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Annex 5 - Systematic Country Diagnostic Update: Papua New Guinea

Country Context and Recent Developments

Despite an abundance of natural resources and a large amount of economic activity in the extractives
sector (e.g., World Bank 2023a), Papua New Guinea (PNG) faces substantial development challenges.
The country contains one of the largest tropical forests in the world, which is estimated to include 6-8%
of all global species (e.g., World Bank 2018); its exclusive maritime economic zone is the source of over
10 percent of the global tuna harvest; and PNG is also a significant global producer of gold, methane, and
a wide array of agricultural products (World Bank 2023a). Meanwhile, there are limited formal
employment opportunities, with the majority of the population relying on subsistence agriculture or
informal employment (e.g., World Bank 2013; Pandey and Howes 2022; etc.); the country has extremely
poor human development outcomes, where a child born today would earn approximately 43 percent of
what they could if they had good health and education;! and the country has a high extreme poverty rate,
with 40 percent of the population living below the international poverty line of $2.15 (2017 PPP) in the
last official estimate in 2009 (e.g., World Bank 2013). As illustrated by the array of problems faced by the
country, there are many substantial constraints to reducing poverty and boosting prosperity on a livable
planet.

These issues were highlighted in detail in the 2018 Systematic Country Diagnostic (SCD) (World Bank
2018). The 2018 SCD argued that the four pathways to improve these poor outcomes were to: (i) ensure
prudent macroeconomic policy management and effective implementation; (ii) deepen and widen access
to quality services; (iii) enable private sector development for job creation and inclusive growth; and to
(iv) manage risks to the sustainability of inclusive growth and poverty reduction. The important cross-
cutting theme of governance and institutions was recognized, and there were nearly three dozen policy
priorities by which each of the pathways might be best achieved.

This SCD Update incorporates new dimensions of the World Bank’s mission and further discusses the
continued relevance of the 2018 SCD’s main messages. Importantly, the World Bank has changed its
vision since 2018 to create a world free from poverty on a livable planet, which incorporates
environmental sustainability, food security, access to clean drinking water and improved sanitation, and
other key dimensions of well-being into the World Bank’s mission. Here we address the key constraints
threatening the added dimensions and we present preliminary estimates of the indicators in the World
Bank’s new Global Scorecard. Furthermore, all available evidence since 2018 illustrates that there has
been very limited change in either poverty or the inclusivity of growth, that the development challenges
that PNG faced were more serious than described in the SCD, and that each of the pathways from the
2018 SCD remains critical to improving development outcomes in the country.

The SCD Update is divided into three sections. First, we present a brief snapshot of the environmental
situation and key developments in economic growth and poverty; second, we describe each of the four
critical pathways necessary to best achieve poverty reduction and shared prosperity on a livable planet,
highlighting policy priorities; and lastly, we discuss critical knowledge and data gaps in the country.

Environmental Sustainability

PNG hosts some of the most critical reserves of carbon and biodiversity in the world. Endowed with
361,000 square kilometers of natural forests, they cover about 80 percent of the country and, along with

"The figure is the World Bank’s Human Capital Index and was obtained from the World Development
Indicators.
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the rest of the forests in New Guinea, represent the third largest area of tropical forest globally. These
landscapes contain significant biodiversity, with new species continuously discovered. Importantly, PNG's
forests store vast amounts of carbon that are critical for mitigating global climate change (e.g., World Bank
2018).2 Furthermore, the country's coastal and marine resources, fertile lands, dense wide-ranging
forests, and freshwater reserves provide a key basis for local livelihoods and offer an important social
safety net at the local and national levels. Many of these vast natural resources help provide food,
medicine, construction materials, and livelihoods for the more than 85 percent of the population that lives
in rural areas (e.g., DHS 2019); and natural resources are culturally significant across PNG’s extremely
diverse population with over 850 languages and 1,000 distinct ethnic groups (e.g., Potapov et al. 2017).

However, many of these precious national and global resources are at risk. Continuous deforestation
and forest degradation have made the forest sector the most significant source of greenhouse gas (GHG)
emissions in the country, which totaled 51.7 million tons of carbon dioxide equivalent (MtCOs.q) in 2020
(see Global Scorecard).> GHG emissions from forests increased rapidly between 2001 and 2013, more
than doubling from 20 MtCO,eq per year to over 42 (e.g., Government of PNG 2020). Compared to other
countries in the region, this is significantly higher than Pacific Island Countries, but smaller than Australia
and New Zealand. Most of these emissions (close to 80%) were from forest degradation driven by
unsustainable industrial logging, although significant increases in clearing forest lands for commercial
agriculture were also seen from 2010 onwards, with levels of emissions from deforestation almost tripling
between 2010-13. While deforestation rates slowed down to previous levels in 2018 according to
government reports, PNG was among the top 10 countries for primary forest loss by area in 2022 (World
Resources Institute 2022).

