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When we think of resource-dependent economies, we normally think of the Middle
East, and economies like Saudi Arabia. Where does Papua New Guinea fit in?

Data available from the UN allows us to isolate value added in the resources sector
from the rest of the economy (resource GDP). The ratio of resource to total GDP is
a measure of resource dependency. This is available for 106 countries, and the top
15 are shown in the graph below by the blue bars (left hand side). The data is for
the latest available year, which for most countries, including PNG, is 2021.

PNG comes in sixth place, just above Saudi Arabia.
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Figure 1: Top 15 resource-intensive economies by resource GDP and
revenue

% of total GDP, latest year available
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Latest year available (2018 for Chad, 2019 for Kuwait, 2020 for Ghana, Oman and Timor-Leste and 2021 for all

other countries). Source: UNdata; UNU-WIDER; PNG Economic Database. Data not available for resource revenue as

% of GDP for Guyana and Oman.

Created with Datawrapper

We've told this story before using a different data set, based on World Bank data on
resource rents. Writing in 2019, this indicator had PNG in tenth place, actually just
below Saudi Arabia. But the resource rent measure is difficult to estimate as it
requires estimates of the cost of production. Resource GDP is a more reliable
measure as it comes straight from the national accounts. That said, some countries
are missing from the UN data set: Democratic Republic of the Congo, Iraq and
Angola for example.

Whatever its precise ranking, the overall message is clear. PNG is one of the most
resource-dependent economies in the world.

How did this happen?

At independence, PNG'’s resource sector was represented by a single mine, the
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now-closed Panguna copper mine in Bougainville. Looking at a graph of resource
dependency over time traces out many of the key developments in PNG'’s recent
history (Figure 2). The ratio fell in the early 1980s as copper prices fell, but rose in
the late 1980s as those prices recovered and as the second mine, Ok Tedi, opened.
The resource-dependency ratio fell again sharply in 1989 when Panguna closed
due to conflict in Bougainville, but soon hit a new high in the mini-boom of 1993 — of
24% — due to new olil projects and the new Porgera gold mine.

Resource dependency then fell as oil production declined, but increased again in
the late 1990s with new oil fields and the Lihir gold mine. The 24% record of 1993
wasn’t broken though until the resource boom years of the 2000s when commodity
prices skyrocketed. A new record of 27% was set in 2006. Then the ratio fell as
commodity prices eased and as PNG LNG construction boosted the rest of the
economy. (Construction of a resource project is not counted as part of resource
output.)

The dependency ratio started on another upward cycle when liquified natural gas
exports began in 2014 and reached a new record of 28% in 2019. COVID-19
caused commodity prices to fall, and Porgera was closed, so the ratio fell again, but
now the Ukraine war has pushed oil prices up and the ratio is back up to 28%.
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Figure 2: Resource dependency in PNG

Resource GDP as a % of total GDP (nominal)
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Source: PNG Economic Database; PNG Budget Database

Created with Datawrapper

In summary, the resource sector is a bigger part of the PNG economy than ever,
and a bigger part of it than nearly all other economies. PNG really is the Saudi
Arabia of the Pacific. This important finding has several implications and raises
some important questions.

First, GDP is an increasingly meaningless indicator for PNG, given the high foreign
ownership of the increasingly important resource sector. We should focus on non-
resource GDP as a better measure of national economic activity.

Second, it helps explain many other features of the PNG economy. For example,
the ‘Duich disease’ associated with resource dependency helps explain why PNG is
a high-cost economy. When this high level of resource dependency is also
combined with PNG’s low level of urbanisation (the lowest in the world), it also
becomes clear why income inequality in PNG is among the highest in the world. The
benefits of resource dependency are not widely shared.

Third, one benefit of resource dependency should be government revenue
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generated from the resource sector. Figure 1 also shows resource revenue (the
brown bars on the right hand side), using data from UNU-WIDER. It's clear that the
amount of resource revenue collected by resource-intensive economies varies
significantly.

Yet PNG’s resource revenue is noticeably low considering the size of its resource
sector. It appears to be getting less out of its resource sector compared to other
countries. Why this is needs to be urgently understood.

While the resource sector is no doubt important to PNG'’s future, the historical trend
and international comparisons shown in this blog suggest that it is unlikely that the
secret to economic success in PNG is more resource projects. If it was, the
country’s economic success would be obvious for all to see.
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