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Executive Summary
This report is the second of two reports in 2015 (the first one having been in July) on the
Review and Forecast of the PNG Economy based on economic modelling work undertaken by the National Research Institute (NRI). The reports will be part of an ongoing
series of independent assessments of PNG’s economic performance by the Institute.
Using key policy developments and the 2016 Budget and its key assumptions as the
context, this report provides forecasts for 2015 to 2024 under two scenarios using the
economic model PNGGEM. The first scenario assumes “business as usual” conditions
(BAU) where the key enablers (health, education, transport, land, law and order, and
utilities) are funded well, as envisaged in the Vision 2050 and the Papua New Guinea
Development Strategic Plan (PNGDSP) 2010–2030. The second scenario is under “austerity” conditions in line with the directions of the 2016 Budget, whereby support for the
key enablers is discussed but funding is withdrawn.
The key modelling results and conclusions are as follows:
•

Economic growth under BAU conditions would be robust with GDP growth averaging 6.9 per cent a year over 2015–2024, and non-mining GDP growth averaging
6.7 per cent a year — in line with growth over the years 2005–2014 and in line with
neighbouring countries in East Asia;

•

Economic growth under austerity conditions would be much weaker with GDP
growth and non-mining GDP growth averaging 4.7 per cent and 3.6 per cent a year
respectively. This highlights the vital role of investment in the key enablers for providing productivity growth and expanding the productive capacity of the economy;

•

Government revenues and expenditures would be much higher under the BAU conditions than under austerity conditions;

•

Net government debt would be much higher under the BAU than under austerity;
and

•

Employment in the BAU scenario would be stronger with an additional 416,000
full-time equivalent jobs forecast to be created by 2024 (62% in rural areas) compared to just 122,000 full-time equivalent jobs in the austerity scenario.

vii
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Introduction
This report follows on from the July 2015 Issue of the Mid-Year Review and Forecast of the
PNG Economy (Levantis and Sanida, 2015). As the first issue of the economic modelling
work undertaken by the National Research Institute (NRI), the July issue provided a review
of the historical performance of the economy for the last 40 years from 1975 to 2014. It
then presented the forecasts for a 10-year period from 2015 to 2024.
The current report builds on the July issue, but is informed by the developments up to
December 2015. In particular, the context of the report is the recent policy developments
and the 2016 Budget and its key assumptions. A key aspect of this report is that it makes
economic forecasts for the period 2015 to 2024 under two scenarios — using the economic
model for PNG, PNGGEM.1 Scenario 1 is under Business As Usual conditions (BAU)
where it is assumed that strong support for the key enablers is continued, as envisaged in
the Vision 2050 and PNG Development Strategic Plan (PNGDSP) 2010–2030. Scenario 2
is under austerity conditions in line with the policy approach and assumptions in the 2016
Budget. Results for key economic variables are then assessed under the two scenarios.
The rest of the report is organised into eight sections. Section 2 provides the policy context
and an overview of the 2016 Budget and the outlook to 2019. Section 3 briefly discusses the
modelling aspect of the report by outlining the two forecasting scenarios and the relevant
assumptions. Sections 4 to 6 then present the results of the forecasts on economic growth,
fiscal outlook, and employment, respectively. Sections 7 and 8, respectively, provide the
global market outlook for PNG’s commodities; and prospects for mining, oil and gas. Section 9 concludes the report.

1

For the key features of the model, see Appendix 1 in Levantis and Sanida (2015).

1
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Policy Context, and Budget Overview
and Outlook
This section provides the policy context and overview of the 2016 Budget and the outlook
to 2019, as per the budget projections and assumptions. This provides the context for the
modelling reported in the rest of the paper.

MTDP2, 2016–2017
In 2016, the Papua New Guinea Medium Term Development Plan 2 (MTDP2), 2016–
2017, themed “Pathway to a Responsible Sustainable Future” (Department of National Planning and Monitoring, 2015)1 comes into force, following the expiration of the
MTDP1 2011–2015. The 2-year period (in MTDP2) is intended to align the planning
period with the political cycle. That is, given the National Elections in 2017, an incoming
government can develop and implement its own 5-year MTDP from 2018 onwards (i.e.
MTDP 2018–2022). This idea was initially mooted by Mawuli et. al. 2006, when reviewing
the MTDS 2005–2010, where it was argued that there was a need to synchronise the development plans with the electoral cycle in order to encourage more ownership by the political
leadership for developing and implementing the plans.2
The overarching goals of the MTDP2 are:
•

to increase PNG’s Human Development Index (HDI) rating in 2016–2017 towards
PNG becoming one of the top 50 countries on the HDI by 2050; and

•

to become a world leader in responsible, sustainable development.

