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Prime Minister Marape welcomes new Malaysian
High Commissioner Hamizan Hashim, January
2024
Photo Credit: PNG Prime Minister's Office

At the 2024 United Nations General Assembly, PNG’s Prime Minister James
Marape said he wanted to make PNG a high-income economy by 2045. But this will
not be easy. To improve living standards for its people and attain prosperity, PNG
needs sustained economic growth. PNG has struggled to achieve this, despite its
resource wealth.

The story has however been different for Malaysia. Within a single generation,
Malaysia has transitioned to an upper middle-income economy and now the country
Is set to achieve high-income status between 2024 and 2028, after decades of
relatively consistent economic growth in both aggregate and per capita terms
(Figure 1). In contrast, PNG has stagnated at lower middle-income status since
breaking away from Australia in 1975.
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Figure 1: Real GDP per capita (1960-2023): Malaysia vs PNG
GDP per capita (constant 2015 USS)

— Malaysia — Papua New Guinea
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Source: World Development Indicators « Created with Datawrapper

Implications for the respective societies’ welfare are evident. On average,
Malaysians today live ten years longer, are five times more productive, and earn
four times more. While less than 1% of Malaysia’'s population lives below the
poverty line, approximately 40% of PNG’s population lives in poverty.

What has driven this great divergence and disparity?

In some ways the two countries are quite similar. Both are resource-rich tropical
countries in the Asia-Pacific region and former colonies of Great Britain, and in the
1960s both recorded levels of GDP per capita similar to PNG’s current level.

But two key features have set Malaysia apart from PNG. First, Malaysia has
deliberately pursued and achieved economic diversification. Export diversification
was one of the first measures Malaysia took after independence, following the
Flying Geese model. Between 1980 and 2015, Malaysia reduced its reliance on
primary sector commodities for exports from around 70% to below 20% and
increased its share of exports in electronics and electrical appliances from 10% to
35%. The resources sector as a share of GDP has also declined over time to
around 7% of the GDP in 2020. Today, the agriculture, forestry and fishing sectors
no longer have the lion’s share in its economy.
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In PNG’s case, the agriculture, forestry and fishing sectors, along with the minerals
and energy extraction sectors, still dominate the economy. In fact, PNG’s resource
dependence is actually getting worse. Resources as a proportion of GDP have over
time increased, from around 10% in 1980 to close to 30% in recent years, making
PNG one of the most resource-dependent economies in the world. Now,
approximately 90% of total exports are from the resources sector. Manufacturing
has never taken off. It contributed 4% to GDP in 1980s, reached a maximum of 5%
in the early 1990s and slowly declined over the years to 3% in 2020.

The Herfindahl Hirschmann Index (HHI) in Figure 2 shows the stark difference
between Malaysia and PNG in terms of export diversification. A HHI score
approaching zero indicates greater diversity in exports, while a score heading
towards one shows more concentrated exports. PNG’s exports have been
becoming more concentrated over time, while Malaysia’s have become more
diversified since the 2000s.

Figure 2: Herfindahl-Hirschmann Index of Exports (1977-
2019); Malaysia vs PNG

— Papua New Guinea — Malaysia
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Source: Malaysia Department of Statistics; PNG Economic Database; + Created with Datawrapper

Second, Malaysia has stronger institutions and better governance systems.
According to the World Bank’s governance quality indicators, which range from -2.5
(weak governance) to 2.5 (strong governance), the average quality of governance in
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PNG has been low over the past 25 years (Figure 3). In contrast, the institutions and
governance indicators for Malaysia have been on average much higher over the
same period, despite major corruption scandals and a long period of authoritarian
democracy.

Figure 3: Average World Bank governance
quality indicators (1996-2022): Malaysia vs
PNG
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Why has PNG suffered from the “resource curse” and not Malaysia? Rents from
natural resources are often wasted. They have been found to have a negative
association with the control of corruption and effectiveness of governance. Further,
the country’s entrenched clientelist democracy oils corruption. It incentivises
politicians to focus on winning local political loyalty and securing votes at the
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expense of broader development goals such as investment in economic
diversification.

Malaysia, on the other hand, has been mostly lauded for escaping the resource
curse. Rents from its natural resources have been invested in infrastructure and
human capital. In fact, Malaysia is one of the few countries that have followed
Hartwick’s Rule, with investments equal to its resource rents.

It took Malaysia less than five years to transition from lower-middle income to upper-
middle income status. However, it took almost 30 years of economic diversification
policies and developing strong institutions to support its graduation to high-income
status.

All the while, PNG has remained in the lower-middle income bracket. PNG should
take heart from Malaysia’s experience that it is possible for resource-rich countries
in the region to grow successfully and quickly with the right policies in place. But
doing so will not be possible without economic diversification and better institutions.
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