Furthermore, the sectors that are the largest contributors to the economy have particularly adverse
impacts on the environment beyond deforestation. The key contributors to overall economic activity
include mining for gold, copper, cobalt, and zinc; drilling for natural gas and oil; and the production of
timber from logging (e.g., Howes et al. 2022; World Bank 2023a). A large body of work from both the
sciences and the social sciences highlight the potential harm each of these industries can have on the
environment in general and local populations,* and there are several examples of improper waste disposal
at PNG mines leading to devastating impacts on the local environment and economy (e.g., HRLC 2020).°

Importantly, the unique challenges in the country have influenced the country’s ability to mitigate the
environmental impacts of economic activity and consumption. These challenges have made it both
easier and more difficult to improve the sustainability of development. For example, virtually all forest
land in the country is owned by widely dispersed local groups, which complicates the regulation of what
is done with the land (e.g., SPREP 2020). Alternatively, given the lack of a reliable energy grid, the adoption
of more sustainable solar energy as the primary source of energy has been rapidly increasing (e.g., PNG
NSO and UNFPA 2023).

2 According to the Global Forest Watch, PNG’s forests rank #10 in the world in terms of aboveground biomass
with 13.6 Gt, and #16 in soil organic carbon storage with 8.5 Gt.
https://www.globalforestwatch.org/dashboards/country/PNG

3 Deforestation has substantial negative consequences, globally and locally. For example, deforestation has
implications on the water cycle and could impact rainfall across not only local areas, but also other areas
much further away (e.g., Ellison 2018).

4 For example, see Sengupta (2021) for a broad overview of the environmental impacts in general; and there
are several other examples of the environmental harm caused by these industries (e.g., Mensah et al. 2015;
Ali and Kumar 2017; Long et al. 2021; Bandlien et al. 2024; etc.).

5 But these sectors can sometimes have other significant impacts. For example, complications surrounding
the largest mine in the country have been the source of conflict (e.g., Swanston and Gunga 2023).
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Economic Growth

PNG’s modest headline economic growth has translated into limited per capita income growth. While
the economy expanded by 3.2 percent on average since 1980, per capita gross domestic product (GDP)
recorded an average annual growth rate of only 0.9 percent. Moreover, the gap between PNG’s per capita
income level and those of its peer countries has widened. Despite being at a similar level of development
in the 1970s and having enormous natural wealth, PNG’s income level is diverging away from the East
Asia and Pacific (EAP) region (e.g., World Bank 2023a).

The economy has recovered to pre-COVID output level but remains below the pre-COVID growth
trajectory. The COVID-19 crisis, coming on top of the structural economic challenges, led to an economic
contraction of 3.2 percent, a sizable fiscal deficit, and higher unemployment in 2020. These outcomes
were not reversed in 2021, with the economy inching down by 0.8 percent, before recovering by 5.2
percent in 2022. The recovery in the extractive sector was driven by significant improvement in
international prices of key export commodities, although the shutdown of the Porgera gold mine limited
the rebound. Growth is estimated to have slowed down to 3 percent in 2023, primarily attributed to
reduced global demand and domestic supply constraints stemming from scheduled maintenance in
extractive facilities. Atthe same time, the rationing of foreign exchange by the Bank of Papua New Guinea
(BPNG, the central bank) was considered by respondents to have become the main impediment to doing
business in the country (e.g., World Bank 2023a).

The COVID pandemic exacerbated underlying fiscal weaknesses, and the government has embarked on
a gradual fiscal consolidation to safeguard fiscal sustainability. High risk of debt distress could negatively
affect capital accumulation and economic growth in the country via elevated long-term interest rates and
lower investor confidence. The pandemic put public finances under pressure and the fiscal deficit
expanded from 5 percent GDP in 2019 to 8.8 percent of GDP in 2020. As the economy recovered to pre-
pandemic level, the government was able to reduce the fiscal deficit to an estimated 4.4 percent of GDP
in 2023. Most of the improvement came from resource revenue. Meanwhile, the non-resource primary
balance, a better measure of the underlying fiscal position not affected by the volatile resource revenue,
remained unchanged between 2021 and 2023. Public debt had been increasing over the last decade,
driven in part by the low ratio of tax revenue to GDP (see Global Scorecard). Since June 2020, the Joint
IMF-World Bank Debt Sustainability Analysis (DSA) has assessed PNG’s risk of debt distress as high, but
the debt remains sustainable if authorities continue to implement plans for further fiscal consolidation
(IMF 2023).

Poverty

Monetary poverty- the share of the population consuming below internationally comparable
thresholds- has most likely changed very little between the 2009 and 2022. Although monetary poverty
has not officially been reported since it was estimated that 40 percent of the population lived in poverty
at the international poverty line of $2.15 (2017 PPP) in 2009,° the 2016-2018 Demographic and Health
Survey (DHS) illustrates that the close correlates of monetary poverty have hardly changed since 2009.
Assuming that the relationship between poverty and these close correlates have remained stable, the
imputed monetary poverty rate in 2016-2018 was unchanged at 39 percent of the population (e.g., Baxi
et al. 2024); and there has been only modest improvement in close correlates of poverty between the

8 Estimates of the Gini Coefficient from the same year are 0.42, which exceed the threshold used by the World
Bank to demarcate high inequality (e.g., World Bank 2024). See the preliminary estimates for the Global
Scorecard in the Appendix.
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2016-2018 DHS and the 2022 Socio-Demographic and Economic Survey (SDES).” The high poverty rate is
further corroborated by the 31 percent of the population that was classified as severely food insecure
according to the Food Insecurity Experience Scale in 2016-2018 (see Global Scorecard).