The implementation of the MTDP2 (and future MTDPs) will be within a proposed broader planning framework under the proposed legislation known as the Papua New Guinea
Planning Bill. This Bill will establish the National Planning Framework (NPF), National
Services Delivery Framework (NSDF),3 and National Monitoring and Evaluation Framework (NMEF); and also link the National Budget to the MTDPs via an Annual Budget
Framework paper.

1

MTDP2 was launched on the 25 June 2015 at Laguna Hotel Port Moresby

2

MTDP2 was developed out of a review by DNPM of existing government plans, in particular MTDP1 2011–2015 and the DSP 2010–2030. A related output of the review was the
development of the Strategy for Responsible Sustainable Development (StaRS), which was
done before the MTDP2. The StaRS was developed to set a new strategy and alignment with
the Guiding and Directive Principles of the Constitution and Vision 2050. The review of the
existing plans was one of the proposed agendas under the Alotau Accord.

3

“The NSDF will establish minimum basic core services requirements for all levels of government and introduce a Service Delivery Centre network that will be based on population
distribution and geography.” (MTDP2, p.15).

3

It is envisaged that the medium term plans will be supported by vital reforms in public resourcing, implementation and procurement, which can be summarised as follows:4
•

Improving fiscal policy management, in order to:
• boost business confidence in Government’s fiscal position;
• return the National Budget to balance by 2017;5
• empower sub-national governments via the PSIP, DSIP and LLGSIP funding;
• strengthen transparency and accountability of the budget process; and
• improve access to goods and services at the local level.

•

Reforms to State Owned Enterprises (SOEs) and donor funding arrangements.

•

Establishing the Sovereign Wealth Fund (SWF).

Policy direction of the 2016 Budget
It is stated in the Budget that the policy direction is based on the overarching policy frameworks including Vision 2050, PNGDSP and the MTDP2. In particular, the 2016 Budget is
framed around six policy measures/directions (2016 Budget, vol. 1, p.ii):
•

further budget process reforms to achieve expenditure prioritization and improved
quality of spending;

•

structural reforms among SOEs and the size and efficiency of the public sector;

•

effective implementation of major projects through improved design, scoping and
implementation processes, as well as open and competitive tenders;

•

completion of extensive independent review of PNG’s tax system with the overarching
aim of improving the lives of the people of PNG through a more effective tax system;

•

support for key policy priorities in education, health, infrastructure, agriculture, law
and order, and Small and Medium Enterprises (SMEs); and

•

management of the Government debt profile through capital markets, structural reforms and the issuance of a Sovereign Bond.

However, the true overarching policy direction in the Budget is a policy of austerity. Budget
revenue has been hit hard by a slump in prices for oil, gas, copper, gold and nickel. In order
to secure benefits from the extractive industry for PNG, the Government relies heavily on
tax revenue and dividend income. In turn, the amount of tax revenue and dividends received
depends directly on profitability, and with prices so low, most operations in PNG will struggle to make profits and remit benefits to the Government. PNG is now in a position where
exports from mining, oil and gas are around K20 billion, but the benefits channelled back
to PNG through dividend and tax revenue are struggling to reach K1 billion. Commodity
prices are expected to recover to some degree, but this will take time (Table 11). Details
about the collapse of commodity prices are explained later in Section 7.
It is against this backdrop that the 2016 Budget has taken the approach of austerity. This is
justified on the grounds that the Government aims to ensure that its fiscal policy settings
are consistent with the Fiscal Responsibility Act 2006 and the Medium Term Fiscal Strategy
4

See details on page 15 of MTDP2.

5

This assumption is not adhered to now, as the budget balance objective (under the 2016 Budget) has been moved further to 2020 due to forecast of continued deficit financing.

4

(MTFS). The austerity approach is further affected by anticipated lower growth of the domestic economy, partly due to drought in many parts of the country. As will be explained
when analysing the PNGGEM modelling results in Section 4, the lower growth projections
are realistic, but are very much driven by Government austerity — in other words, austerity
leads to lower growth which leads to more austerity.

Fiscal policy settings
The austerity began with the 2015 Supplementary Budget handed down in November 2015
which was the Government’s “response to the deteriorating economic conditions through
the inclusion of a number of targeted savings and additional revenue measures.” (Vol. 1, p.i).
In particular, it was a response to the fall in Government revenue of about K2.5 billion (as
per the July 2015 MYEFO Report). Table 1 summarises the key aspects of the Supplementary Budget.

