has historically been done through opaque cross-
subsidization rather than through the existing framework provided by the community service 
obligation policy that allows for their systematic, evidence-based identification and costing. Apart 
from a poor payment track record of the government for the use of SOE services, weak billing 
and financial management systems have contributed to a substantial amount of unverified arrears 
from government clients, particularly for utilities and air transport. Total accumulated arrears from 
the government stood at K365 million in the first half of 2021. A total of K221 million were owed 
to PNG Power Limited and Water PNG Limited, K105 million of which were cleared up to end 
2021, including through support under the program.10 Shortcomings in the regulatory framework 
and institutional arrangements for public-private partnerships hinder the mobilization of private 
sector capital for the building and operating of public infrastructure. 
 
C. State-owned Enterprise Reform Benefits 
 
14. Theory of change. The theory of change underlying the program is that better policy, 
legal, and institutional frameworks for SOEs and the implementation of such frameworks, both 
supported under ADB’s SOE Reform Program, will strengthen governance, including 
transparency, accountability and diversity, which is expected to improve the operational and 
financial performance of the SOE portfolio in PNG. More transparent and merit-based selection 
and clearer performance evaluation processes are expected to contribute to more qualified 
personnel on SOE boards. More timely and higher quality corporate planning and reporting 
provide the basis for more effective management and oversight of SOEs. Strengthening of 
legislative framework for consumer protection and competition will support implementation of the 
national competition policy and its competitive neutrality principles, which is expected to reduce 
the cost and improve the quality of services for consumers and firms.11 This reform also supports 
the participation of women-owned and small and medium-sized businesses in public procurement 
processes, supporting more equitable economic growth. Private participation and financing are 
expected to increase efficiency and profitability, including in the power sector. 
 
15. Selected empirical evidence. A 2019 study by the IMF assessed the extent to which 
governance reforms in SOEs, or improvements in government oversight, which were supported 
through IMF programs over 2002‒2017 have helped improve performance.12 The results show 
that SOE reforms improve firms’ financial performance significantly. For example, each IMF 
program-year with SOE-related conditionality increases the rate of growth in the return on equity 
(ROE) by more than 1.1 percentage points on average while each governance reform increases 
the ROE by about 0.5%, significantly above average annual change in ROE in the sample. 
Furthermore, SOE conditionality also improved the operating profit margin by 1.4 percentage 
points, led to a larger reduction in costs (about 5%), and increased productivity growth by about 
$30,000 per employee on average. The study finds that SOE reforms have positive returns across 
all sectors, and even if reform conditionality is only partially met. The study concludes that 

 
10 Government of Papua New Guinea. 2022. Final Budget Outcome 2021. Port Moresby. 
11 The four general competitive neutrality principles, whose implementation is supported through an amendment of the 

Independent Consumer and Competition Commission Act 2002, require SOEs to (i) achieve a commercial rate of 
return on assets; (ii) be tax neutral, i.e., pay all taxes and duties; (iii) be regulation neutral, i.e., comply with all laws 
and regulations; and (iv) be debt neutral, i.e., borrow at commercial rates or include charges to account for implicit 
and explicit government guarantees. 

12 IMF. 2019. Governance and State-Owned Enterprises: How Costly is Corruption? IMF Working Paper WP/19/253. 
Washington, DC. 
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reforming SOEs governance improves their performance among core sectors, highlighting the 
importance of promoting greater transparency and accountability in SOEs and strengthening the 
role of the government as supervisor. 
 
16. Several ADB studies provide evidence on the positive impacts of SOE reform. An 
empirical analysis for several ADB member countries (Indonesia, Kazakhstan, Republic of Korea, 
People’s Republic of China, Sri Lanka, and Viet Nam) shows that improved corporate governance 
and efficient utilization of resources can substantially increase SOEs’ output.13 A 2018 thematic 
evaluation concludes that addressing board issues improves the governance and performance of 
SOEs, improved government oversight mechanisms tend to improve the governance and 
performance of SOEs, and strengthening the sector regulatory framework and oversight is 
important for sustained and improved performance of infrastructure and financial sectors.14 An 
analysis benchmarking SOEs in the Pacific and other small states found that SOE productivity 
improves in countries undertaking the most substantive reforms.15 The study also highlights 
positive impacts from private sector participation, including through public–private partnerships. 
 
