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The PNG economy




PNG has managed to contain the spread of the virus after a worrying
outbreak earlier this year
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https://ourworldindata.org/coronavirus

However, like most developing nations, PNG’s low testing rates mean that
infection and death rates are almost certainly understated
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https://ourworldindata.org/coronavirus

The vaccination roll-out has been very slow in PNG, even by comparison
with other Pacific nations, so some restrictions are likely o remain
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https://ourworldindata.org/coronavirus
https://www.bsg.ox.ac.uk/research/research-projects/coronavirus-government-response-tracker#data

PNG’'s economy has been hard hit by Covid-19, with employment at the
end of 2020 down 7% from its previous peak and inflation at 5%
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https://www.bankpng.gov.pg/statistics/quarterly-economic-bulletin-statistical-tables/

Falling prices resulted in a large drop in the value of PNG’s energy exports,
but other exports (apart from services) held up quite well
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https://www.bankpng.gov.pg/statistics/quarterly-economic-bulletin-statistical-tables/

The kina has been stable since the onset of Covid-19 despite last year’s
significant reductions in interest rates
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The changing international ‘pecking order’
and its implications for PNG



The international economic pecking order is going through its most
profound change in a century ...

GDP at current market prices and exchange GDP at constant (2010) prices and
rates ‘purchasing power parity’ exchange rates
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https://www.conference-board.org/data/economydatabase/total-economy-database-productivity
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Inevitably, this rivalry between the world’s two largest economies with very

different ideologies has a sirategic or military dimension ...

Military spending
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https://www.sipri.org/databases/milex
https://armedforces.eu/compare/country_USA_vs_China
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... although China doesn’t have many ‘friends’, and when allies are
factored in the US still appears to have a decisive sirategic advantage
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Russia, Belarus, Kazakhstan, Kyrgyzstan, Tajikistan, Turkmenistan, Uzbekistan, Pakistan, Iran and Venezuela. Sources: The Conference Board, Total Economy Database, 2021; CORINNA ECONOMIC ADVISORY
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https://www.conference-board.org/data/economydatabase/total-economy-database-productivity
https://www.sipri.org/databases/milex

‘Military might’ isn’t the only way in which ‘great powers’ exert power and
influence - it can be done through investment flows ....
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https://data.imf.org/?sk=7A51304B-6426-40C0-83DD-CA473CA1FD52

... and through ‘aid’
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https://www.oecd.org/dac/financing-sustainable-development/development-finance-data/
https://www.aiddata.org/china-official-finance
https://www.jica.go.jp/jica-ri/publication/other/l75nbg000019o0pq-att/Estimating_Chinas_Foreign_Aid_2019-2020.pdf
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China has become a much more important market for commodity
exporters

Total merchandise imports
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https://data.wto.org/

China is becoming a more important trading partner for PNG - but so are
other Asian economies, and Ausiralia also remains an important partner

Destination of PNG exports
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https://www.bankpng.gov.pg/statistics/quarterly-economic-bulletin-statistical-tables/

What does all this mean for Papua New Guinea?

O PNG occupies a very strategically important location in the increasingly contested ‘Indo-Pacific’ region

— China is likely to continue to seek to pull PNG more ‘into its orbit’ (as it is with other developing economies, particularly in
the Pacific)

— while ‘the West’ will conversely want to keep PNG in its ‘camp’
O Foreign interests are likely to be keenly interested in PNG'’s strategic resources

0 PNG needs to develop a clear sense of where its own sirategic interests lie

— preferably one which is widely shared - so that it will survive changes of government — and that other countries will respect
PNG's intention and ability to look after its own interests
— ideally, PNG will seek (and be able) to remain on ‘good terms’ with all its neighbours, and with ‘major powers’ in the region

O In such a contested region it will be important for PNG to strengthen its ‘state capability’

— thatis, the capacity of ‘the state’ (broadly defined) to ‘look after’ its people (keeping people safe, providing them with
opportunities to improve their lives and that of their children, and providing the goods and services that individuals can’t
provide for themselves)

— the resilience of its political and legal framework
— and the respect and loyalty which the people have for their country and its institutions

d There may be opportunities for PNG to benefit from the ‘contest for influence’ between the competing ‘great
powers’
— butin so doing PNG needs to avoid giving the impression that the country can be ‘bought’

SAUL ESLAKE
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With such rich resources, Papua New Guinea shouldn’t be one of the

poorest countries in the Asia-Pacific region

Pc of population living below World Bank

Per capita GDP, 2020
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https://www.imf.org/en/Publications/SPROLLs/world-economic-outlook-databases#sort=%40imfdate%20descending
http://iresearch.worldbank.org/PovcalNet/povOnDemand.aspx

Opportunities in agriculture and fishing



Global demand for agricultural commodities will grow more slowly over
the next decade than it has over the past decade ...

Annual growth in demand for key agricultural commodity groups
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https://www.oecd-ilibrary.org/sites/4777cb60-en/index.html?itemId=/content/component/4777cb60-en#section-d1e2067

... O it will be important for PNG to increase its ‘market share’ in existing
product markets and to develop new ones

21

Annual growth in trade volumes for key agricultural commodity groups
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https://www.oecd-ilibrary.org/sites/4777cb60-en/index.html?itemId=/content/component/4777cb60-en#section-d1e2067
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One very significant potential advantage for Papua New Guinea is its
renewable water resources - the fifth highest per capita in the world

Renewable water resources per head of population, 2020
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http://www.fao.org/documents/card/en/c/cb1329en

Coffee is one area of agriculture of considerable potential opportunity for
Papua New Guinea
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Source: International Coffee Organization, Historical Data on the Global Coffee Trade; Hon. James Marape MP, A New Book for Papua New Guinea, Address to the Lowy
23 Institute, 251 July 2019.