The key driver of the fall in revenues was the fall in mineral tax revenues due to the fall
in commodity prices, which more than offset additional revenues from other sources of
K1,101.6 million.6 The revised total expenditure and net lending is K15.13 billion, which
is a cut of 6.6 per cent from the original estimate in the 2015 Budget. The cuts comprised:
administrative sector (K756.1 million); economic and infrastructure sector (K285.4 million); law and justice sector (K165.4 million); social sector (123.6 million); and provincial
expenditure (K46.4 million).
The austerity is ramped up in the 2016 Budget with total appropriation cut by a further 2.4
per cent to K14.76 billion (Table 2). The total revenue estimate is K12.65 billion, which
is almost unchanged from K12.64 billion in 2015 — despite inflation forecast to reach 5
per cent which should feed into higher revenues. The deficit in 2016 is forecast to be K2.11
billion (or 3.8% of GDP), which is a reduction (i.e. improvement) from the revised 2015
deficit of K2.49 billion.

6

The K1.1 billion was sourced from: IRC (K250 million); IPBC (K240 million); NPC (K201
million); PNG Customs (K150 million); SOEs (K110 million); BPNG (K70 million); NFA
(K50 million); and NGB (K30 million).

5

For the years 2017–2019, the 2016 Budget foresees a steady ramping up of the new austerity
philosophy. Despite anticipated steady non-mining GDP growth of 3.6 per cent and inflation continuing at 5 per cent, expenditure is expected to be cut further in 2017 and in 2019
will be still below the level of 2015 in nominal terms (Table 3). Spending on the key enablers
for development identified in the long term plans of Vision 2050 and the PNGDSP is being
cut back substantially in real terms. The transport sector is faced with deep cuts by more
than half, despite its role as a key enabler of economic and social development in providing
for the efficient and effective movement of goods, services and people. On a positive note,
funding for the utilities sector is expected to grow in 2019. It can be seen in Table 3 that
Provinces are expected to continue to be the main area of expenditure, averaging about K4.6
billion (or 32 per cent of total expenditure) and growing at about 3.8 per cent annually. This
reflects the focus on sub-national government development. The administration sector will
receive about K2.5 billion, annually, over the four years, equivalent to about 18 per cent of
the total budget.

Sovereign Wealth Fund status
The Organic Law on the Sovereign Wealth Fund (SWF) was passed in 2015. The SWF has
two components: the Stabilisation Fund and the Savings Fund. The former is for managing
the external shocks to the economy and to support the Budget priorities, while the latter is
for investing for the future generations. According to the 2016 Budget, the SWF is expected

6

to commence operation in January 2016 and will be run by a Board (appointed by Government) and a Secretariat based at the Bank of Papua New Guinea (BPNG), in the initial
years of operation.
The deposit and withdrawal guidelines are provided in the Organic Law. In the 2016 Budget,
it is envisaged that the Stabilisation Fund will receive a total of K379.2 million, 33.3% (or
K129.9 million)7 of which will come from mineral and petroleum taxes and the remainder
(66.7% or K249 million) from mineral and petroleum dividends, via the National Petroleum Company. In line with one of the objectives of the SWF (i.e. budget stabilisation),
the whole K379.2 million will be put into the 2016 budget as an item under “Grants from
Other Government Units”. From 2017 to 2020, the following amounts are expected to be
deposited into the Stabilisation Fund: K350.3 million, K448.8 million; K718.4 million and
K552.9 million, respectively. In the context of this report, the planned withdrawal of the
funds from the Stabilisation Fund into the Budget is a positive step in that it will assist in
funding the key enablers of health, education, transport and utilities.8
The Savings Fund is expected to receive K83.1 million in 2016, which is 25% of the mineral
and petroleum dividends due to the State (paid by NPC). From 2017 to 2020, the following
deposits are expected: K79.5 million; K121.2 million; K126.9 million and K83.7 million,
respectively. By taking a rather unconventional approach to accounting, these revenues that
are accruing to the Government of PNG are being diverted off-Budget through the Savings
Fund, and by doing so, the Budget looks a little worse than it actually is. Or put another way,
the Budget deficits are smaller than reported. A more correct accounting procedure would
see the revenues diverted to the Savings Fund fully accounted for in the Budget bottom-line
given that the SWF is the property of the PNG Government and the original design and
purpose of the SWF is a mechanism for saving surpluses on the Government Budget.

