PAPUA NEW GUINEA AND THE PACIFIC
By Klaus Rohland, World Bank.

Ladiesand Gentlemen,

Thesearetrying times. Wejust withessed senselessterror and slaughter in
Bali, tearsand mourning all over Australia. The nation grappleswith the new
reality: Thereareno safe havens anymore, terrorism hascomeinto the
neighborhood and has cometo be a fact of life. On Sunday in thedomain | saw
people mourning in the spirit of togethernessand | wasreminded of that wonder ful
16™ century saying “No man isan island, entire of itself; every man isa piece of the

continent, a part of themain...”.

These aretimesto pause and reflect. No man isan island, and no country
can livein isolation. What happens elsewher e has an immediate bearing on thelife
of ordinary people. Knowledge about what isgoing on in other countrieswill be
essential. Foreign policy has ceased to be an ar cane subject, an informed discussion
about the choiceswe haveiscalled for, not just in academia but throughout society,
in the broadsheets and tabloids.

Dear Deputy Vice Chancellor, dear Peter Mares, Ladies and Gentlemen.

Thank you for having me heretonight. Australiaand the World isthe theme
of the lecture series. My world today isthe Pacific ISlands and Papua New Guinea. |
will talk about economic and social development and what Australia, other donor

countriesand the International Financial I nstitutions can do to help the peoplein



these beautiful countriesto have a better life—aworld free of poverty for their

children.

Almost 30 years after independence Papua New Guinea’s development
record isdismal. AccordingtoWorld Bank figuresthe country has hardly made
any progress on development indicators. GNI in 1977 was USD490, as of 2001 —in
real termssignificantly lower than 25 yearsago. Adult literacy stood at 32% in 1977
compared to 36% in 2001, life expectancy was 48 yearsthen and hasimproved to
59 yearsin 2001. Infant mortality has stagnated around 80 per thousand. At the
same time, the population has grown from 2.9 million to over 5 million. And most
worryingly HIV/AIDSisrapidly increasing: Papua New Guinearanks4™ in East
Asia after Myanmar, Vietnam and Thailand. A recent survey in Port Moresby
showed that 1% of women giving birth during the last six months had been infected

by the virus.

Overall, the Pacific Human Development Report that wasreleased by UNDP
in 1999 confirmsthisdismal standing. When it comesto Human Development
Indicators PNG ranks 164" in thelist of the World’s countries - close to Djibouti

and Chad, two of the poorest countriesin Africa.

The picturefor the Pacific Island countriesis much more diverse—in terms
of UNDP’s Human Development Indicator s the smaller isands states— mostly
Polynesian —rank highest, whereas the other M elanesian economies such as
Vanuatu and the Solomon Islandsrank low at the end of the scale comparable to
PNG as 140" and 147", respectively. Life expectancy isgenerally high but there has
been an increasein “life style diseases’ . Accidental deaths and suicideratesare
higher than in compar able countries elsewher e, especially among youth. Thereisa
resur gence and emer gence of infectious and vector borne diseases, such as malaria
in the Melanesian parts of the Pacific. Poverty in termsof hunger and lack of
shelter does not figure prominently in the Pacific and thereisa traditional safety net

through the extended family that providesfor social protection. But thereare



pockets of abject poverty emerging and the traditional social safety net shows signs
of strain as people moveinto thecities. And Pacific Islanders suffer from a poverty
of opportunity: Their remoteness and small size, the lack of employment
opportunities have led to large scale migration, especially in Polynesia. Remittances
from overseasform alarge part of the household income in many Pacific Island

nations.

These are some broad generalizations about the state of development in PNG
and the Pacific Islands. Like any generalization they hide huge diversity between
the countries. Intermsof performance, Pacific | lands range from countries such
as Samoa that has emerged asthe best performer in theregion. Countriessuch as
Tonga, Vanuatu and Fiji where economic management has been put under strain by
political events, isandsin Micronesia are grappling with the renegotiation of their
compact with the USwho demands greater accountability in the use of its
substantial assistance, up to the Solomon Islandsthat threatensto bethefirst failed
statein the Pacific.

But the overall verdict isclear: Pacific |slandsasa group have only
experienced moder ate growth during the past decade ranging from minus 1.4% to
plus2.9% per annum. All in all, they have not grown faster than countries of
compar able state of development in other partsof theworld.

Yet at the sametime, these countries have received substantial development
assistance. Indeed, on a per capita basis assistance to Pacific Island countriesis
probably the highest in the world: To mention afew figures: The development
assistancethat FSM receivesis equivalent to 40% of itsgross national income, it is
22% in Kiribati, 19% in Vanuatu, 18% in the Solomons and 10% in Papua New
Guinea. And Australia has provided alarge share of grant assistanceto these
countries, ranging form 76% in PNG to around 30% in the other countriesof the

region.