Monetary poverty likely sharply increased during the initial phases of the COVID-19 Pandemic before
rebounding to pre-pandemic levels by 2022. High-frequency mobile phone surveys conducted at the
beginning of the pandemic illustrate that, despite the surveys being significantly more biased towards
better-off households, food insecurity was significantly higher than measured during the 2016-2018 DHS.
By the end of the pandemic, food insecurity and employment had both strongly rebounded in these
surveys, and food insecurity rates were indistinguishable from pre-pandemic estimates in the 2016-2018
DHS (e.g., Johnson and Naidoo 2023).

The updated and more complete welfare estimates between 2009 and 2022 illustrate that monetary
poverty is both widespread and persistent. A monetary poverty rate of 39 percent at the International
Poverty Line of $2.15 (2017 PPP) would rank the country as the poorest in the Pacific region and 101 out
of 106 countries worldwide that reported a monetary poverty rate in the World Development Indicators
between 2018 and 2022. Given the lack of official estimates in nearly a decade and a half and the
significant amount of resource-related economic activity, many view the high estimated poverty rates
with skepticism® However, the additional evidence compiled over the past five years support the high
monetary poverty estimates.

Additionally, the updated poverty estimates illustrate that even less of the economic activity that is
occurring is trickling down to the population than was previously thought. When comparing the
monetary poverty rate in PNG to the countries with a similar per capita GDP, the average poverty rate at
the International Poverty Line of $2.15 (2017 PPP) is one-quarter the poverty rate in PNG (10.7 percent of
the population);® the average GDP per capita of the countries that have the most similar poverty rates to
PNG are 38 percent the level of PNG; and despite the fact that GDP per capita grew by 64 percent between
2009 and 2018, there has been essentially no change in poverty estimates over that time period (Baxi et
al. 2024). Even though the 2018 SCD highlighted that growth in the country was not inclusive, the
additional data points illustrate how inelastic poverty is to the growth in PNG.

Development Priorities

The fundamental development challenges identified in the 2018 SCD remain valid. This SCD Update
groups priorities under the same four pathways, with minor adjustments in formulations of Pathways 2
and 4 to better highlight importance of human capital and the environment:°

’These estimates are corroborated by projections from the 2009 poverty rate using growth in non-resource
GDP, the aggregate indicator most aligned with household-level outcomes (e.g., Howes et al. 2022; Baxi et al.
2024).

8 For example, given the relatively high GDP per capita in the country from the extractives sectors and the
associated capital inflows (e.g., World Bank 2023a), some question how these figures could be consistent
with a high rate of poverty; and many refer to the term “subsistence affluence” to describe how community-
level support and subsistence agriculture provide basic needs such that poverty is not a widespread issue
(e.g., Bourke 2000; Cammack 2007; etc.).

%In all calculations, the most similar countries in the averages are the average of the three countries ranked
immediately above PNG and the three countries ranked immediately below PNG.

°The second pathway has been changed to further emphasize the impact that poor service delivery has on
human capital and how that further is a cause of the lack of economic progress and source of fragility in the
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Pathway 1: Ensure prudent macroeconomic policy management.

Key Priorities: continue fiscal consolidation and focus on increasing domestic revenue mobilization;
reintroduce kina convertibility and allow greater exchange rate flexibility; operationalize the Sovereign
Wealth Fund (SWF).

PNG’s economy faces challenges for its stability as economic growth has been among the most volatile
globally, and the risk of public and external debt distress is high. PNG experienced the largest economic
growth volatility in the world since the 1980s, except for a few structural peers, characterized by heavy
dependence on natural resources (World Bank 2023a). The extractive sector has been the most volatile,
followed by construction, which is heavily linked to infrastructure development for resource projects.
Heightened macroeconomic volatility has been accompanied by government budget expenditure
volatility. For some expenditure categories—such as use of goods and services and public investments—
the interannual swings are even more pronounced. This heightened volatility of budget spending
negatively affects service delivery. Public debt had been increasing over the last decade, well before the
COVID-19 pandemic began, increasing challenges for macroeconomic stability. The debt situation could
negatively affect capital accumulation and economic growth through reduced investor confidence and
elevated interest payments which crowd out productive government spending (e.g., World Bank 2023a).

A combination of ‘natural’ and policy factors contributes to volatility in PNG. The extractive sector
gained share in the overall economic output and triggered greater volatility. Like other natural resource-
dependent economies, PNG is exposed to external shocks, particularly to those arising from global
commodity markets and natural disasters. With the commencement of the largest extractive sector
project in the country in 2010 (PNG LNG), PNG’s economic growth became more reliant on the extractive
sector’s performance (e.g., Howes et al. 2022; World Bank 2023a).