7

Under the SWF Organic Law, 50% of the Mining and Petroleum Taxes goes to the Stabilisation Fund while the remaining 50% goes directly as tax revenue to the budget.

8

In the immediate future, the Savings Fund will depend on the 25% of deposits from the dividends due to the State.This is because Clause 14(2)(a) of the SWF Organic Law, which states
that “any excess above US$1 billion of the Stabilisation Fund will be deposited into the Savings
Fund”, will not likely be met in the immediate future.

7
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Forecasting two paths for the economy
Since the late 2000s, PNG has shifted onto a new path of high economic growth. The mobile phone revolution kicked off this upward shift supported by a new policy of exchange
rate stabilisation introduced in the mid 2000s by the BPNG. The momentum continued
into the 2010s with the new Government focus on economic and social development driven
by the long term planning framework articulated in Vision 2050 and the PNGDSP. The
fundamental tenets of the long term planning agenda was to invest in the “enablers” for
social and economic development — education, higher education, health, law and order,
land, transport infrastructure and utility infrastructure.
Investment in the enablers was missing in the first three decades following independence,
and the average non-mining GDP growth rate over 1975–2004 of just 2.0 per cent says
everything about this approach (Figure 1). This resulted in highly adverse outcomes for
health, and the education performance that ranked 5th worst in the World by the end of the
2000s according to the World Bank’s Development Indicators. In comparison, non-mining
GDP growth shifted up to an annual average of 7.2 per cent over the decade 2005–2014,
which is a remarkable policy driven turnaround (Figure 1).
PNG has now hit the crossroads. On one hand, the country could continue on the path
mapped out in Vision 2050 and the PNGDSP of development led by the enablers. Or on
the other hand, it could go down the path mapped out in the 2016 Budget — a path of
austerity which means withdrawing support for the enablers.
At this stage, the Government has not revoked Vision 2050 or the PNGDSP, so as it stands
there exists a conflict in policy where the planning framework says one thing and the Budget
is doing another. In view of this conflict, two forecasts using PNGGEM are presented here
to reflect the two policy positions for the years 2015–2024; and these are referred to as the
Business As Usual (BAU) Forecast, and the Austerity Forecast. The main differences in modelling assumptions are spelled out in Table 4. The BAU Forecast assumes a policy consistent
with the long term planning agenda. It is referred to as business as usual because it was unchanged from 2010–2015. This policy approach emphasises investment in the enablers and
justifies Government borrowing to finance these investments. The Austerity Forecast reflects
the austerity introduced in the 2016 Budget as a medium term policy agenda.

9

Forecasts of economic growth in the
next ten years
The PNGGEM modelling results confirm the distinct paths the economy will take under
the two alternative policy approaches. For the BAU scenario, non-mining GDP growth over
the years 2015–2024 is forecast to average 6.7 per cent a year, which resembles the outcome
of the previous decade (Figure 1). Under the Austerity scenario, non-mining GDP growth
is forecast to look more like the period 1975–2004 with average non-mining GDP growth
of just 3.6 per cent a year.
The big difference between the two alternative pathways comes back to investment in the
enablers (Table 4). As has been clearly demonstrated across the developing World – especially in East Asia — and has been demonstrated in PNG over the last decade, achieving
rapid economic growth is possible so long as investment in the enablers takes priority. This
occurs because the enablers provide the basis for productivity growth and an expansion of
the productive capacity of a nation — the two functions of economic growth. Across the
developing countries of Asia, GDP growth averaged 8.3 per cent a year from 2005–2014
and is forecast to average 6.4 per cent a year over 2015–2020 according to the International
Monetary Fund (IMF).1 These numbers are close to the performance of PNG over the historical period and the forecast period in the BAU scenario. The Austerity scenario, however,
would see PNG fall sharply behind its Asian neighbours.