Common wisdom would suggest a positive correlation between the level of
aid and the attainable rate of growth. Yet, our research has shown that thereisno
such simplecorrelation: Only in countriesthat have Governmentsthat conduct
good policieshas aid a positive effect on development. Good policiesin this sense
implies good fiscal policies, low inflation and the pursuit of the openness of the
economies. It isin these areasthat some Pacific | ands, including Papua New

Guinea have fallen behind significantly in the 90s.

PNG isan example. Time limitations permit meto focus mainly on PNG
today. But aswe focuson Papua New Guinea we do not overlook that other Pacific
countries have fared better, and, in some cases, have taken early action to address
issues of policy performance. But thestory of PNG isa story of Melanesia. Itisa
story that providesfor important lessons as we struggle with the development of

traditional and remote societies.

Initsearly days, PNG enjoyed a good reputation for macroeconomic
management. But thischanged in the 1990s as a result of a combination of external
shocks, fiscal excess and a marked deterioration in the institutions of gover nment
and policy making. Subsequent Governments havetried to focus on containing the
budget deficit, improving economic management and reorienting spending towar ds
investment in priority sectorssuch asinfrastructure, but largely in vain.

In responseto crises, Gover nments have sought to contain the budget deficit
through one off actions such asincreasing debt levels and requestsfor extraordinary
financing from donors. But Governmentsfailed to addressthe underlying
structural issuesin restoring fiscal management and governance. Asa consequence
with each new crisis, one off solutions wereincreasingly less of an option and the
amplitude and duration of each crisisincreased. PNG just experienced another
fiscal crisiswhen the outgoing Gover nment blew the budget through excessive and
lar gely off budget spending that if unattended could lead to a non sustainable fiscal

deficit of around 8% thisyear. Morethan ever it isevident today that PNG’s
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present fiscal crisiscan only be solved through far reaching structural reformsin

fiscal management and gover nance.

At theheart of PNG’sfiscal crisisliesalack of good governance. Civil
serviceat its higher levels hasno security of tenure. High level public employees
such as department heads serve at the pleasur e of the Gover nment of the day and
can be dismissed by the Ministerson short notice. Rulesand regulations gover ning
fiscal management are generally adequate. But in a prevailing atmospher e of
intimidation attemptsto break rulesby Ministers are usually not sanctioned:
Ministers meet with minimal resistance by officials and get away with impunity.
And Officialsare bound to emulate the bad example whenever they exercise
discretionary power. Asaresult, corruption ispervasivein the country’scivil

service.

Lack of good governanceisbased on alack of nationwide social capital. By
social capital | mean thetrust and support that individuals accord to each other. In
PNG it isfragmented along social and cultural lines. And with about 800 language
groups, most of which are also separ ate socio cultural groups, traditional groupsare
usually small. Cooperation isstrong within groups but drops dramatically between
groups. Asaresult thereisno unified constituency to ensur e accountability or
articulate demands on leaders.

Lack of good governanceisfurther facilitated by the political system:
Government isa Westminster system and member s of Parliament are elected by a
first past the post system based on a singleround of voting. In many cases members
can be elected with 10% of thevote. This system encourages candidatesto focus on
mobilizing support of a small group of the electorate- especially those from each

candidates social group.

Campaigning is based through traditional redistributive relationshipsand if

elected leader s continue to redistribute a continual flow of resourcesto their
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followers. In thiscontext, fiscal assets of the state are used to build the political
strength of theincumbent minister who can exer cise discretionary control over

lar ge resour ces with little transparency or accountability.

It isfair to say that this system has been widely accepted in PNG until
recently. The emergence of acivil society that stretches beyond ethnic boundaries
has prepar ed the country for a constitutional debate that at long last might address
theissue. TheLaw of the Integrity of parties has made it much more difficult for
individual Member s of Parliament to change sidesand all parties are committed to
changethevoting system. Thekey issue hereisthat the electoral system needsto be
organized in such away that political accountability isfostered and citizen
participation and voiceisencouraged. Preferential Voting Systems such astheHare

System or Approval Voting might provide the answer. *

These methods of preferential voting induce candidatesto respond to a
majority of voters rather than to cater to minoritieswho could give them a winning
margin in a crowded plurality contest. Thelikely winner isthe candidate most
acceptableto the entire pool of voters. It isclear that such a system would go along
way to establish a more broad based representation of votersand to reduce

incentivesfor politics as business.