Macroeconomic policies have not been conducive to reducing volatility. Despite intensified economic
volatility in the last decade, fiscal and monetary policies were not effectively designed to stabilize the
economy. In the absence of an adequate revenue buffer from large resource projects, the government
had to increase the fiscal deficit and eventually ended up with a large debt stock. Following currency
depreciation over 2012-2015, the central bank moved away from a floating exchange rate regime to limit
currency depreciation and exchange rate pass-through on inflation, although at the cost of market
restrictions and foreign exchange rationing. While these policies achieved some of the goals, such as lower
inflation, they were not efficient in reducing overall economic volatility. In addition, the exchange rate
controls and forex rationing hurt imports, lower transparency, and have negative consequences for long-
run economic growth (World Bank 2023a).

More needs to be done to reduce volatility and address macroeconomic sustainability. The government
has adopted and started implementing a fiscal consolidation (‘budget repair’) program as a pre-condition
for safeguarding debt sustainability. However, to strengthen the macroeconomic policy framework
further, the policies could be centered on alleviating fiscal sustainability concerns and improving
countercyclicality of macroeconomic policies. To alleviate fiscal sustainability concerns, the authorities
should continue fiscal consolidation and focus on increasing domestic revenue mobilization, reducing
inefficient spending, and enhancing the Fiscal Responsibility Act. To improve countercyclicality of
macroeconomic policies, the government and BPNG should develop high-frequency macro statistics and
reduce delays in data releases, operationalize the Sovereign Wealth Fund (SWF) as the fiscal consolidation

country; and the fourth pathway further emphasizes environmental sustainability in the face of climate
change.
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progresses and risk of debt distress is reduced, reintroduce kina convertibility and allow greater exchange
rate flexibility, and plan the phase-in of new resource projects asynchronously (World Bank 2023a).

Pathway 2: Deepen and widen access to quality services to build human capital.

Key Priorities: Improve availability and access to high-quality essential services that address deficiencies
in the early years; invest in the human development of the workforce for boys and girls, with better
training, support, and monitoring; improve key infrastructure services.

The reforms explored in the 2018 SCD to improve access to essential services continue to be relevant
and new analytical work and technical assistance further illustrate their importance.'* These include
increasing the quantity and quality of spending, mitigating capacity constraints, improving planning and
monitoring, and improving the functioning of decentralized service delivery mechanisms (World Bank
2018). Ongoing work in the education sector has illustrated that each of these priorities remain critically
relevant to improving educational outcomes.'> However, many components of nearly all essential
services likely face similar difficulties, which illustrates the scale of the challenges facing the country.

New estimates of poor access to essential services demonstrate that the crisis was even more serious
than previously reported. Estimates from the 2016-2018 DHS illustrate that a very large share of the
population suffers from poor access to nearly all essential services, including several dimensions that are
essential to a livable planet and are highlighted in the World Bank’s new vision. Over 60 percent of the
population did not have access to improved drinking water and ranked last out of 112 countries tracked
globally by the World Bank; 88 percent of the population did not have access to improved sanitation and
ranked in the third percentile globally; 83 percent did not have access to electricity and ranked in the
second percentile globally; and 51.5 percent of children under 5 were stunted (see Global Scorecard).”
However, the levels of deprivations that could be precisely tracked for the population only summarize a
portion of the problem given the quality of the basic services that exist. For example, despite a significant
share of children attending school, 72 percent of 10-year-olds are unable to read and understand an age-
appropriate text (see Global Scorecard); and oftentimes, poor access to essential services is higher for
girls than for boys (e.g., World Bank 2023).

New data compiled and harmonized for the rest of the world illustrate how uniquely poor PNG’s
performance has been in improving essential services. Identical to the lack of change in monetary
poverty between 2009 and 2016-2018, there has been no change in any of the World Bank vision
indicators described above over the same time period. This is in stark contrast to the rest of the world,
where there were substantial gains made in accessing essential services both globally and in the countries
most similar to PNG (e.g., Baxi et al. 2024).

Importantly, the lack of investment in human capital that arises from poor service delivery severely
limits the growth potential of the country and limits the degree to which the population might benefit
from the growth that occurs. The lack of basic skills and the health of the population are among the many

" Services to which the population lacks adequate access span many sectors, including education, health,
water, sanitation, and electricity.

2 A detailed analysis of the 2023 budget increase for education illustrated the need to both further increase
spending and to allocate the spending more efficiently and equitably (e.g., World Bank 2023b); and a detailed
analysis of teacher monitoring in PNG illustrated the critical importance of all four pathways (e.g., World Bank
2023c).