The Austerity scenario forecasts for GDP and non-mining GDP growth match up quite well
to those produced in the 2016 Budget (Table 5). Over the years 2016–2020, non-mining

1

International Monetary Fund’s World Economic Outlook database, October 2015.
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GDP growth is forecast to average 3.3 per cent a year for the Austerity scenario (Table 6),
which compares with 3.5 per cent a year for the Budget 2016 forecasts. For GDP, the respective average annual growth forecasts are 4.2 per cent and 2.8 per cent. The discrepancy
in GDP is likely to be due to different assumptions relating to the start up of a number of
large mines in 2019–2020. As will be explained later, the PNGGEM modelling assumes the
Wafi-Golpu, Frieda and offshore mining projects all get off the ground. The Budget forecasts
appear to assume that these projects will not proceed.
For 2016, GDP growth is forecast by PNGGEM to be 2.8 per cent which compares to the
Budget forecast of 4.3 per cent (Table 5). This would represent the weakest growth outcome
since 2006 and is driven by the policy of fiscal austerity which will see real Government
expenditure drop by 7 per cent (Table 6). A second much less important contributor is the
shutdown of the Ok Tedi mine due to drought, which will be elaborated upon later. The
more optimistic Budget forecasts are unlikely to have factored in the Ok Tedi closure, nor
fully factored in the impact of austerity.

The weak economic activity in 2016 is forecast by PNGGEM to lead to a 1.1 per cent fall
in real consumption and a 4.2 per cent fall in import volumes (Table 6). Over the years
2017–2020, investment in the new mines will help growth to recover. For the Austerity
scenario, the low average non-mining GDP growth of 3.3 per cent a year over 2016–20 is
driven by an average annual contraction in real Government spending of 4.6 per cent a year.
In contrast, a return to more normal growth in Government spending in the BAU scenario
will see non-mining GDP growth average 6.9 per cent a year over 2016–2020. Amongst
the four main regions of PNG, the growth patterns in non-mining Gross Regional Product
(GRP) is forecast to broadly follow national patterns for non-mining GDP growth (Table 7).

12

Rural PNG will be a big loser if the Austerity scenario plays out rather than the BAU scenario. Average annual growth of 4.0 per cent is expected for rural GDP in the Austerity
scenario compared with 8.4 per cent for the BAU scenario (Table 8). The reason for this big
difference is that investment in the enablers will have its biggest impact on rural PNG where,
at present, road and utility infrastructure is poor or non-existent and education outcomes
are poor. The transport sector is another that is expected to have a big discrepancy between
the scenarios. In the BAU scenario, the transport sector would benefit substantially from
the anticipated investments in transport infrastructure. In contrast, PNGGEM predicts no
difference between the two scenarios for the mining, oil and gas sector. Average growth over
2015–2024 of 7.6 per cent is underpinned by the LNG Project coming to full capacity in
2015 and by the new mines anticipated toward the end of the decade.

13
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The fiscal outlook, 2015-2024
For 2016, PNGGEM forecasts revenue to reach K13,875 million which is K1,000 million
more than is forecast in the 2016 Budget (Table 9). The discrepancy can mostly be traced to
a differing view of revenue proceeds from the LNG Project. Total revenue from all mineral
projects, including the LNG Project, is forecast in the Budget to be just K600 million. This
would mean that revenues from the LNG Project would be negligible compared to the vast
scale of export revenues. PNGGEM modelling considers this unlikely, even at the low prices
expected for LNG.
For the years 2017–2024, revenue in the Austerity scenario is forecast to grow on average
by 9.5 per cent a year (Table 9). This makes sense given the assumption of inflation at 5 per
cent a year and average GDP growth of 4.7 per cent a year (Table 6). In contrast, the Budget
forecasts over the years 2017–2020 are for revenue to grow at an average rate of just 5.3 per
cent. Given that the growth rate only just matches inflation, this is difficult to understand
considering that the Budget forecasts non-mining GDP growth to average 3.5 per cent; and
the Budget expects almost all revenue to be coming from the non-mining sector. The different views on LNG revenue and on the rate of growth in revenue result in a discrepancy in
the revenue forecasts and Budget surplus forecasts of over K5,000 million by 2020. Hence,
despite the same level of spending, the Austerity scenario forecasts a surplus of K6.0 billion
in 2020 compared with the Budget 2016 forecast of K0.6 billion.
The discrepancy in revenue forecasts becomes much larger in the BAU scenario. By 2020,
revenue is expected to reach K23,057 million in the BAU scenario compared with K20,707
million in the Austerity scenario (Table 9). The stimulus to economic activity provided
by the investment in the enablers drives this higher revenue result. Government spending
in the BAU scenario is expected to reach K23,007 million in 2020 compared with just
K14,727 million for the Austerity scenario. This suggests that about 28 per cent of the additional spending in the BAU scenario feeds back into higher revenues. Much of the return
on investment in the enablers can take many years to realise, especially investment in education. Accordingly, the modelling finds that this return on investment improves over time. In
2024, 41 per cent of the additional spending recycles into additional revenue.