17. Country-level studies also show positive impacts from SOE reform on performance. A 
study covering publicly-listed manufacturing firms in the People’s Republic of China over 1999‒
2006 demonstrated that firm efficiency is negatively related to state ownership while finding that 
firms with more independent boards are more efficient, which supports the hypothesis that boards 
of directors are an effective internal governance mechanism.16 A 2018 World Bank study covering 
320 SOEs in the Republic of Korea concluded that board size, corporatization, and transparency 
and disclosure are positively related to the performance of SOEs, which suggests that these 
corporate governance elements have a positive impact on the efficiency of SOEs.17 From a public 
sector perspective, a recent IMF working paper highlighted the need for governments to demand 
timely and reliable reporting from SOEs to ensure accountability and manage and reduce fiscal 
risks.18  
 
18. Competition law and policy supports a level playing field between firms in a market, 
enabling competition to work properly and deliver benefits to consumers and the wider economy. 
A literature review carried out by the World Bank (2012) shows that competition policy reforms 
allow markets to work more efficiently for the benefit of consumers and drive sustainable 
economic growth. 19  The review found that reforms increasing market competition support 
innovation, productivity, and economic growth. For consumers and firms, it results in lower prices 
and better value-for-money goods and services. The study further highlights the importance of 
effective enforcement of competition rules across sectors to achieve these positive impacts of 
competition policies. The latter is supported under the post-program partnership framework 
through the establishment of an inter-departmental oversight mechanism for the implementation 
of the national competition policy. The Organisation for Economic Co-operation and Development 
(2011) found that jurisdictions that implement comprehensive competitive neutrality frameworks 

 
13 ADB. 2020. Reforms, Opportunities, and Challenges for State-Owned Enterprises. Manila. 
14 ADB. 2018. State-Owned Enterprise Engagement and Reform. Thematic Evaluation. Manila. 
15 ADB. 2016. Finding Balance: Benchmarking the Performance of State-Owned Enterprises in Island Countries. 

Manila. 
16 Su, D., He, X. 2012. Ownership Structure, Corporate Governance and Productive Efficiency in China. Journal of 

Productivity Analysis 38 (3): 303–18. 
17 World Bank. 2018. Effects of Corporate Governance on the Performance of State-Owned Enterprises. Policy 

Research Working Paper 8555. Washington, DC. 
18 IMF. 2020. Managing Fiscal Risks from State-Owned Enterprises. IMF Working Paper WP/20/213. Washington, DC. 
19 World Bank. 2012. Competition Policy: Encouraging Thriving Markets for Development. Washington, DC. 
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have generally been successful in rolling back state subsidies and have obtained significant 
economic efficiency gains.20 
 
19. Lastly, empirical evidence shows positive links between power sector reforms, including 
private participation, and sector outcomes. For example, using a new and comprehensive panel 
dataset across 230 countries and territories between 1989 and 2020, Doumbia (2021) finds that 
the introduction of private sector participation in the power sector, as supported under the program, 
is associated with enhanced electricity access, affordability of electricity, and electricity 
reliability.21 
 
20. Summary of reform program benefits and sustainability. As a result of reform 
measures supported under the program (para. 14), SOEs are expected to avoid unsustainable 
borrowing; reduce contingent liabilities; encourage private investment; and improve reliability, 
efficiency, and affordability of public services. In the medium term, the improved financial position 
and operational performance of SOEs can support greater investment in and attention to service 
delivery. On the public sector side, reforms can free up fiscal space that can be used to respond 
to future shocks and promote long-term investments in growth and human development. Several 
measures aim to increase the sustainability of reform actions and resulting benefits over the 
medium and long term. In addition to completing the regulatory framework for SOEs, competition, 
and public–private partnerships, the program institutionalizes good corporate governance 
practices through practical guidelines and tools as well as reform actions that ensure compliance 
with the established policies and legal frameworks over the 3-year program horizon. The post-
program partnership framework advances reform implementation, supports continued compliance 
with implemented policy reforms, and facilitates ongoing reform dialogue between the government 
and ADB. 

 
20 Organisation for Economic Co-operation and Development. 2011. Competitive Neutrality and State-Owned 

Enterprises: Challenges and Policy Options. OECD Corporate Governance Working Papers No. 1. Paris. 
21 D. Doumbia. 2021. Power Market Sophistication and Sector Outcomes, A Focus on Social Performance, Electricity 

Reliability, and Renewable Energy Penetration. Policy Research Working Paper 9585. World Bank: Washington, DC. 

https://openknowledge.worldbank.org/bitstream/handle/10986/35293/Power-Market-Sophistication-and-Sector-Outcomes-A-Focus-on-Social-Performance-Electricity-Reliability-and-Renewable-Energy-Penetration.pdf
https://openknowledge.worldbank.org/bitstream/handle/10986/35293/Power-Market-Sophistication-and-Sector-Outcomes-A-Focus-on-Social-Performance-Electricity-Reliability-and-Renewable-Energy-Penetration.pdf