Politicsas businessis pervasivein PNG. Indeed, in its extreme, politics as
businessisblatant corruption. Therecent history of PNG isunfortunately rich of

casesthat, at least on first sight, may fall into this category.

1 Under the Hare system each voter ranks candidates according to their preferences. The first votes for each
candidates are tallied, and if a single candidate gets more than fifty percent of the votes heis elected.
Otherwise the candidate with the fewest first choice votesis eliminated and the second choice votesin
those ballots are allocated to the remaining candidates. This process continues until one of the candidates
has a mgjority of votes and is declared the winner. Under an approval voting system voters can approve as
many candidates as they wish, each candidate proved of receives one vote and the candidate with the most
voteswins. Research has shown that such a system can work in developing countries even where society is
undereducated and unsophisticated.



The degree of Corruption isusually defined by the amount of discretionary
power minus accountability and transparency. Reducing discretionary power
through theintroduction of arulesbased system isone lever to addressthelack of
governance. But good rulesand processes are not enough in an environment where
rules can be bypassed with impunity: What isneeded arerulesthat enforce

accountability.

Thisiswherethejudiciary, the Ombudsman, the Office of the Auditor
General and other institutions under the Public Finances Management Act comein.

“Frying thebig fish” isawell tested concept in the fight against corruption .

In PNG the leader ship tribunals have been successful in thisregard early on,
but only rarely have cases of suspected abuse of discretionary power been fully
investigated and brought to Court in PNG. And even thosethat have been
sentenced returned to public lifelater on. A conviction on Corruption chargesdid
not exclude people from holding officesin the future. More must bedonein this
regard to demonstrateto the public at large the seriousness of abuse of power and
the cancer ous effect corruption has on society. In this context, | salute the work of
Transparency International and the recent campaign of the Media Council to raise

awareness. Thisisanother promising sign of the emer gence of civil society.

So much for policy performancein Papua New Guinea. The obstacleson the

road to good gover nance are high. Yet they can be overcome.

First, we all should take heart from the fact that the constitutional

arrangementsfor the voting system are being addr essed.

Second, recent public awar eness of the pervasive nature of corruption gives
riseto hopes. Corruption in its blatant form of personal enrichment through the
abuse of power isno longer acceptablein PNG. The present high profile cases

around the National Provident Fund provide Gover nment with an opportunity to
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demonstrateits seriousnessto stop corruption. Support of PNG’s development
partnersin thisregard will bevital. And if Government continuesto pursue
reformsin theforestry sector, the single most important sour ce for corruption
might dry out.

Now what about the lack of social capital? How can trust beyond kinship be
developed? Aboveall how can atrust based relationship between the Gover nment
and the people of Papua New Guinea be forged?

Thereareno easy answersto this. But we know that wearelivingin an era
when social capital iscrucial for developmental success much morethan
endowment with physical capital. Only societieswith a high degree of social capital
will succeed. Yet we cannot divor ce economic from cultural life. Creating social
capital on a nationwide scale in Papua New Guinea isbound to taketime. But you

have to begin somewhere.

Presently thereisno trust between the people and the Gover nment of Papua
New Guinea. Waigani isfar away from thevillages. Thereis a breakdown in
servicedelivery. Health stations have no phar maceuticals, schools have no books,
roads and infrastructure arefalling apart and in Port Moresby and other towns
thereisa general sense of insecurity because of the law and order situation. In

short, people have not received services from the Government for along time.

In order torebuild social capital it will be crucial that Government isin a
position to provide services again. Once the peoplein thevillagesrealize that
Waigani cares and providesreliable support to their lives, afirst step will have been
taken. But Government cannot do thisalonein its present state of weak capacity

and leader ship.

And thisiswhere the donor community comesin. Papua New Guinea

receives an amount equivalent to 10% of its Gross National Income through aid.
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Thisistwice asmuch as Sub Sahara Africa and by any standar ds a sizeable amount.
Donors, above all AusAlD, have done marvelouswork in helping individual people
in Papua New Guineato improvetheir lives. Yet donorshavefailed to addressthe
systemic issuesin service delivery through Government. Indeed, it can be argued
that donors, through their own ways of service delivery have further weakened

already frail Government structures.

Consider Australia’s development assistance to Papua New Guinea. Until
1994 aid was given directly as budget support without any conditions. Concern in
the Australian public about ineffectivenessand alack of control on spending led to
achangein policy: Asof 1994, Australia resolved to deliver itsaid program on the
basis of projectsinstead of annually disbursing AUD300 million into PNG’s budget.