https://www.ico.org/new_historical.asp
https://www.lowyinstitute.org/publications/address-hon-james-marape-mp-prime-minister-papua-new-guinea

Marine fisheries is another area where PNG has enormous potential for
growth

PNG’s marine fish production
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Source: Food and Agricultural Organization (FAO), Fishery Stafistical Collections - Global Production.



http://www.fao.org/fishery/statistics/global-production/en

Papua New Guinea once was, and ought to be, a much bigger rice

producer than it is now

PNG’s rice production
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http://www.fao.org/fishery/statistics/global-production/en

Climate change and PNG



The IPCC'’s Sixth Assessment Report released last month documents the
extent of global warming over the past five decades or so

Change in decadal average global surface
temperatures relative to 1850-1900 average

1.50

1.25

1.00

0.75

0.50

0.25

0.00

-0.25

-0.50

-0.75

Source: Intergovernmental Panel on Climate Change, Sixth Assessment Report,

27

°C

Reconstructed from
paleo-climate archives

750 1000 1250

Impact of human and natural factors on changes in
global surface temperatures between 1850 and 2020

2.00 A

1.75

Observed 1.50 A

1.25 A
1.00 A

0.75 A

0.50

2020 0.25 4

°C

Simulated human and natural

Observed .

0.00 fav @ ‘:QJQL- 2 "A AT g | /|\ IJ\N/\"' |
A LTV v v
!
-0.25 -
Simulated natural only
-0.50 A (solar & volcanic activity
-0.75 -
1750 2000 1850 1875 1900 1925 1950 1975 2000 2025
SAUL ESLAKE
Climate Change 2021: The Physical Science Basis, August 2021. Return to "What's New". CORINNA ECONOMIC ADVISORY

INDEPENDENT ECONOMICS


https://www.ipcc.ch/assessment-report/ar6/

The IPCC’s Sixth Assessment Report incorporates projections of further
global warming depending on the trajectory of CO, emissions

Alternative scenarios for global CO, emissions Projected increase in global surface temperatures from
1850-1900 averages under different emissions scenarios
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Note: ‘SSPx-y' refers to ‘Shared Socio-economic Pathway' with x representing a particular scenario and vy is the approximate level of radiative forcing (in watts per m?).
28 Source: Intergovernmental Panel on Climate Change, Sixth Assessment Report, Climate Change 2021: The Physical Science Basis, August 2021.



https://www.climate.gov/maps-data/primer/climate-forcing
https://www.ipcc.ch/assessment-report/ar6/

PNG isn't likely to get a great deal hotter than it already is — but it may get
a lot wetter (or have more cyclones and floods)

Simulated change at 1.5 °C global warming Simulated change at 2 °C global warming Simulated change at 4 °C global warming
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29 Source: Intergovernmental Panel on Climate Change, Sixth Assessment Report, Climate Change 2021: The Physical Science Basis, August 2021. CORINNA ECONOMIC ADVISORY
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https://www.ipcc.ch/assessment-report/ar6/

Three of PNG’s four principal mineral exports are likely to be major
beneficiaries of global efforts to reduce CO, emissions

PNG's production of its four major minerals as  Price outlook for PNG’s four major mineral

a pc of world total export commodities
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Note: for context, Papua New Guinea accounts for about 0.025% of world GDP. Sources: British Geological Survey, World Mineral Stafistics data; The World Bank,
30 Commodity Markets Ouflook, April 2021; and Morgan Leighton, The Ultimate Guide fo the Cobalf Market: 2021-2030, Crux Investor, January 2021.



https://www2.bgs.ac.uk/mineralsuk/statistics/wms.cfc?method=searchWMS
https://thedocs.worldbank.org/en/doc/c5de1ea3b3276cf54e7a1dff4e95362b-0350012021/related/CMO-April-2021-forecasts.pdf
https://www.cruxinvestor.com/articles/the-ultimate-guide-to-the-cobalt-market-2021-2030f
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PNG could be a much more significant producer of renewable energy -

and either use it, or export it

Total electricity production, by source, 2018
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Source: Asian Development Bank, Key Indicators Database: Regional Tables - Energy and Elecftricity.

Renewable energy production, by type, 2018
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https://kidb.adb.org/themes/regional-tables/rt-6-energy-and-electricity

Q&A




33

This document has been prepared by Saul Eslake on behalf of Corinna Economic Advisory Pty Ltd, ABN 165 668 058 69, whose registered office is
located at Level 11, 114 William Street, Melbourne, Victoria 3000 Australia.

This document has been prepared for the use of the party or parties named on the first page hereof, and is not to be further circulated or distributed
without permission.

This document does not purport to constitute investment advice. It should not be used or interpreted as an invitation or offer to engage in any kind of
financial or other transaction, nor relied upon in order to undertake, or in the course of undertaking, any such transaction.

The information herein has been obtained from, and any opinions herein are based upon, sources believed reliable. The views expressed in this
document accurately reflect the author’s personal views, including those about any and all financial instruments referred to herein. Neither Saul
Eslake nor Corinna Economic Advisory Pty Lid however makes any representation as to its accuracy or completeness and the information should
not be relied upon as such. All opinions and estimates herein reflect the author’s judgement on the date of this document and are subject to
change without notice. The author and Corinna Economic Advisory Pty Ltd expressly disclaim any responsibility, and shall not be liable, for any loss,
damage, claim, liability, proceedings, cost or expense (“Liability”) arising directly or indirectly (and whether in tort (including negligence), contract,

equity or otherwise) out of or in connection with the contents of and/or any omissions from this communication except where a Liability is made
non-excludable by legislation.

Any opinions expressed herein should not be attributed to any other organization with which Saul Eslake is affiliated.
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