3 Other poor health outcomes are also pervasive, with 50 percent of women recently giving birth outside of a
health facility and 64 percent of children not having received a diphtheria, tetanus toxoid, and pertussis
(DPT3) vaccine (e.g., Baxi et al. 2024).
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reasons why benefits from the resource boom have not more broadly benefitted the population (e.g.,
World Bank 2023a); and rather than the youthful population being a potential engine of growth, the 65
percent of youth neither attending school, engaged in employment, nor engaged in training is a potential
driver of fragility (see Global Scorecard). The lack of progress in the past decade and a half further
illustrates the likely difficulty in addressing some of the primary causes of such poor outcomes and also
the urgency with which the country needs to improve human capital investments.

Pathway 3: Enable private sector development for job creation and inclusive growth.

Key Priorities: Expand support for agricultural producers to be able to afford and utilize higher quality
inputs; reintroduce kina convertibility; ensure a stable electricity supply, improve the investment
climate; facilitate transition from education to work.

Enabling private sector development remains critical to promoting inclusive growth in the country, with
many impediments to job creation in the country continuing to be a problem. As discussed earlier,
recent growth has been even less inclusive than previously thought and belies the possibility that growth
in the extractives sectors has led to spillovers and job creation in other sectors. Critical bottlenecks in the
business environment include rationing of foreign exchange by BPNG (as discussed in Pathway 1),
constraints on firm entry through restrictive licensing and FDI restrictions, high regulatory compliance
costs for firms, a lack of competitive neutrality by state-owned enterprises (SOEs), high levels of crime
and insecurity, and complex procedures for land use. In addition to these constraints, there are significant
gaps in access to (and the reliability of) key infrastructure services for production and trade, including
transportation, information and communication technology (ICT), logistics, and energy (e.g., World Bank
2023a). Furthermore, the productivity of working-age women is hindered by laws, norms, and high rates
of gender-based violence (GBV). Current legislation poses restrictions on women’s access to paid jobs,
particularly in the industrial sector, and contains no provision for equal remuneration or non-
discrimination in access to credit. (e.g., World Bank 2023a).

Improving agricultural productivity and rural opportunities are critical to promoting inclusive growth
given that over 85 percent of the population live in rural and remote areas. In the first estimates of
labor market participation since the 2009 HIES, the 2022 SDES illustrates that the vast majority of the
population continues to be involved in agricultural production. Roughly 37 percent of household heads
worked in agriculture in the 7 days before the survey as their primary job, and over 50 percent of
households had at least one adult member who was working in agriculture. This is compared to 3 percent
of heads who were involved in fisheries and the 1 percent of heads involved in livestock. Furthermore,
the survey further emphasized the pervasiveness in underemployment, with 34 percent of household
heads reporting that they did not work in the week before the survey and an additional 11 percent of
household heads selling either agricultural goods, prepared foods, or other goods, often on the roadside.*

Recent analyses of agricultural productivity and agricultural value chains suggest rural and agricultural
incomes can be substantially improved. For a variety of important staple crops, estimates illustrate that
the amount produced by farmers on average is between one-third and three-quarters less than what
could be achieved using the most efficient inputs and techniques (e.g., Benny et al. 2022). Furthermore,
the poor connectivity between rural areas limits the access farmers have to high-quality agricultural inputs
and to markets to sell their goods, further limiting productivity and income (e.g., Schmidt et al. 2019).
Combined, the guidance from the 2018 SCD and other work continues to be relevant, and includes

14 All estimates are authors’ calculations using the 2022 Socio-Economic and Demographic Survey. This is
further corroborated by the 10.2 percent of the working-age population engaged in wage work in 2009 (see
Global Scorecard).
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expanding agricultural extension services and research, increasing connectivity between urban and more
remote areas, and expanding support for agricultural producers to be able to afford and utilize higher
quality inputs (e.g., World Bank 2018; World Bank 2023a; etc.). But improvement in agricultural value
chains is also crucial to absorb any potential increased agriculture productivity (e.g., Benny et al. 2022).

The country also is well-endowed with renewable energy sources that could be harnessed to further
create jobs in the country as demand for these alternative energy sources increases. The vast natural
wealth of the country makes it possible to produce energy via the wind, sun, water, and via geothermal
sources (e.g., Samanta and Aaiu. 2015; Yatu and Samanta 2022; etc.). Aside from developing an
alternative source of jobs in the country, the expansion of renewable energy would further make the
country more conducive to international investments that are prevented from investing in traditional
energy and extractives sectors.!>1°

Pathways 4: Promote resilience and environmental sustainability.

Key Priorities: Develop nascent shock-responsive social protection systems; foster social cohesion and
better management of disputes at the community and subnational level; expand climate resilient
farming techniques; develop and strengthen climate and disaster risk policies; promote women’s
empowerment.

The population of PNG continues to be exposed to a range of strong and adverse shocks which severely
limits the population’s ability to climb out of poverty and make adequate human capital investments.
The country is estimated to be the world’s 12’th most exposed country to a changing climate, which
includes increased risks from sea level rise that is being felt more strongly than in much of the rest of the
world (e.g., WMO 2022), floods, droughts, cyclones, landslides, and a series of other hazards. This risk is
particularly important as a changing climate is already reducing agricultural productivity (e.g., Ortiz-Bobea
2021; etc.), which is the sector on which a majority of the population directly relies.