This shift in policy was under standable as a reaction to the perceived lack of
governance in Papua New Guinea. But it reduced PNG Government’s ability to
deliver serviceson itsown. Toamorelimited degreeit also affected projects by
Inter national Financial Institutions and other donorswho, in the absence of
Australian budget support wer e faced with a shortage of counterpart fundsfor their
activities.

Increasing failure of Government to provide for services and to maintain adequate
Governance structuresled donorsincreasingly to bypass Government structures
when delivering aid. It isestimated that morethan 60% of Australia’s assistanceto
PNG isdelivered and executed by Australian consultantslargely outside
Government structures. And thefiguresfor other donorsare probably similar.

Service delivery outside Gover nment can be justified in times of emergency.
It isalso a way to address the needs of the poor in times of conflict or in a post
conflict situation. It can also beavery effectiveway of servicedelivery. Indeed,
because of the prevalence of Australian assistance: Morethan 75% of assistance to
PNG comesfrom Australia; villagersincreasingly look to AusAlD and its dedicated

aid workersastheir service providers. But there are questions on sustainability. It
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does not leave financial structures behind on which to build when the project
finishes.

Moreimportantly, effective service provision outside gover nment structures
at thevillage level comesat a price: It further erodestherole of Government asa
servicedeliverer and itslegitimacy towardsits people. In short it erodes whatever
social capital has been accumulated by Government. In extremiswe have seen this
in post conflict countriesin Africa, in the great lake area where international NGOs
have substituted for Gover nments and wheretherebuilding of states has been

hampered by the inability of Gover nmentsto be meaningful to their people.

What needsto be done? Nobody would argue for areturn to unconditional
budget support in a situation of weak Government structures. But rather than
bypassing Gover nment and aggravating the problem further, donors need to focus
squarely on the systemicissues. To strengthen the service delivery, capacity of
Government assistance hasto go through Gover nment and Gover nment needsto be

helped in the provision of services.

Much needsto bedonein thisregard. Donorswould haveto bring their
support within the budgetary framework. Rather than financing their “own”
projects, they should moveto finance slices of the Gover nment’s program.

Thisrequiresafocuson planning. Donorswill only consider thiswhen they
have comfort in the priorities of Government programs. Government needsto
develop a medium term strategy to improve development outcomes. It needsto
answer the simple questions: Where arewein termsof development? What isthe
state of education? Of Health? Of Poverty? Where do wewant to bein, say ten
yearstime? And how do we get there? Donorsneed to assist Government in
preparing such a strategy. Most importantly such a strategy needsto be broadly
discussed in the country with the people, in the villages and towns of Papua New

Guinea. A joint strategy being bor ne by the people and the Government alike and
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supported by theinternational community will go along way to rebuild trust and

social capital.

It also requires a focus on implementation and on strengthening of
Government structures. Thisisnot impossible. Many of you would recall that PNG
had a well performing civil service until well into the 80s. Thiscan berebuilt with
the help of international assistance. Such assistance needsto be morethan advice.
At therequest of Government development partnersneed to consider seconding
expertsinto linefunctionsin Ministry whenever thereisacritical weakness and lack
of national expertise. Twinning arrangements between departmentsin Port
Moresby and, say, departmentsin Canberraor other capitalsarealso a promising

option.

It finally requires a much mor e cohesive approach of donors. Donors need to
buy into the development strategy and complement each others contributions. Only
in the spirit of partnership can we make surethat the wholeis morethan the sum of

the parts.

Isthisrealistic? It isoptimistic. But thereareencouraging signsthat it
might work. To begin with Government hasrealized that it needsto adopt a
medium term framework to overcome the present crisis. Also, the people of PNG
have become much morevocal in their demandsfor development and participation.
And on a global scale donors have committed themselvesto working towar ds shared
development goals. Thisiscurrently trandated into intensive strategic discussions
between major development partnersin PNG on ajoint vision and strategy for their
work in the country. Australia’said agency isdriving this processtogether with the

International Financial | nstitutions.

L adies and gentlemen,
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From listening to the peoplein the villages of Papua New Guinea a vision for
the country emerges. A Papua New Guinea on the move. On the moveat long last,
towar ds alleviating poverty. Towards better education and health. Towardslaw
and order. Towardsa better lifefor her children.

And thereisa strategy emerging for rebuilding therole of Government. It is
based on participation and empower ment of the people. It can gain widespread

inter national support and cooper ation.

A vision alone leadsto nowhere. A strategy without a vision isbound to fail.

A vision and a strategy can move mountains.
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