15

The 2016 Budget forecasts net Government debt will stabilise at about K21 billion from
2017 (Table 9). However, the austerity scenario forecasts a very different pattern for net
Government debt despite assuming the same levels of expenditure. By 2020, net Government debt is forecast to drop to K3.7 billion before shifting to a net asset position from
2021, reaching a balance of K28.6 billion by 2024. The Government’s net debt shown in
Table 9 is inclusive of SWF balances — in other words, net debt is gross debt less assets.
Accordingly, the positive balances in the austerity scenario would represent amounts in the
SWF. By 2024, net Government debt in the BAU scenario is forecast to be K18.8 billion
which is a K47 billion turnaround compared with the Austerity scenario. This result highlights the fundamental difference between these two scenarios — the Austerity scenario is
about sacrificing development in order to build up savings; the BAU scenario is about foregoing savings to invest in current development. In turn, the success of the BAU approach
depends on how well the savings are invested. It is assumed in the BAU scenario that the
funds are invested in the enablers in accordance with the development plans. However, if
instead the funds are not spent well, then the benefits demonstrated in Tables 5–8 will not
be forthcoming.

Outlook for employment, 2015-2024
The PNGGEM modelling confirms how dependent employment creation is on economic
growth. This is evident when we look at the pace of employment creation in the fast growing developing nations of East Asia, and compare that with unemployment rates above 20
per cent in Greece, Spain and Italy — countries that have failed to see significant economic
growth for many years.
In the BAU scenario, an additional 416,000 full-time equivalent jobs are forecast to be
created by 2024 (Table 10). This compares with just 122,000 full-time equivalent jobs in
the Austerity scenario. Full-time equivalent jobs include the self-employed farmers living
in the rural settings of PNG — easily the biggest form of employment. The average rate of
employment growth of about 12,000 jobs a year in the Austerity scenario is similar to what
is forecast under the weak economic conditions of 2016.
The rural sector easily accounts for the majority of employment creation in the BAU scenario with 258,000 full-time equivalent jobs expected to be created by 2024 — nearly 62 per
cent of all job creation. In contrast, only 39 per cent of job creation in the Austerity scenario
is in rural PNG. These findings make sense given that the investments in transport infrastructure and education will provide particular benefit for rural PNG, where the majority
of the population live.
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Global markets for PNG’s commodities
Unfortunately for PNG, the commissioning of the LNG Project in mid-2014 coincided
with a slump in gas prices to the key East Asian markets of Japan, Korea and China. Prices have dropped to an average of US$10.30/MMBTU in 2015 from US$16.50 in 2014.
Surplus supply is the underlying driver of this slump with weak demand conditions in East
Asia failing to meet increases in supply – including from the PNG LNG Project and new
projects in Australia. Over the medium term, the outlook remains pessimistic with prices
expected to stay under US$10 until the end of the decade as new supply continues to come
on stream (Table 11). The weak outlook for prices is underpinned by the anticipated commencement of exports from the United States to the East Asian market, the rapid ramp-up
of productive capacity in Australia, and the emergence of Iran as a possible key player in East
Asia as sanctions are lifted.
Much of the surge in the East Asian demand for LNG in recent years has come from Japan
where gas electricity generation replaced nuclear generation following the Fukushima nuclear power plant disaster. However, nuclear power plants are being fired up again, leading
to reduced demand for LNG. Also impacting on the outlook for demand is weakness in
the Chinese economy. Growth in demand for LNG over the next decade will very much
be reliant on the Chinese market. This in turn will depend on economic growth and on
climate change policy. If efforts to curb greenhouse gas emissions in China are intensified,
this will lead to a shift away from coal as a source for electricity generation, to the benefit
of the LNG market.
China is also the key player in the markets for PNG’s exports of oil, copper and nickel. Oil
prices nearly halved in 2015 to average US$52 a barrel (Table 11), in part due to weaker
growth in China. However, the main cause of weak oil prices is likely to have been the
ramping up of production by OPEC countries in a deliberate effort to knock out competing
new production capacity in the United States and elsewhere. Prices in 2016 are expected to
continue to be weak as this strategy continues. However, growth in demand in China on the
back of the rapid take-up of motor vehicle ownership is expected to help oil prices recover
over the next 10 years.
About half of all metals produced globally are consumed in China as a result of China
becoming a global manufacturing hub, making it the key player in global markets. Most
growth in demand for metals over the last two decades has come from China. With economic growth in China slowing in 2015, demand has weakened and prices have dropped.
Copper and nickel prices have been hit particularly hard, falling by 19 per cent and 28 per
cent respectively (Table 11). Over the next few years, nickel prices are expected to recover
as demand picks up again. However, the outlook for copper prices is less promising as new
production is expected to come on stream.
Gold prices have fallen by about 7 per cent in 2015 and the outlook is for prices to continue