In addition to a changing climate, the country faces other important risks. For example, the 2018
earthquake and its many aftershocks precipitated a humanitarian crisis from which a full recovery was
expected to take years (e.g., Government of PNG et al. 2018; UNCT 2018; etc.), and the incident further
illustrates that the geographic location of PNG and its place in the Ring of Fire region make the country
more at-risk for devastating earthquakes than much of the rest of the world;'” and there has been an
escalation of communal violence and public insecurity in the past six years that profoundly impacts the
well-being of its population.'® Very few countries face so many severe risks that limit progress on poverty
reduction.

s For example, a growing number of companies and countries are beginning to use environmental, social,
and governance factors (ESG) in investment decisions (e.g., Mohammad and Wasiuzzaman 2021; etc.).

8 Another potential avenue to supportincomes are to expand temporary overseas employment and
education, as has been done in several Pacific Islands Countries (e.g., Dung et al. 2023).

7 For example, see the description of the Ring of Fire zone used by the United States Geological Survey
(https://www.usgs.gov/media/images/ring-fire)

8 The highest number of conflict-related internal displacements and an unprecedented number of internally
displaced persons was recorded in 2022; the escalatory pattern continued in 2023 as the conflict-related
fatalities doubled relative to 2022 and represented the third-highest number of ACLED-recorded fatalities in
the East Asia and Pacific Region. Furthermore, unrestin January 2024 in several urban centers in the country
also hint at a potential deteriorating security situation. A World Bank Risk and Resilience Assessment is
being conducted and will further illustrate the regional variation in violence and insecurity and discuss its
many different drivers across the country.
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Shocks and disasters can significantly contribute to poor outcomes in PNG, and the recent evidence
point to the need for adaptive social protection programs that can build resilience and provide rapid
assistance in the aftermath of shock. The 2018 earthquake occurred during an ongoing household
survey, which allowed a comparison of how household behaviors and outcomes changed for nearly one
year following the disaster. Estimates demonstrate that there was an approximately 24 percentage point
increase in the share of households that engaged in severe food coping strategies following the
earthquake in disaster-affected regions, and a substantial reduction in access to essential services.
Importantly, these were large declines from high initial deprivation levels (e.g., Leng and Tandon 2024).
Although more events and types of shocks need to be similarly analyzed, the results suggest an urgent
need to provide expanded support to shock-affected households, and to build the resilience of households
ex ante through social protection programs.

In addition to improving the resilience of the population, there is a critical need to enhance the
sustainability of the environment in the face of climate change. The government has recently developed
policy documents linked to enhancing sustainability and reducing vulnerability. PNG has been a party to
the global climate conventions and submitted an updated National Determined Contribution (NDC) in
2020, which laid out targets for emissions reductions, and the identification of nine priority areas for
adaptation action, including support for reinforcement of coastlines, climate-resilient transport and
infrastructure development, improved solid waste management, biodiversity conservation, and climate-
smart agriculture. The NDC has been complemented by the development of a Sustainable Development
Goal 13 Roadmap (2020), a National Adaptation Plan (2023), revisions to the Climate Change Management
Act (2022), and the development of draft Carbon Market Guidance and Regulations (2023). Furthermore,
there have been efforts to strengthen the management of timber resources with the approval of a
domestic Timber Legality Standard as well as a concerted rise in log export taxes as a tool to deter round
log exports and enhance downstream processing industries. Further strengthening of environmental
safeguards in critical sectors of the economy and further improving energy efficiency could help maintain
critical local, national, and global resources.

Cross-cutting theme: governance and institutions.

Governance and institutions have a critical impact on economic dynamics and in part explain why PNG’s
performance has fallen short of its development goals. One of the governance challenges that most
impedes better development outcomes is a limited capability for collective action and an emphasis on
short-term time horizons. Causes of this limitation include political mobilization occurring primarily along
patronage lines rather than on the basis of programmatic policy and service delivery platforms, ¥ and
resource riches distorting the incentives of politicians to provide necessary public services. The emphasis
on short-term time horizons makes it more challenging to tackle macroeconomic volatility as well as
achieve the policy settings and infrastructure provision required to support private sector development
and human capital investment (e.g., World Bank 2023a).

Three additional aspects of the governance and institutional context need to be highlighted. First, the
limited capability for collective action among the members of the governing coalitions tends to make it
challenging for policy commitments that require cooperation between parts of the state controlled by
different members of governing coalitions. Second, the extent of resources available for—and political
interest in—the delivery of policy programs through the public administration is limited by the resources
required for political provisioning. This applies to both off-budget resources and on-budget resources that
flow through mechanisms governed by clientelist interests. And third, like other countries characterized

9 Global indicators indicate a high degree of clientelism in PNG. See the Varieties of Democracy (V-Dem)
clientelism index, available at https://v-dem.net/.
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by fragility, conflict, and violence (FCV), private sector development, human capital development, and
growth are impeded by the costs and risks associated with insecurity, violence, gender inequality,
weaknesses in the rule of law, and, in some areas, persistent civil conflict (e.g., World Bank 2023a).

