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PNG’s macroeconomic reforms are bearing results

* Growth increased by more than 4% on an average
during 2022-2024, despite the volatilities.

* Non-resource sector relatively resilient. Average
growth between 2022-2024 doubled than previous
10 years average (2012-2021)

* Fiscal deficit reduced from about 9% of GDP in
2020 to below 4% in 2024.

* Foreigh exchange availability improved. Backlog
orders reduced from a few months before 2023 to 4
weeks in 2024 to less than one week in early 2025.

* IMF program on track; external borrowing within the
limit.
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Coming out of COVID & other shocks, PNG has done
relatively well on macroeconomic management

Exchange rates depreciation (+)/appreciation (-)
Domestic currency per $US, period average, 1Q2018 to 2Q2025

* Sri Lanka: defaulted on its debt service; very high
exchange rate depreciation and inflation

* Lao PDR: was rated country in debt distress. Debt

to GDP ratio still very high at more than 96% of GDP
in 2024 °
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* Pakistan: extremely difficult period in 2022/2023

with very high exchange rate depreciation and Exchange rates, 102018 to 202025
. . Domestic currency per $US, period average
inflation. Severe BOP problems.
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* PNG: Compared to some of the countries in Asia-
Pacific, PNG has done well.
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PNG’s sovereign risk premium has further declined

e A further reduction in the fiscal deficit to below 3%

of GDP in 2025 and below 2% of GDP in 2026 is
projected for PNG.

* Given these overall trends, the sovereign risk
premium—measured by the G-spread—has

already declined considerably since the peak of
2022

o expected to continue to remain stable or see further
decline as reform momentum continues

* Sovereign risk premium is lower than that of
Pakistan for example.

* Yields have narrowed below 8% since April—
sighaling improved market sentiment

Sovereign Risk premium: Mid G Spread (Daily)
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However, short-term economic challenges are significant

* Resource sector: volatility and disruptions around zz

mining

* Debt vulnerability continues: PNG is rated high

risk of debt distress.
o Sovereign bond bullet paymentin 2028

* Increasing geo-economic risks

* AML/CFT: imminent grey-listing

Debt service-to-revenue ratio

Most extreme shock: Exports
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Longer term economic and development challenges are
even bigger



Public finance management

Some progress have been made

* Medium-Term Revenue Strategy (MTRS) 2023-2027, Non-Tax Revenue Administration Act (NTRA)
2022

* Well-developed Medium-Term Debt Strategy (2024 — 2028)
* Revised State Guarantee Policy and a new State On-Lending Policy
But huge challenges persist...

 Last Public Expenditure Financial Accountability (PEFA) assessment and Public Financial
Management roadmap was not adopted by the government

* Non-Tax (NTRA) revenue shortfall. Upcoming NTRA spending liabilities to the central
government

 Severe cash managementissues
* Weak public investment processes and declining share of public investment

* Debtrecording challenges, debt bulletin not published since 2023



Sahre of total expenditure

100

90

8

o

7

o

6

o

5

o

4

o

3

o

2

o

1

o

Low capital spending remains a major concern

Recurrent expenditure and Capital spending as share of Total
Expenditure* (2012 - 2024)

2019 2020 2021 2022 2023 2024

H recurrent expenditure/total expenditure B capital spending/total expenditure

Source: ADB calculation based on PNG Government Annual Budgets and FBOs
*Spending share as per IMF GFS Manual 2014
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PNG is 6" from the bottom globally on electricity
access

The energy sector in PNG faces significant
geographical, political and regulatory
challenges

Connectivity to the grid is low in urban areas and
almost non-existent in rural areas (5% of
population)

Diesel-powered generators make up a significant
portion - 41% of generation, keeping supply costs
unsustainably high (Remaining energy mix: 42%
from hydropower, 12% from gas generation, and
5% from geothermal sources)

Compared to its Pacific Island peers, PNG
recorded over 6 times more frequent unplanned
interruptions, lasting over 4 times as long
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Governance challenges in the resource sector

PNG’s resource exports significantly increased
(billion US$)
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Resource-intensive economies and resource revenue (2013 — 2022

average)

Mining and quarrying GDP (% of GDP) 2013-2022
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Inclusive growth and human capital

PNG ranks 160th out of 192 countries in the Human Development Index (HDI) in 2023
third from the bottom in Asia-Pacific after Pakistan and Afghanistan

o While PNG is a lower middle country, HDI is equivalent to the low-income countries

in Sub-Saharan Africa.

Poverty rate at 39%, no improvement since 2009

Multidimensional poverty (MPI) is second highest in Asia-Pacific after Afghanistan.

Highest MPI by provinces
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PNG’s HDI: In Comparison
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Health and Education indicators disheartening

Infant mortality rate (per 1,000 births) Lower secondary education completion rate
(% of relevant age group)
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While working age population continues to increase, labor force
participation has sharply declined

Population Age Structure of PNG Labour force
1950-2100 participation rate
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Population Prospects: The 2024 Revision.
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Access to finance remains a binding constraint

Steady decline of Credit to GDP ratio from 25% in 2013 to
below 17% despite ample liquidity in financial institutions.

Less than 15% of the workforce have pension coverage
Over 80% of the population remains unbanked or underbanked

PNG has the highest gender gap in terms of financial inclusion
in the region

Non-compliance of AML/CFT and imminent greylisting

Private sector credit remains extremely low.
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What can be done? - The most difficult question



Going back to the basics

e |Ifthe ‘resource revenue’as a share of GDP can be
increased to the proportion of Mongolia,

o Itwill add additional revenue of 5%-6% of GDP -
Revenue
Additional spending available to the government

* Education = additional 1.5% (currently hovering o
around 1% of GDP) nfrastructure

e Health = additional 1.5%

* Infrastructure = additional 1.5%
*allocations are for example only.

* Security = additional 1.5%



ADB and Papua New Guinea

PNG has been an ADB member since 1971

ADB’s office in Papua New Guinea was
established in 2003

Increasing portfolio over the years

ADB is one of the PNG’s largest development
partners in lending terms, with portfolio of $1.74
billion as of end of 2024

ADB’s support on various sectors:
o Transport and connectivity,
o Energy
o Human capital development
o Public sector and public finance management
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EDU = Education; ENE = Energy; HLT = Health;
PSM = Public Sector Management; and TRA = Transport

Source: ADB, December 2024



Tengkiu tru!
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