to weaken (Table 11). This is because the demand and supply of gold is largely driven by
sentiments in financial markets as a result of the role of gold as a store of value. Interest rates
are at record lows in the United States and European markets, and the outlook is for interest
rates to move up — especially in the United States. In turn, this will have a negative impact
on the demand for gold as an asset, and hence, on gold prices.
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Global commodity markets may be subject to risk in 2016 as a result of the emergence late
in 2015 of a strong El Niño weather phenomenon. The last strong El Niño occurred in 1997
and resulted in abnormally low rainfall in PNG. Warm and dry conditions are expected
again in PNG, the Pacific, Australia and South East Asia, while wet conditions are expected
in Brazil and Argentina. The previous El Niño in 1997 resulted in a spike in coffee prices and
disruptions around the globe to hydroelectricity production and mining production — including the temporary shutdown of Ok Tedi due to low river flows. At this stage, the World
Bank and IMF are forecasting little impact on commodity prices (Table 11). However, the El
Niño should be thought of as bringing upside risk to coffee prices and possibly copper prices.
Arabica coffee prices have dropped sharply in 2015 as a result of a return to healthy production in South America (Table 11). Prices are now back at the more normal levels of 2013
following the spike in 2014 caused by production problems in Brazil. The outlook is for
prices to remain at current levels. However, there will continue to be risks of sharp spikes in
prices in the event of unfavourable weather in South America — and the El Niño could be
a trigger for another spike. Unlike Arabica coffee, cocoa prices have been strong in 2015 and
are anticipated to remain strong for a number of years. This is due to continued shortfalls of
production in Ghana, which is by far the World’s largest cocoa producer. In the longer term,
prices are expected to drop as production catches up with demand.
Palm oil and coconut oil prices have dropped sharply in 2015. A key factor has been the
policy reversal in Europe and other countries of supporting biofuel production. This has
knocked demand for coconut oil and especially palm oil. The outlook continues to be weak
as increases in production fail to be matched by previously anticipated rises in demand. The
main reason for the policy reversal and subsequent drop in biofuel demand is the realisation
that its production has been damaging to the environment — especially as a result of the
clearing of rainforests in PNG, Indonesia and elsewhere in South East Asia. Palm oil prices
are now at half the level they were in 2011.
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Prospects for mining, oil and gas
2015 marks the first full year of production from the LNG Project.1 The project has been a
success, commencing earlier than expected in May 2014 with production levels exceeding
expectations. About 330 MMBTU of gas is expected to be produced in 2015 which is the
energy equivalent of 64 million barrels of oil. On top of this is the production of condensate
of about 11 million barrels, bringing the total production from the project to 75 million
BOE (barrels of oil equivalent). The existing oil fields continue to produce about 9 million
barrels of oil per annum.
The total value of production of oil and gas should reach K11.5 billion in 2015, up from
K9.5 billion in 2014. Thanks to the weak prices discussed in the previous section, this is a
modest rise considering that production has risen sharply (by almost 65 per cent) from 51
million BOE in 2014 to 84 million BOE in 2015. The outlook is for production to continue
at current levels with steady falls in production at Kutubu offset by moderate expansion in
LNG production as a result of improved performance and continued exploration activity.
However, the Total led LNG Project is now considered highly likely to proceed, which could
see production levels double when it commences early next decade. The weak outlook for
LNG prices puts some risk on this project proceeding. However, it remains highly likely
given that it is considered a low cost operation.
Drought conditions due to El Niño have the potential to disrupt mining production. The
operators of the Porgera gold mine have reported that at this stage there should not be a
significant impact on production and output should reach about 475,000 ounces. However,
it is a concern for the economic sustainability of the mine that the operator reports the cost
base to be US$1025–$1125 an ounce while gold prices are forecast to slip below this level
by early next decade (Table 11).
Economic sustainability at current prices for gold and copper is also a question for the Ok
Tedi Mine which became loss making early in 2015 for the first time since 1997. The company has announced an overhaul of its operations in the effort to reduce its cost base. Of more
immediate concern is the drought conditions brought on by El Niño which has reduced the
river flows and forced a shutdown of the mine in August 2015. The El Niño is expected to
continue into the first quarter of 2016 which means the mine could well remain shut until
mid-2016.2
Improved production methods at the Lihir gold mine are expected to see output lift to about
800,000 ounces a year from 2016, up from about 700,000 ounces in 2015. However, it too
is a marginal mine – much as it has been since its inception in the late 1990s – with the
operator reporting production costs of about US$1000 an ounce . It is even worse for the

1

Information about mining, oil and gas prospects is obtained from publicly available annual reports and publications in corporate websites as well as announcements posted on the Australian
Stock Exchange.