These governance and institutional weaknesses help to explain why PNG’s economic growth has not
translated into the improved development outcomes seen in countries with equivalent levels of
income. Incentives to raise public revenue through taxation, and to translate both own-source revenue
and donor funds into accessible and high-quality frontline services and infrastructure are relatively weak,
including incentives for adequately resourced and effective transfer mechanisms to subnational level to
support frontline service delivery. Not only is private sector investment deterred by the substantial gaps
that exist in key infrastructure services, it is also deterred by broader weaknesses in the business
environment. These include high regulatory compliance costs for firms due to burdensome requirements
imposed by the public administration, signaling considerable opportunity for improved efficiency of
government-to-business service delivery.

Several cross-cutting themes emerge from the institutional analysis and highlight possible opportunities
for reform. These include the need to empower reformers by increasing the availability of relevant and
timely data, improve prospects for change by fostering more effective oversight mechanisms, and
capitalize on involvement of non-state actors as a key part of building coalitions for change (e.g., World
Bank 2023a).

Knowledge and Data Gaps

There are a substantial knowledge and data gaps that need to be filled to improve outcomes in the
country. Of the 30 indicators included in the new Global Scorecard and the World Bank’s updated vision,
10 cannot be feasibly estimated at all and an additional six have not been able to be updated within the
past decade. Many of these gaps stem from the fact that the country does not regularly perform many of
the foundational surveys from which common economic and social statistics are constructed (e.g., Baxi et
al. 2024); a population census has not been performed since 2011 and the quality of that census has been
questioned (e.g., Pandey and Howes 2022); and a household income and expenditure survey (HIES) has
not been conducted since 2009, which results in GDP and CPI data being constructed from outdated
information on the functioning of the large informal economy and consumption patterns (e.g., PNG NSO
2023). Furthermore, the administrative data that is collected is sparse and of very questionable quality,
which severely limits the ability to effectively administer and monitor the provision of many essential
services (e.g., World Bank 2023c).

Despite these challenges, the country has made substantial progress on closing knowledge and data
gaps since the last SCD. Two new nationally representative household surveys have been completed and
made widely available for public use - the 2016-2018 Demographic and Health Survey and the 2022 Socio-
Demographic and Economic Survey. These surveys have been used extensively to further illustrate the
extent of hardships in well-being and in access to essential services in the country. And with the 2022
SDES, PNG completed its second nationally representative household survey containing welfare
information in less than five years, which is a threshold above which is often used to define data
deprivation (e.g., Sarajuddin et al. 2015). Furthermore, the National Statistical Organization (NSO)
published GDP and national accounts data in 2023 with a ten-month lag (versus almost two years before)
and BPNG started to present the balance of payments data in accordance with the most recent global
guidance. Technical assistance from the Australian Bureau of Statistics, UNFPA, and the IMF, have
supported these improvements in the data and in developing the capacity of the NSO.
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However, uncertainties regarding the state of and risks to PNG’s environment are one of the most
important knowledge gaps in the country. In particular, significantly more work needs to be done to
illustrate the state of the environment, the biggest contributors to the environmental risks that are
present, and to identify ways to adapt to a changing climate and mitigate the impacts on the population.?®
Utilizing foundational surveys to address issues that are critical for the environment, further using remote
sensing and non-traditional data to assess the health of PNG’s natural resources, and synthesizing and
analyzing the existing and new data in a Country Climate and Development (CCDR) and other analytical
work can help fill this critical gap.

Conclusion

This SCD Update presents evidence that the challenges faced by the country are even more severe than
described in the 2018 SCD, and that each of the four main pathways to reduce poverty and boost
prosperity on a livable planet remain critical to achieving better development outcomes in PNG.
Importantly, many of the constraints highlighted in each of these pathways coincide with critical
challenges that are prevalent across the world. Six new Global Challenge Programs (GCPs) currently being
launched by the World Bank address many of the issues that have been highlighted in PNG.2* This is
particularly true for the Forests for Development, Climate, and Biodiversity GCP given the critical global
role played by PNG’s abundant natural resources; the GCP on Enhanced Health Emergency Prevention,
Preparedness and Response given the increasing risks posed by climate change; and the GCPs addressing
access to water and food and nutrition security given that PNG has poor access to each of these critical
goods and services.

But this SCD Update is unable to fully identify the reasons why more progress was not made in the past
six years on improving development outcomes. More analytical work using existing data, more support
to the NSO and government to create additional data sources and monitoring systems, and more analysis
of the efficacy of policy reforms development projects are needed to best prioritize development goals
and ensure that more progress is made in the coming years.

20 Asillustrated in the earlier sections of this report, some aspects of the environment are able to be more
easily monitored via remote sensing techniques than others (e.g., size of forests, emissions, etc.). But this
leaves many crucial knowledge gaps. For example, it is difficult to fully attribute the causes of changes to
PNG’s forest landscape without additional analysis and merging remote sensing data with other information
sources (e.g., WRI 2022); there are many aspects of environmental health that are difficult to fully assess
using remote sensing techniques (e.g., Hallegatte 2014; Whitehead and Hugenholtz 2014; etc.); and it is
difficult to assess causes of environmental degradation and risks to the environment without significantly
more information on production techniques of enterprises and small farmers, which is something that has
not been fully addressed in the foundational surveys that have been undertaken (e.g., PNG NSO and UNFPA
2023).