2

Australian Bureau of Metereology report of late November 2015; http://www.bom.gov.au/
climate/enso/
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Hidden Valley mine where costs are closer to US$1200 an ounce.3 Production has declined
by about 10 per cent to 190,000 ounces a year. In contrast, the Simberi gold mine has
been successful in almost doubling production to about 80,000 ounces in 2015 and should
produce 100,000 ounces in 2016. The Ramu nickel mine near Madang continues to underperform with production of 25,000 tonnes of nickel in 2015 compared with its capacity of
31,000 tonnes, although production is expected to reach capacity in 2016. Importantly, the
operation remains profitable despite depressed nickel prices.
The outlook for new mines coming on stream remains positive despite depressed commodity prices. Due to an anticipated low cost structure, progress has continued toward making
the Wafi-Golpu gold and copper mine project operational and it is expected to come on
stream in 2020, producing 320,000 ounces of gold and 150,000 tonnes of copper annually.
The Woodlark Gold mine is also anticipated to be low cost and is ready to enter the production phase with an output of 110,000 ounces a year expected. However, the low gold
price has hampered efforts to proceed with the project.4 The Freida gold and copper project
continues to be developed and remains on target to go into production towards the end of
the decade with production of 125,000 tonnes of copper and 200,000 ounces of gold. Deep
sea mining remains on track to commence at the beginning of 2018 with the construction
of the vessel and mining equipment well underway.

3

http://www.newcrest.com.au/media/agm/NCM_Annual_Report_2015.pdf

4

At the time of writing, the Woodlark Mine has gone into Storage until gold prices improve to
make the project feasible.

Conclusion
Using key policy developments and the 2016 Budget and its key assumptions as the context,
this report provided forecasts for 2015 to 2024, using PNGGEM, under two scenarios. The
first was under BAU conditions where it was assumed that the key enablers (health, education, transport, land and utilities) would be well funded, as envisaged in the Vision 2050
and the PNGDSP. The second scenario was under austerity conditions reflected in the 2016
Budget, whereby support for the key enablers is only paid lip service.
The key modelling results and conclusions are as follows:
•

Average annual growth for GDP, non-mining GDP, GRP and sector outputs under
BAU conditions are much stronger than those under austerity conditions, reflecting
the vital role of investment in the key enablers for providing productivity growth and
expanding the productive capacity of the economy;

•

government revenues and expenditures are higher under the BAU conditions than under austerity conditions, reflecting again the role of investment in the enablers for generating growth and improving the conditions for business and employment and, in
turn, boosting tax revenues;

•

net Government debt will be K18.8 billion by 2024 in the BAU scenario compared
with a net asset position of K28.6 billion in the Austerity scenario — highlighting that
the fundamental difference between the scenarios is that one emphasises savings and the
other emphasises sacrificing savings for investments; and

•

employment in the BAU scenario is stronger with an additional 416,000 full-time
equivalent jobs forecast to be created by 2024 (62% in rural areas) compared to just
122,000 full-time equivalent jobs in the Austerity scenario. This warrants the need for
maintaining strong funding for the key enablers.

The above results are obtained within the context of declining world prices for PNG’s export
commodities due to changing demand and supply conditions abroad, and also domestic
challenges like the El Niño. Moreover, despite global market implications on the mining,
oil and gas sector, it is expected that the sector will continue to grow strongly, including the
start-up of new projects.
The key message from the modelling results is that strong funding for the key enablers is
important for economic growth and development; a message that is already clear when
observing the success of this approach in neighbouring countries of East Asia. So long as
development is a priority of Government, this tells us that “business as usual” investments in
the enablers rather than “austerity” is the best policy approach, even in the face of global and
domestic economic challenges. However, the modelling emphasises the crucial importance
of investing in the enablers rather than wasteful spending because investing according to the
BAU scenario will require an investment of K47 billion in savings foregone compared with
the austerity scenario by 2024.
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