21 The six Global Challenge Programs are 1) Fast-Track Water Security and Climate Adaptation; 2) Energy
Transition, Efficiency and Access; 3)Enhanced Health Emergency Prevention, Preparedness and Response;
4)Accelerating Digitalization; 5) Food and Nutrition Security; and 6) Forests for Development, Climate, and
Biodiversity.
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Appendix- Preliminary Estimates of the World Bank’s Global Scorecard for Papua New Guinea

Categories

Indicators (Client Context)

PNG- Latest Year
Available

EAP- Latest Year
Available in PNG

Notes

Vision Indicators

Poverty Rate (National, $2.15 Poverty Line 2017

The poverty rate in the latest year is

: 1.9 (2017
PPP) 39.3 (2016/18) (2007) " linputed using 2016/18 DHS.
Prosperity Gap 13.8 (2009) 6.89 (2009)  |2009 HIES for PNG; PIP for EAP
Inequality 41.9 (2009) - 2009 HIES for PNG

GHG emissions (kilotons CO2)

51,650 (2020)

2,293,100 (2020)

WDI - Climate Watch Historical GHG
Emissions

Millions of people highly vulnerable to climate
risks

1.68 Million (2019)

Estimated by the World Bank's
Poverty & Equity GSG 5.

Millions of hectares of healthy terrestrial
ecosystems

No data with which to feasibly
measure.

WDI- ASPIRE. Years are different

% of people in the poorest quintile not covered 2.1 (2009) 68.6 (2020) |because the platform only provides
by social protection and labor programs most recent year available.
% of children who cannot read by end-of- Pacific Islands Literacy and Numeracy
People . 72 (2018)* - "
primary-school age Assessment 2018 Regional Report
% of children under five stunted 51.5 (2016/18) 9.6 (2017) DHS for PNG; UNICEF for Region
% of people receiving essential health services No data with which to feasibly
(UHC service coverage index) . measure.
Countries at high risk of or in debt distress No data with which to feasibly
Propserity (Central government debt to GDP ratio) ) measure.
Countries with tax revenue-to-GDP ratio above IMF World Economic Outlook
17.1 (2023) 23.4 (2023)
or equal to 15% Database
No data with which to feasibly
# of people exposed to hazardous air quality 3 measure.
Changing Wealth of Nations Dataset
Renewable natural capital wealth accumulation 29.2 (2018) )
Terrestrial and aquatic areas covered by No data with which to feasibly
protected areas ) measure.
Proportion of fish stocks within biologically No data with which to feasibly
sustainable levels ) measure.
DHS for PNG; PIP for Region,
opulation-weighted average of all
Planet % of people without access to basic drinking 60.6 (2016/18) 6.5 (2017) (F:’ot?ntries with sgurveys betvfeen 2014
water and 2020.
DHS for PNG; PIP for Region,
opulation-weighted average of all
% of people without access to basic sanitation 85.1(2016/18) 10.8 (2017) Eo:)ntries with sgurveys betvfeen 2014
services and 2020.
No data with which to feasibly
% of people without access to basic hygiene ) measure.
Millions of people facing food and nutrition Share Severely Food Insecure- FIES
insecurity 30.6(2016/18) 6.9 (2017) from DHS for PNG; FAO for Region
% of population with access to reliable No data with which to feasibly
transport solutions all year round : measure.
DHS for PNG; PIP for Region,
Infrastructure population-weighted average of all
83.1(2016/18) 22 countries with surveys between 2014
% of population without access to electricity and 2020.
DHS for PNG; World Bank ICT
Digital % of population not using the internet 14.6 (2016/18) 50 (2016/18) Indicators Database for Region

State of online e-government service provision

Online Service Index UN EGDI

Cross Cutting

(HEGDI) 32.3(2022) -

# of people that use a financial account, of No data with which to feasibly
which (% are women and youth ) measure.

Waged employment share of working age 10.2 (2009) ) HIES for PNG

population

% of youth not in education, employment, or 64.9 (2000 _ HIES for PNG

training

# of legal changes that advance gender equality

No data with which to feasibly
measure.

# of displaced people in need of protection

90600 (2023)

UNHCR, downloaded from
Humanitarian Data Exchange

Private investment as a % of GDP

14 (1993)

WB National Accounts Data

Notes: Table reports estimates of all indicators included in the World Bank's new global scorecard. For Papua New Guinea (PNG), the table reports the latest year available; for the EAP
region, the table reports either the year of the latest estimate available for PNG, or it reports the closest year available. Several indicators were not able to be estimated for the region.
Rows highlighted in yellow indicate an estimate that is over a decade old for PNG; and rows highlighted in orange indicate that no feasible estimate was able to be found for PNG.
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